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Moderator Charlene M. Moriarty: It seems logical that pension plans, as many other businesses, would also be exposed
to operational risk. Our panelists today will discuss how companies can assess their plans’ exposure to operational risk
and take steps to reduce the risk of loss.

Our first panelist, Diana Chant, will introduce the concept of operational risk and discuss it from an investment
standpoint. Charlie Eigl, our second panelist, will deal with operational risk from the administration standpoint and will
talk about how the Ontario Public Service Employee Union (OPSEU) Pension Trust manages operational risk. Following
Diana and Charlie’s presentations we will open the floor to discussion and questions.

Diana Chant is a partner with PricewaterhouseCoopers. She has a BSc from McGill University. She joined
PricewaterhouseCoopers in Montréal and was transferred to the Toronto office in 1981.

Diana leads the Canadian Financial Risk Management Group, part of a global multi-disciplinary team dedicated to
supporting and servicing the needs of the firm’s top tier clients who use financial instruments or structure products for
trading purposes to raise capital and mitigate business risk.

Diana has experience with and a background in derivative products, risk management frameworks and evaluations of
hedging programs and market and operational risk management. She helps organizations understand how best to assess
risk management strategies, risk management frameworks and deal effectively with audit evaluation issues arising from
the use of financial instruments.

Her work has involved helping pension fund and other asset managers with operational risk from an investment
standpoint.

Please join me in welcoming Diana Chant.

...(applause)...

Panelist Diana L. Chant: Thanks Charlene. First of all, let me say that if there are questions as we go along we are a
reasonably small group and I think we could take questions as we go through if there are areas of questions or concern.

I am going to talk to you about and introduce the topic as Charlene said about operational risk. While my background
is clearly on the financial end and the asset side, much of what I am going to talk about on the operational risk side
is broader than that.
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Just understand that my perspective tends to come from the financial services asset management side of operational risk,
although I work with others who work more broadly as well. In the way that we have divided this discussion, I will
start off talking about broader aspects of operational risk that apply across an entire organization, both the asset and the
liability side.

First of all, why is there such an interest in risk management at all? This first slide shows examples of situations where
clearly operational risks were incurred by organizations to the detriment of the organization.

(Slides unavailble)

You can look around the wheel and look at a number of examples where... take a look at Kathy Lee Gifford in a sweat
shop. We can all come up with a number of examples in recent memory of big deal situations which gave rise to
problems. I certainly know from my own practice on the asset management side, that a number of pension funds and
other large asset managers have had some rather interesting situations similar to the publicly disclosed ones.

This next chart Charlene introduced I think she used a number 10 billion and as soon as she said it I checked my slide
and I said I wonder what I am saying here versus her numbers because just dealing with actuaries is probably no better
or worse than dealing with accountants. Everyone checks out the numbers, right?

This slide is showing seven billion of operational losses that were reported in 1998. This was from our own source of
information. We put it together from publicly available data.

We did not take it from our private sources. Some of our private sources would suggest that the numbers are clearly
understated. I think it is illustrative to see that as you go further along the number of years it is not so much that the
operational losses are increasing, although we believe that it is true for a number of reasons, but also that they are being
reported and they are being focussed on.

Clearly the interest is not just to maintain our reputation, but that too is important, as reputation is vital to asset managers,
particularly in the area of pension fund. It is bad enough in the corporate world, but in the world of pensions your
reputation is everything, as I think John Roth is finding these days, that certainly your reputation gets to the point where
it almost supersedes reality.

The rate of business is changing and in the area of pension funds the change tends to be, I think, a little bit slower
than perhaps in some of the other financial services sectors but clearly, and perhaps Charlie will comment on it when
he comes up here, I do not think you can count on that. So the focus on risk management and operational risk, which
is such a large part of that, really is coming from the fact that everyone is looking at what value are people adding to
the process and the fact that the world is changing so quickly that you can not afford to have certain public situations
impinge on reputation.

I will start by talking about a big definition of what is risk. People think that everyone has their own definition of what
risk is but it is important at least from our perspective, those of us who practice in this area, to stop for a moment and
think about what is risk. Risk in our view is anything that can stop you from achieving an objective - your business
objective.

It is particularly important to notice that if you use this kind of a definition and you think about risk in this way you
are thinking of risk both on the up side and on the down side. In other words, you are not just looking at something
that can stop you from adding more assets. It is not just something where you can lose money, but anything that will
stop you from achieving your objective.

 For example, if your objective is to increase your share of the pension market or if your objective is to in fact increase
your assets, then anything that stops you from doing that is a risk. If you think of asset gathering or investing for example,
simply making poor business decisions can stop you from having the returns that you like.
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It is important to look at risk both from an up side and a down side and I will explain why in a moment.

The next slide that I put up there really goes back to you about where you think pension funds fit. I have a view and
Charlie may have another one as well. There is a continuum in the practice that I have, which deals with financial
institutions across all the spectrums, and corporates, particularly people in my own particular field of large treasuries and
corporate organizations in the resource and mining area.

Organizations have operational risk and have sustained programs to deal with it but it is my view, at this point of time,
that, short of some of the very large pension funds who have given some deep thought to it, it is not broadly spread
across the pension area. People are just slowly coming to grips with what it can mean for the pension industry.

The definition that I put up earlier of risk: it is important to think about that as a definition because as we come to looking
at how people manage their operational risk, one of the very, very first things that we find problematic is defining
operational risk consistently across an organization.

 Just the very fact that on the financial end people look at operational risk as things like a failed trade, and people on
another side of the fund may look at operational risk as something that they do not have, other than computer processing
risk.

The very fact is that you have to get an organization or a group of people in the same room to understand what are
we all talking about. That is one of the first steps in how you deal with operational risks in any kind of an organization.

Again, Charlie in his part of the conversation may want to comment on the ability to get an organization to come together
to understand what it is they are trying to deal with. It is not a small issue to understand that just getting a definition
of operational risk that is consistent is a challenge.

I know this is a side of actuaries: you like numbers. If you will allow me to plunge forward for a moment I will give
you a very quick financial view of where I see operational risk ultimately going.

People are starting to look at operational risk and see if they can quantify operational risk. As soon as you try to quantify
and measure something you obviously have to have a reasonably consistent definition, either within an organization (that
is already a challenge) and in between organizations, so the whole issue of looking at operational risk starts off by saying:
how do we define it? How do we look at it? What is it?

The first starting point is getting a consistent definition.

When we work with organizations we try to make sure an organization understands its risk appetite and where it is on
the risk continuum and where their own profile is. Pension funds tend to be, as you can well imagine, very conservative
organizations as a whole if you try to look at it and make a generalization.

Having said that, when we have actually worked in organizations, whether you are looking at the investment side, the
administration side, or the finance side, you will find very different views of risk appetite. You will find a collective
agreement that is probably consistent that the organization as a whole is conservative but of course if you look at the
asset management side if they are too conservative the returns are not there.

It is very interesting to try to get a measure of where are the organization and the various units on the risk continuum.
Where do they see themselves and are they poised to take opportunities or are they simply in a defensive mode?

Again the last bullet point here is talking about the organization as a whole. It is easy when you are looking at operational
risk management to take a view from the outside that there is a consistent or there should be a consistent enterprise-
wide view of what goes on.
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The reality is actually quite different because the various units have such different objectives within the organization, even
if you can assess the organization as a whole. It is a challenge to get people, if you are trying to get them to focus on
the operational risk to start to control it and manage it, to understand their own risk appetite in any area, whether it
is the investment side or some of the other areas.

It is an exercise which I think takes people a bit by surprise. I think it is not wildly different but getting everyone on
one side and agreeing on where they think they are in the continuum is an exercise that takes more than five minutes
of thought.

Charlene reminded us that operational risk is only one of three components, with market and credit risk. The more I
work in this area the more I look at it differently than this pie, which is nicely sliced between the three areas.

There, in my view, is the operational risk, which is so intertwined with both market and credit. Perhaps one of the
reasons why I am here speaking with you today when I work on the financial side of it, where the real losses and the
real issues are, is to say that the real up side is in managing the operational side of both market and credit risk.

Now, back to a definition. Looking at asset managers, portfolio managers tend to think that they cover both the
operational risk side and the market risk side all in one, are taking care of everything, but when we start to work with
them and divide it out you see how dependent asset managers are on processes to make their decisions work on a timely
basis and how dependent they are on information.

Also how closely tied some of their decisions are in their investment decisions, which are purely to take some market
risk or some credit risk. How closely tied it is to operational issues. The last comment I will make is on the credit side.
I still find it is mostly the larger financial institutions rather than pension funds that really are looking closely at the credit
risk side from other than a cursory perspective.

This slide (I do not know if it says on the slide itself) we took a survey about a year and a half ago in conjunction
with two other organizations. One of them is ISDA (ph) and the other one is Robert Morris Group, who, I think, have
changed their name.

We did a survey of large financial institutions on operational risk. It was probably about a year and a bit ago. This slide
is an extract from that survey and the point of this slide is really that even at that time organizations who were reasonably
well advanced and looking at operational risk discussed the process with others.

You can see that 49% of them agree that they had to have a single definition and that is not an easy thing. The larger
the organization the more difficult it is, but clearly they believed that it was important to do so.

Again, back to the starting point for operational risk. This definition of operational risk, which I will put up there is
one that is commonly used now. It was not so commonly used when it first started out.

Let us take a look at it for a second. People will take a definition of operational risk and every organization will tailor
it to their own situation. That has been my experience and Charlie may comment on what OPSEU does. This is at least
a good starting point for many people and it is: the risk of direct or indirect loss or unexpected variances resulting from
inadequate or failed internal processes, people or systems.

It can come from external events. I think it is important to note that operational risk is not viewed purely as an internal
issue. External events can affect the operational risk of an organization. It seems to be a definition of, at least I would
say, reasonably well widespread use but people do have different definitions.

Types of operational risk: On this slide, Charlene was reminding us of some of the issues of what would classify as
operational risk. Frankly, I keep going back to anything that is going to stop me from achieving my objective that does
not come from taking a position in the market or does not come from a credit loss.
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That is basically a semi-old definition but any kind of processing errors, technology breakdowns. I will go into an
example in a moment or two, particularly on the model risk side to illustrate how you are thinking around an operation.
If you think about it in operational risk terms, it starts to change your thinking about your whole approach to dealing
with risk and then, ultimately, your response to risk, i.e., your control.

Again, this is illustrated to you. People often say to me and they will ask: do you have a list of what are the risk classes,
what is the definitive list? I will tell you up front that every organization that I have worked with has had the “definitive”
list and they have tailored it and it has been their own. They believe it is “the” list so I just smile now and say I will
give you something to start with. Let us work from there because people will naturally divide and review risks in a way
that suits them. There seems to be some common classifications. It is when you get into the fine print of trying to classify
events and trying to understand occurrences that you start to get some debate.

Again just looking forward is one of the reasons we focus on this and it is not an unimportant issue. Risk classification
is ultimately essential if you are going to quantify something down the road. If you have ambiguous risk categories or
if there is some form of less than mathematical or strategic basis for your allocation, down the road you are going to have
trouble quantifying it, if that is your goal.

I said I would talk for a moment on model risk as an example. It is interesting when I talk to people about model risk
and I think most of you might be able to relate to models on the financial asset side. We are so reliant on models for
a number of things, but in particular for pricing of instruments that are over the counter.

The financial people like to think that the risk they have is really the risk in the market price of that instrument that
is being valued. They do run a market risk that maybe the price is going to go up and maybe the price is going to
go down, but a lot of the risks are actually around the kind of information that is input into the model. Is the information
consistent? Is it accurate? Is it timely? Is it what you think it is?

Is the model itself or the algorithms within the model correct? Are they appropriate? Are they suitable? Are they
functional? Is the output properly computed and evaluated and reported on a timely basis?

When you start to look at models, and clearly models for valuation are so important for the larger fund you get that
is more dependent on pricing parts of the portfolio that are not so easy to price, you start to see that the operational
risk that you incur even on the financial side can really drive a lot of the risk and that side of the business.

It is not so difficult to see the mispricing of instruments that are traded from the stock exchange. You will see the pricing.
Perhaps you will have an operational issue around whether or not you are getting your prices on a daily basis, but there
are so many more dimensions when you start to introduce the complexity of computers and models.

That is just one example on the financial side of where the complexity of an operation really adds to the operational
risks on the financial end of it.

I just also wanted to capture for you some examples of risk identifications so that you can see some categorizations that
we have occasionally used related to asset manager’s pension funds.

You can just see (you have the handouts down the side) the kinds of risk categorization and sub-risk categorization that
people are using.

This next chart, I thought I would bring to you, what do people really do? This one I actually took out of one of my
clients’ ones and took out the client names so what you are looking at is not theory, it is practice. It is a scorecard.

What I said to you is the future in risk measurement but in the beginning just being able to classify and define risks
of an organization is a challenge. I call this the heat map of the red, yellow, green. You can see the red is high risk.
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Obviously, the objective here is for an organization to understand where it might have various risks and to what degree.
It can be somewhat misleading. You can not tell, for example, if you look at the valuation line, if you have got risk
in this particular case in a money-market fund.

What you cannot tell from this kind of analysis of course: Is the money-market fund very small? Is the risk in valuation
small relative to the compliance risk as it might be out there? In any event, it is a starting point. One has at least to
understand the categorizations and the relative ratings to start with when you are dealing with operational risk.

The next few slides that I have for you will talk about putting together a risk architecture. I do not intend to go into
how you do it but I thought it would be useful to show you the response to operational risk. At least this is how we
see it.

That is: what do you do? The triangle on the right that talks about risk is really where we have been focussing on right
now, which is focussing on operational risk. I guess the big message here is we view risk as really not necessarily a bad
thing. It just is something that might stop you from getting your objectives. If you recall, that is what I mentioned earlier.

At the top of this chart you see we absolutely think it is critical for organizations, departments, anyone to understand
what is your objective. What are you really trying to do, because the risks that you have run are relative to your objectives.
They are not absolute. They are relative to your objectives.

In return, as well, your response in dealing with those risks should be a response to the specific risks that you have
with respect to the specific objectives. The whole objective of risk management is trying to make sure that you have
alignment between the response and your objectives.

The reason I talk about this is because risk management is not all about getting a list of what could go wrong and let
us go and plug the holes and fix it. If you think about it that way, it could be a relatively straightforward exercise. If
you put 150 controls over any process, the more controls you put in presumably the less risk you have of a situation
going wrong on you, but in this real world the problem is we cannot afford to put in an overabundance of controls.

Some risks, in fact, should not be controlled. Some risks are opportunity risks and if you nail them down too hard, you
are going to find your returns are zero. Our own view of life is that you have to really balance between risk and return.
You have to understand what your objectives are. You have to understand your risks relative to your objectives and then
set your response in return for that. Again, this is just how you would implement an architecture - one of the things
you need.

I will not go into the details of it but we just take a structured approach of understanding the organization, the culture,
developing some tools. A lot of the tools, and this is what I have put in the next couple of slides, to show what kind
of tools people use. They use self-assessment tools to a great degree. These tools are there to try to first categorize, and
then we are starting to actually measure risks and organizations. The risk continuum that I mentioned earlier, this is just
an illustration of it. Think of organizations that you are familiar with and where they are on the risk continuum. My
guess is that they are still on the crisis management and compliance end of things, whether it is on the financial side
or on the operations side.

I said I would show you some things about how people are reassessing their profile. These are two more charts I want
to show you.

(Slides unavailable)

This is one where there is some benchmarking done in various areas about organization, for the look of how they compare
to others. How does your infrastructure compare? How does their leadership compare? How does their accountability
compare? Again, going back to what I mentioned earlier. This is all about people, process and systems. So we tend to
think about it in those terms. You have got people risk, process risk and you have systems risk.
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A live illustration of the tools that people use again. This one I took out of our survey about the kinds of tools that people
are using, to give you a feel for what is out there from the self assessment on the left hand side to a data base and
quantitative side, which frankly is excessive, but it is in the large financial institution end of things.

For those of you who are familiar with Basel II, the regulators tend to think that this database model is more advanced
than it really is but we will get there.

Lastly, an integrated view of risk management: operational risk here is at the centre, but all the things that I have
mentioned today tie in together. As I said earlier, what is fundamental to every process, whether it is market risk
management, credit risk management, or any other process in an organization is at the centre of this: how are the
operations, the people, processes and the systems being managed?

So, I hope that gives you a bit of an overview of operational risk management and I think Charlie might give you some
more practical examples of what he has been up to.

Moderator Charlene Moriarty: Thank you, Diana.

We will move on to Charlie Eigl. Charlie is a chartered accountant and treasurer/director of finance for the Ontario Public
Service Employees Union (OPSEU) Pension Trust. He has extensive experience in advising, implementing and executing
audit and risk management programs.

At the OPSEU Pension Trust, Charlie is responsible for implementing the organization’s risk management program for
operational risk. Prior to OPSEU Pension Trust, Charlie had worked in investment, financial and audit roles at several
insurance companies.

He is currently vice-chair of the Accounting and Assurance Advisory Committee for the Financial Services Commission
of Ontario. I will just pull your presentation up, Charlie.

Panelist Charles Eigl: Now, just before we start, I am curious as to your backgrounds. I am assuming that there is a mixture
of people in public practice. Is anyone here in public practice? How about insurance companies on the investment side?
We have one person, so the rest of you are on the liability side? Is that where you do your work: pensions? Pensions,
okay.

How many organizations that you are working for have got an organized risk management or operational risk program?
Any started up yet? Now, is that known as risk management? Is it a variation on internal audit?

I am going to talk briefly about how we manage operational risk at the OPSEU Trust and then also talk about the impact
on actuaries. Now, we do not have any actuaries in-house. We rely on our external consultants and certainly the type
of work that we do on operational risk has an impact on the type of work that we have them do now as opposed to
in the past, certainly in terms of what we will want them to look at in the future.

First, a little bit about the OPSEU Pension Trust. We were established in 1995 as a result of the split of the Public Service
Pension Plan of Ontario. We are the employees of the government that are unionized and the pension plan is jointly
trusteed. Half the trustees are represented by OPSEU and half by the provincial government.

It sounds like a recipe for problems but it works out quite well in that the trustees really focus on their government’s
role as opposed to their vested interest. We started out with about $4.5 billion in assets. We are now at $10 billion so
we have certainly been the recipients of six good years of investment returns. We moved from about $800 million deficit
to $1.6 billion in surplus. Now, that is not a financial statement basis. On an actuarial funding basis, I did not do the
calculation on that. Certainly the last time we did our evaluation we were about $100 million shy of moving it to a surplus
position. We expect when we do our actuarial evaluation for funding purposes at the end of this year, we will definitely
have some gains going forward. We have about 150 staff.
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In terms of our government’s model, I mentioned the fact that we do have a jointly-trusteed board of trustees very actively
involved. The organization is split down the middle in terms of the investment and the administrative responsibilities
with a chief investment officer handling the investment side and the president handling the administration side. I am
kind of in the middle. I have some responsibilities that make their way over to the investment side, but I do report to
the president of the organization. It makes it a little tricky sometimes in terms of implementing an operational risk. In
fact the way we have gone through is we have left out the credit and market risk separate from the operational risk related
to investments, plus the broader administrative risk.

We have been going through a developmental process over the past five or six years. Basically start up. We did have
some systems that we inherited from the government, but found those things to be quite limited in terms of what we
could do with them, so we have been doing a lot of work on the administrative side to develop those systems. We are
now focussing on the investment side. We are moving into a more mature phase but really in many respects we are an
organization that has gone through a developmental period. There are a lot of gaps that we are trying to fill. This is
really one of the tools that we are using to try to help us fill those gaps.

In terms of our attitude towards risk management going in, I believe that we have some good people working for the
organization where we focus on an issue, for example, Y2K. We take a very systematic approach to managing those risks.
I think we did a good job on this. Where we have new initiatives, new programs, systems development, that sort of stuff,
we have approached those systematically. We are reasonably comfortable that we are covering off the risks on those areas.
Some of the stuff that was put in place three to five years ago, you know, who is minding those?

One of the big impetuses for moving into a structured operational risk management process was that we really want to
have something that makes you feel comfortable that you are covering off all your risks and that you are not leaving
holes that you thought someone was dealing with. Issues we are seeing now as we are going through the processes: I
am not sure whose responsibility that is, so I will just let that lie there and we will wait to see what happens. Well, what
happens is responsibility is assigned. That is a good thing. You find there are holes and you find there are opportunities.
We felt there was enough justification to move ahead with the process and the process is not cheap. We will be spending
an extra $0.5 million in the next few years in order to implement this so it is not a decision that is taken lightly in terms
of moving ahead.

Some of the other reasons why we wanted to move ahead. The fiduciary obligation of the trustees is a very important
issue here. If you are working for an insurance company it is a bit further removed but certainly for us it is an issue
that is front and centre. If you do have pension plan clients, the trustees want to know that these issues are being dealt
with adequately and having a properly structured operational risk program in place is a very strong way of demonstrating
that you have done the right thing.

Diana talked about complexity and change. We are an organization that is going through that. Environmentally, when
we first started out, our evaluation and our audit report were qualified. Now, that does not happen too often. It is nothing
that you really want to advertise too much, but we did have that issue. The underlying data was so bad that our advisers
could not give us a clean opinion. Now, as a result of that, the provincial government, in conjunction with us, is going
through a five-year program to clean up that data and we expect to come out of that, plus our own efforts, having very
good underlying data in order to do our decision-making going forward. We felt that this was very important and
certainly a focus. One of our impetuses is a desire to add value and we will talk a bit about that as well.

I wanted to give you a sense to what is happening to our organization. We started out and you are all aware of the
restructuring that has happened with the Conservative government of Ontario. This plan started out basically at the same
time as those initiatives started and we started with an active membership of about 64,000 and we expect 3-4 years from
now that we are going to be down to 38,000 in terms of active membership. That is a direct impact of divestment of
members to lower levels of government, individuals retiring earlier, trying to achieve efficiency. There is quite an impact.
The way that hit us most directly is on a level of transactions. When we started out we were probably at a level of 25,000
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- 30,000 transactions. We are looking at 90,000 in the coming year, enrollments, retirements, transfers to other pension
plans, that sort of stuff.

There is a high level of activity taking place. You see the pension level is going up but our total membership is not
affected that much. Certainly, what is happening is that there is a lot larger level of inactive membership. At the end
of this forecast period to 2004, we see about 15,000 inactive deferred pensioners in there. There are over 20,000 active
pensioners in the 38,000 of active members. There is a lot of activity happening and we are responding to that.

I will talk about how we are implementing our risk management model. First and foremost, we are addressing the
fiduciary obligations of the trustees and an important part of that is training. First time around we put together some
great documents in terms of why they should do it and someone told them this was a good idea but at the end of it
they said yes let us do it, but we really do not understand it very well, so training is a very important part of that whole
process.

In terms of the actual implementation of it, we have gone through and we have identified all the activities of the
organization. We had to split it down in some way and the only thing we have done here differently is we have gone
across our business lines, and it sounds fairly easy to do. Certainly at our level of the organization when you are used
to doing things your own way and we are trying to make decisions that make sense collectively, that has been rather
difficult.

We have to approach these things quite a bit differently. As an example: an issue came up in a review that we are doing
right now. One of the directors said to me, “Well, you know I think that you should be processing your imaging
documents more quickly.” I said that I do not know how fast you need to have these things done. Well, he said he
needed them in 24 hours. It is establishing performance standards internally that is coming out of that process. Of the
things that we had necessarily in place, that was really important. Once I understood what the needs were, then I could
respond to that. Out of that process comes organization-wide understanding of our activities, and once we have got that
laid out, we can break it down into pieces. It might be just pensioners’ services, but it will touch upon other aspects
of the organization.

We have gone ahead and established priorities with the help of the trustees. We want to have them involved in the terms
of that whole process and we found that quite useful. In terms of the model, how we are using it is similar to the one
that has been laid up here previously. Very simply, identify objectives. What are the risks around those objectives and
what are the controls? There is a lot more to it and I am not going to go into a lot of detail. It is a fairly basic model.
Where the complexities come is in the implementation, the tools you use, and how you go through your risk assessments
and whatnot. Basically what we are doing is: What are our objectives, and risks around those and the controls?

In terms of the actual work that does take place, we have an assessment process where we have individuals that will
go in and look at a particular area. These areas are laid out. We will be looking at those over a number of years, similar
to an internal audit process, except that there is a lot of focus on senior management time. There is a lot of time,
particularly on the formative stages of this, but the value is that we get to set the priorities. It is not somebody at a low
level that does not understand the organization going through it. We are finding that we get better understanding as
to how our areas work. How other areas work, how different people see their priorities. It is really quite a useful process.

Diana showed a model in terms of the approach. I wanted to just highlight it here in terms of how we are approaching
it. Risk management is a part of a very iterative process. What we are finding is that, as we go through this objective
setting, an important part is understanding how well our controls are working. That is where the performance meas-
urement process comes in.

Your organizations may be more mature than ours. You have got all of these neat ways of measuring how effectively your
staff members are performing, and whether you are meeting your standards. We are setting all those processes in place.
Things we are doing are: focus groups with our members and pensioners, and surveys to see how our service levels are.
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Internally, we are monitoring our performance statistics. What service levels do you need and how are we doing? You
get into an evaluation process. Are we working effectively? Is it efficient? This is where benchmarking comes into play.
Are we efficient relative to external measures?

If we are, then that is great. But, typically what is happening is we tend to adjust our processes where it might be just
a tactical response. We will do this differently. We are going to process more quickly, more efficiently, or it may be a
strategic response where we are doing things differently as an organization. We are managing collectively, as opposed
to in silos. There is a combination of those things that are coming out of the process.

Now, operational risk is not the only tool that we are using here. There are other things that we are doing in order to
operate effectively, but it is an important part of that process.

We are relying on external consultants for administration. The reason why we have done that is because the trustees like
the objectivity that comes out of being able to ask somebody: Is this the way things are in the organization? They like
that. Particularly because we have a fairly active involvement in the process in terms of setting objectives, it is kind of
somebody looking over the shoulders of management and a line down to say, yes this is reasonable. It is not cheap, but
we think it is worthwhile doing it that way. Over time, what will happen is that we will try to perhaps take on a larger
part of that whole process, but we think that objectivity is very important.

I have mentioned already active involvement of senior management. It is very important in terms of an effective process.
I will also mention the benchmarking.

Unidentified Speaker: ...(off mike...inaudible)...

Panelist Eigl: Well, when I say “administration”, that is probably the wrong word. They will help us with setting up
the tools, gathering the information, and going through the interview process. There is a lot of infrastructure related to
this that they are basically providing support for. I do not have someone on staff right now that is taking care of that
type of thing.

They are instrumental and very much involved in the actual design and tailoring of the program to our package in many
respects that we feel we want something that responds to our respective needs. Once we have gone through reasonable
prototyping, we may go back and pick an off-the-shelf product in terms of doing it but we are very much prototyping
right now.

I would like to look at the impact of our explicit identification of performance standards. This is something that is really
coming out. Our process in the past has been just do something and we will worry about it and sort out how effective
or how efficient we are. We are getting to the point where we want to have a better understanding. We want to sail our
ship closer to the wind. In order to do that, performance standards are becoming very important. We are not at the point
where we are not going to have any surprises but that is clearly one of our objectives down the road. We do want to
minimize that to the extent that the process is very comprehensive. I will also mention that it is very good to understand
what our roles and responsibilities are.

The last thing I wanted to talk about is the impact on our actuaries. Here is an example. One of the areas we have just
been looking at is our pensioners’ services. We are surprised to find out we are not comparing our list of pensioners
to the death register. It sounds like we are having some problems in terms of getting a tape and stuff like that.

But, we were surprised. We thought these things were happening. This is a risk that we were unaware of. The impact
potentially on our valuation is that our actuaries will have to adjust for this. They are going to have to increase our reserve
for using the wrong tables because really we are paying people out three to six months after they actually die so you
should be adjusting your valuation for it. We hope that does not happen. We have a good handle on this and we can
use the appropriate tables and feel comfortable. We hope over time that we will have fewer allowances for errors in terms
of the information that is provided.
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We also want to have a better understanding if there is an element of conservatism in the assumptions that are being
used. We want to understand that conservatism because it is all a part of sailing that ship a little closer to the wind. If
you are working for an insurance company, you want to know what your embedded value is. We would want to know
what our embedded conservatism is within our actuarial valuation so that we can make appropriate decisions going
forward.

In terms of fees, because we are doing a lot of work to insure the integrity of data, the valuation is more straightforward,
but we have been doing a tri-annual valuation and we would like to move to an annual valuation. We want to have
better information, so it is not like we are saving any money on the fees side, but we feel that this is all part of growing
the organization as effectively as possible.

In summary, we as an organization have decided that an effective risk management program is very key to the effective
running of our operation. We are biting the bullet. It is still early days in terms of implementation, but we are starting
to see some positive results. I think at some point we want to be in a position to say this is the money we have saved
or the benefits that we have accrued because of executing this type of program. It really is just good business management,
this is what it comes down to.

Thank you.

...(applause)...

Moderator Moriarty: Thank you both, Charlie and Diana, for some excellent presentations.

If you have any questions or comments we do have about five minutes. Please, this session is being taped and recorded
so if you do have a question or comment that you would like to make, would you please step up to the mike and say
your name first. We will open the floor to questions or comments now. Would anyone like to start?

Mr. Terrence Lynn: I would like to ask about external packages. By definition, external packages are not within the
control of your organization so how do we go about managing such risks?

Panelist Chant: One of the first ways of managing the risks is being aware of the possibility that the risk is out there
and understanding what you are subject to. It is interesting that there are external factors out there. If you have a software
provider that is providing you with a piece of software, it might be external to your organization in that you are buying
the package. What are the things you do in response to that to ensure that package is appropriate for what you are doing
or that you have done some testing to make sure it is suitable? You make sure it does what it is supposed to do.

While there are external factors, it should not just be looked at as you might look at external market risk factors. For
example, the market might go up and down but what can I do? Even at that situation I would argue you can do things.
It is a question of your response.

Panelist Eigl: Just to give you an example, about a year ago, we were looking at our relationship with our custodian.
Our custodian does all our back office processing and the issue was the overall level of quality of processing. The way
we responded to that is we set performance standards.

What we did was articulate our frustrations in terms of our expectations. In this particular case, we had a contractual
arrangement and we were able to effect it in that fashion. There are certainly some external factors which cannot be
controlled that way but that is an example of one where you do have a contractual relationship and you can manage
it in that fashion.

In fact, we are starting to do that with your internal clients. Here is the performance standard. I understand that you
need to have this done. I will make sure that I have got processes that will make sure that you get what you need within
those standards.
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Panelist Chant: This is a follow-up to Charlie’s example. This is one of my mantras and that is I do not believe that you
can ever out-source your risk. You can out-source processes, but you have to manage your risk.

Mr. Lynn: What about things like legislative changes or court rulings or disasters?

Panelist Chant: Again, there are always going to be some events which are external to you that you cannot predict with
the kind of predictability that you would like to have. However, having said that, if you look at the models coming
from the financial services sector, the way we like to think about things is we think about the expected and the
unexpected losses, i.e., anticipate the unexpected.

Thinking about types of things that can affect your organization or operation is important. If you believe that, for example,
a large risk factor for you is legislative change, then your response to it is, or could be, moderate it, be aware of it, lobby.

There are a number of responses to those risks. Again, the whole process, and I think Charlie’s organization is an example
of one that is going through it: identifying those risks that are relevant to you, understanding which ones are larger and
thinking about the potential and what your response to that would be. This is really what operational risk management
is all about. You cannot eliminate risk, but you can be seen in an organization to be managing it in the best way possible.

Mr. Andrew Bargman: Charlie, could you possibly identify for us maybe one or two the more major operational risks
that you have identified and how you deal with them.

Panelist Eigl: Going back to our custodial situation. When I started with the organization, again, we relied on our
custodian as our back office, but there was no work to ensure that information is correct and routinely the difference
between what our investment managers were reporting to the custodian was 30 basis points. That adds up to quite a
bit of money.

One of the first things that we did was to set up a systematic process of reconciling the information on a monthly basis
and it is fairly straightforward. It is a mechanical process, but it is one that we put in place to address that risk.

Over the past year and a half, on a monthly basis, we are down to one basis point or less. The risk is that we are reporting
our results incorrectly and we may be making the wrong decisions based on that, so we just put in processes to deal
with that.

The other example would be Y2K, taking a very structured systematic approach to that. What we did was develop our
business resilience or our disaster recovery planning in conjunction with that. It is basically a systematic review of what
could go wrong in each area and designing procedures to address that, and that program outlived the Y2K, so that is
there. It needs to be stress-tested periodically, but the program was set up to address the risk, more broadly speaking,
of business disasters. For example, the building was shut down. We could not access it for a month, or something really
big in terms of catastrophe.

Moderator Moriarty: Okay, that concludes our session.

On behalf of the CIA, I would like to thank both Charlie and Diana for their time and for sharing their knowledge
and experience with us.

...(applause)...
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