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Overview

The Enterprise Risk Management Roundtable wasextdat Sunerahftp://www.sunera.com

in partnership with The University of Georgia’'s MelCollege of Business. The UGA Risk
Management and Insurance progrdrtig://www.terry.uga.edu/insurangecurrently ranked #
2 in the country by U.S. News and World Repores by our moderator, Dr. Rob Hoyt.

The goal of the Roundtable is to promote thougldéeship around enterprise risk management
(ERM) while facilitating networking opportunitiesif attendees. By joining both the academic
and business communities through this endeavorgoar is to promote thought leadership of
enterprise risk management as well as to discusstek strategies for implementing and
nurturing the risk management practices within yoslebusinesses. This invitation-only
program is designed for peer-to-peer discussionewpromoting meaningful relationships
within the Atlanta market. The Roundtable topics selected based on relevance to a wide
range of industries and attendee job responsdsliti

Our first Roundtable was held on December 3, 2Q0®e University of Georgia’s Executive
Education Center, located in the Buckhead areatlahta, Georgia. The format represented an
academic approach to the history of enterprisemakagement and how industry leaders have
interpreted and are implementing ERM.

Dr. Rob Hoyt provided the academic perspective, @andindustry keynote speaker was Rick
Machold, Head of Enterprise Risk at Invesco who felewed by a panel discussion featuring
three prominent ERM professionals from the Atlamarket. Our panel included Keith

Cureton, United Parcel Service (UPS); Greg KingeclRdenn, and Phil Maxwell, Coca-Cola

Enterprises (CCE); who all shared a brief overvavwheir interpretation and implementation
of ERM initiatives at their respective companie&fter concluding opening remarks by the
panelists, a 30 minute question and answer peotowled for all roundtable participants to

engage in dialogue with the presenters.
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Academic Per spective

Dr. Rob Hoyt, Moore Chair and Professor of Risk Management,
Terry College of Business, University of Georgia

As indicated, Dr. Hoyt brought the “academic pecspe” to the ERM
Roundtable — he suggested that some might argue aitedemic is
synonymous with irrelevant, theoretical and impeait However, his
goal is to provide a bit of context to today's dission by reflecting
briefly on the history of ERM and the current state

Historically, many new developments in businesseHallowed theoretical development in the
academic sector. Take for example the pricingesfvdtive securities. In contrast, for ERM
the pattern of development between theory and ipeabas been much more contemporaneous.
It might even be argued that for ERM, it's beenaaec of the science catching up with the
practice.

TheHistory

Way back — until external capital markets developed we had widespread separation of
ownership and control, integration of risk manageimeas not an issue — to the extent risk
management was done. Note that in a 1999 stud\Ribia performed, he found that corporate
comfort with the degree of risk management integnatvas higher for smaller and larger firms
(they called it the ‘risk management smile’). Téeparation of ownership and control in
modern corporations contributes to the importarfa@mporate governance.

So it isn’'t surprising that early and continuingvdl®pments toward ERM have often had a
governance theme. To give some context, Rob peovidfew important events along the ERM
development timeline:

1970’s Some early ideas of holistic risk managednaate back to the 1970s in
Sweden by the risk manager of a state-owned businesglomerate,
Statsforetag

1992 The Cadbury report in the UK and the ensuilaglbQry Code put the

ultimate burden of risk management on the corpatimeztors

Committee of Sponsoring Organizations of the TreadWommission's
(COSO) internal control framework was published

1993 The origins of the Chief Risk Officer (CROleiappears to go back to
1993 at GE Capital — the position was held by Janaes, still active as an
ERM proponent and consultant
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2002 The Sarbanes-Oxley Act (SOX) - Section 404 egislated and it can be
argued that it pushed the risk management prodesg élthough with an
emphasis on controls and compliance, and not a mnistrategy).

2003 In insurance, the Casualty Actuarial Sociatpligshed an overview on
ERM.
2004 In banking, BASEL |, addresses quantifialolé ess quantifiable risks

COSO Enterprise Risk Management- Integrated Framewas published
and has been important in framing ERM developmetité U.S.

COSO'’s definition of ERM : "a process, effecteddy entity's board of
directors, management and other personnel, applistfategy setting and
across the enterprise, designed to identify pakeptients that may affect
the entity, and manage risks to be within its regkpetite, to provide
reasonable assurance regarding the achievementityf @jectives.”

On the academic side, specific college coursescantse content on ERM began emerging as
far back as the late 1990s and has continued tanelkpAcademic research on ERM has been
evolving in disciplines including accounting, fir@n insurance and management.
Curriculum/research which has added to the riskagament body of knowledge includes a
1999 paper on integrated risk management, 200leguo¥ CRO’s, 2003 determinants of
adoption, and a study in 2009 on the value of ERM.

ERM Internationally — Dr. Hoyt suggested that somauld argue that ERM development
moved ahead earlier and faster outside the U.8.fallowing are a few additional key dates
and facts in ERM development internationally:

1998 In Germany — KonTraG is the law for Controtl dfransparency and has
led to big changes in corporate governance andirhpsoved internal
control systems for German firms

2005 In Canada, Bill 198, aka C-SOX, is similathe US SOX standards and
applies to all firms listed on the Toronto StoclkcEange

2009 In Australia and New Zealand, arguably thst feffort at developing an
international standard for ERM, AS/NZS 4360, theesegimg ISO 31000
standard is intended to be a family of standardsting to risk
management codified by the International Orgamorati for
Standardization.
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The Current State
Dr. Hoyt posed the question of “What have we ledrinem some of the many surveys directed
at assessing the current state of ERM?”, and peoveme key items from two recent surveys:

In a 2008 survey by Treasury & Risk Management:
- Strategic risks still viewed as the most difficidtassess and manage

- Biggest challenges to fully implementing ERM
» conflicting priorities
» difficulty quantifying risks
» difficulty embedding risk management into culture

In a 2009 survey focused on financial institutibg<Deloitte:
- 77% stated that the board has ultimate resportgibili risk

73% had a CRO

85% of firms with ERM in place said the benefitsweighed the costs

Increase in the level at which reporting takes @laom 2006-2009
* 37% to 52% reporting directly to the board
*  42% to 53% reporting directly to the CEO

Highest value of ERM in the financial sector
* improved understanding of risk

* improved perception by the regulator (in these lyighgulated industries)
» ability to escalate critical issues to senior mamagnt

Value of ERM — in a current UGA study of publiciatled insurers, UGA found a 17% market
value premium for ERM adopters.

S&P’s 2009 announcement regarding the inclusioBRM assessments in its ratings and the
proposed SEC guidelines on disclosures about taedlsoinvolvement in the risk management
process is also likely to provide additional imgetor firm’s to focus more attention on ERM.

In Summary

Rob concluded his remarks by stating:

m ERM is here to stay
m  One-size doesn't fit all

m The key question is: How does your organization rayppately integrate risk
management into your processes in a manner thavashmaximum benefit? In the
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remarks and discussion that will follow today wep&do provide some valuable insights
into the answer to this question.

Industry Per spective

Rick Machold, Head of Enterprise Risk, Invesco Ltd.

Rick's ERM perspective is one of process and owgditn whereby he
thinks in terms of organization and process coosdrtio determine the
means of successfully guiding the ERM program witinvesco. In these
current times, there is a lot going on, things seémbe blowing up all
around us (think of our economy, corporate scangalszi

schemes in the news, etc) and ERM is ubiquitoulsn@ld as being or seeming to be everywhere
at the same time; omnipresent) with a lot of foarsd fingers pointing towards “risk
management failures.” Not all recent failures hagen risk management. Sometimes, people
or business leaders take well informed risks irdigng their business, and it simply does not
work out. How we respond to risk is critical, amdking sure ERM is relevant while providing
practical, demonstrable value to the organizatiolh determine the success or failure of an
ERM program. A few of the value killers are:

-Focus is on consequences and expedient, symptosoditions
-Poor ability to manage complex, dynamic risks emerrelationships

-“Delusional optimism,” where managers are lulletbia false view of outcomes,
choosing to focus on the best case scenario rtherwhat's likely or realistic

Ideally, ERM should be “a rational response to raara@asingly risky world.” One of the keys
going forward is developing our ability to see tlwure clearly, factually, and make well-
reasoned predictions as to what is likely to occur.

A common result of a post crash or catastrophioesdots of activity to fix the problem and at
times, an over-reaction of well-intentioned ledisla which drives an over-reaction by others.
One fear that surfaces is that ERM will take orompliance focus and people end up getting
lost in all the detail and activity (remember tlaelg years of SOX). Machold believes that one
way to depict a value-add ERM process is as follows

Data——) Informatio———> Knowleds——>Understanding™C_—> Better execution

(**Risk-based decisions/actions)

Real value is found not in data, information, oowtedge but the understanding that results
from processing data to create information whicddteto increased knowledge and ultimately
to understanding. An unfortunate outcome of sorR&Eprograms is that the “rubber never
meets the road,” (i.e. the good work done in preiogsdata never actually gets used in risk-
based decision making). Value is also found in dredogue and whether the business is
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actively engaged in discussing risks, how to mané&des, or whether to control, avoid, insure,
or accept risks. This dialogue and discussion lwdd the ongoing evolution of a successful
ERM program. Another key ingredient is finding peEowithin your organization that possess
the right combination of experience and understapdiesulting in them providing their
instinctive judgment as to which risks the busimessds to manage best.

In his bestselling book, Blink, Malcolm Gladwellkdusses the concept of “thin-slicing” in great
detail, and proposes that instinctive judgment aartimes, be a better way to solve very
complex problems. The idea is that a person’snaste subconscious, if given the right
amount of experience, context, and truth, can delthhe best solution to complex problems
instinctively and without conscious thought. Gladivéeummarizes that the key to good decision
making is to understand that one of the great ehg#ts of our time is how to combine the best
of conscious deliberation and instinctive judgment.

Machold suggests that certain key leaders withur ywganization could possess the ability to
size up a situation purely on instinct and makeritlet decision providing a critical input into
the organization's ERM process. He also recommawetintlessly evaluating your ERM
program, questioning the value your program isveeiing, and challenging what you are doing
today. Determine your proof points of an effeet’!RM program, verifiable outcomes of good
risk management, and use hindsight to look for wayshich your ERM practices have truly
made a difference. One of the key challenges gmmingard will be continue to be articulating
the value of ERM within your organization.

Keith A. Cureton, Corporate Group Manager for Enterprise Risk
M anagement, UPS

Keith began his discussion by pointing out thaturel plays a huge role at
UPS in terms of how a successful ERM program néedsnction and
that relationships within the organization are keyunderstanding the
organization’s business initiatives. The organarad! structure for ERM

within UPS traditionally focused on where there veagassion for risk management, which
originally was within the treasury function. ToddyRM, Internal Audit, and Compliance &
Ethics functions all report up to the audit comeettand are all connected to the management
committee, corporate strategy group, and enterprskecouncil. This evolving structure is a
sign that risk management today is a focus of thires organization and no longer only a
treasury concern.

Cureton explained that within UPS the ERM functioouses on managing the process and that
various business managers throughout the orgamizatie responsible for ensuring that agreed
upon risks are mitigated to an acceptable levehe dverall process can be depicted by the
following diagram:

|dentify I::> Respond (solutions for managing idendf'risks)l::> Monitor
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The enterprise risk council focuses on an ongoewew of identified risks and the Corporate
Group Manager for ERM monitors the responses tarenthat the solutions for managing risks
are implemented by the organization in a timely ng&n

UPS uses various tools to manage the risk managdepnecess including a risk & control
framework which is used to manage each idenfiddarsd group the risks into an ERM model
which leverages the COSO ERM framework. Thesestdutlp to facilitate strategic,
operations/infrastructure, reporting, and compleanthroughout the organization. The
framework articulates the risks, identifies how tmnpany manages the risks, and references
who owns the risk. In addition, UPS utilizes &rfseeat map which references the status of
where the organization is at with managing riskd #re mitigation strategy outlined for each
risk. Each risk is evaluated to ensure the riskdito the corporate strategy. When identifying
risk, UPS always states the risk in terms of “Thisra risk that .......” The business then
completes the sentence in identifying relevantsrigkthe organization. Keith wrapped up his
presentation by stating “he is just a process gl \welps provide a way to manage risk
throughout the organization”.

Gregory King, Vice President of Risk Management, Rock-Tenn

Greg stated that an overriding goal for the ERMgpan within Rock-
Tenn is to assist the organization to avoid the biggtake and to
systemically identify, understand, and manage tesloptimize business
results. Using these key guiding principles, RaakTs approach to
manage risk begins with identifying strategic risksch could impact the

core business. Then, they focus on specific legsinmisk which threatens the ability of the
division management to execute in accordance wghstrategic plan of the company. Other
risk areas addressed include outside risks sucboasnodity risk, the risk that prices for
commodities fluctuate, which could have an adveftect on the company.

King mentioned that the process of monitoring amdicgpating changes to the economic,

political, and regulatory environment is importamimaking sure that all the relevant risks are
being identified and managed in a timely manneisoAmonitoring and managing business
risks and possible business disruptions are cetatiaIping the organization optimize business
results. In total, the company is currently manggover a hundred key risks which involve

eight main business processes throughout the aafsom. The risk assessment process
supports the annual audit planning process. Auilirities are then classified by the business
into four main areas: first tier audit focus, sedadier audit focus, management discretion, and
limited audit focus.
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Phil Maxwell, Director of Enterprise Risk, Coca-Cola Enterprises

Phil opened his remarks by supporting the prevjmarselist’s opinion that
your company culture is an integral component imhaag your risk
management process. Your culture needs to imbedigtk management
responsibility within the operations of the compani risk management
capability curve shows the risk

management capability on the horizontal axis aakestolder value on the vertical axis, as you
progress with your risk management process, youldhme moving down the horizontal axis

and up the vertical axis. Keeping track of thegpess will allow you to measure how

successful your risk management process is andpvwallide you the feedback to continue to
reinvent the process to keep moving forward. Mdkwentioned that CCE is an operational
company which was built over the years through maoguisitions. Continually evaluating

how to make the risk management process succemsfutioing what is best for the company
are cornerstones of his program.

Maxwell's approach is straightforward and invollegeraging the existing business processes
within the company while ensuring that risk managetris embedded within these processes.
Promoting a risk management process and not amwuordi.e. ERM) while aligning your
priorities to the key organization’s objectives astdategies, will keep your process moving
forward and aligned to the company strategy. Tiogept selection process begins by looking at
the long term goals of the company and asking thesstipn, does this project make sense and is
it aligned to these organizational goals, are haga=Cola Enterprises prioritizes ongoing risk
management and business initiatives.

Phil wrapped up his comments by suggesting thdtasefound best practice to include ensuring
your program has the appropriate executive spohgnrgields tangible results, and adds value
to the organization. Coordination is the key, moventing new processes. Managing
expectations and practicing patience with persegtenill help you in leading your organization

down the risk management curve.
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