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& Discussion Points

- Definition of Risk

- Evolution of Enterprise Risk Management
- A View of Risk from the Top

- ERM Simplitied Steps

- Benetits of ERM
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& Risk Defined

- Risk - the variability in expected outcomes,
usually in reference to the possibility of
negative results —

- Is there an upside of risk? —

» Consider the opportunity that risk can
bring!
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Example for Non profit –   
	Negative risk   -- Lack of funding fro state, government, and typical donors 
	Opportunity of risk  --  Awareness of increased need is up, more people available to volunteer; new avenues to deliver services
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& Environment of Risk — Worldwide View

Over time, multiple factors have created an environment flooded with risk.

Geopolitical
* International terrorism
» Proliferation of weapons of mass
destruction
* Transnational crime and
corruption
» Middle East instability

Economic
 Oil price shock/energy supply
» US current account deficit/fall in
US$
» Fiscal crises around the globe
» Excessive indebtedness

Global
| Environmental SOUI‘_CeS of Societal
. Climate change | Risk - Responsibility for Liability
* Loss of freshwater services » Chronic and Infectious diseases in
* Natural catastrophes: Tropical the developing world
storms, Earthquakes, Inland e Pandemics
flooding

Technological
» Breakdown of critical
information infrastructure
» Emergence of
nanotechnology risks
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& World Events & Compliance Timeline

Warld E compliance Initiati
Savings & loan crisis 1980
1985 Treadway commission formed
Treadway released COSO for
1992 internal controls
AS/NZ ERM Framework first
Enron collapse | 1999 released
9/11 terrorist attacks | 5997
SARS outbreak in China 2002 Sarbanes-Oxley law passed
Bank of America lost | 5004 AS/NZ Framework re-released
tapes containing Pe"scl"“‘i|I COSO ERM Framework released
ata
. Basel Il Accord - International
Asian earthquake standard for banking

regulations
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& World Events & Compliance Timeline (cont)

World Event Compli Initiati

Hurricane Katrina 2005

S&P: Evaluation of ERM for

2006 insurance and financial institutions
Massive toy recalls due to 2007
unsafe manufacturing ]
2008 S&P announces: ERM will be
included in credit review for all
US economic crisis companies

Worldwide economic
crisis U COSO released 3 volumes on
Peanut & pistachio recalls monitoring internal controls

ISO 31000 ERM Standard
published in November, 2009

More regulatory actions to come?
7
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® Global Corporate Governance Models

INTERNATIONAL - Basel | & 1I; ISO 31000

France UK All EU Germany Netherlands Italy
* Vienot Com. * Cadbury Countries * Bill on The e Code Tabaksblatt e Draghi
* Mrini Report * Turnbull * Directives on Control and Commission

* Levy-Long Com. '.‘:':gﬁ‘:g;ﬁ' Governance Transparency of

us
¢ Business Round
Table
* NYSE listing
Requirements
¢ Blue Ribbon
Commission
e Sarbanes Oxley Act
¢ COSO ERM
Framework

Canada
¢ Toronto Stock
Exchange Committee
¢ Canadian Securities
Committee
¢ Allen committee

Report
e COCO

organizations
* Kon TraG Bill

¢ Code of Best Practice
* King Report |, 1I, lll out
soon
e Stakeholder
Communication
* Public Finance Mgmt Act

www.eidebailly.com

Australia/New
Zedl
* AS/NZS
4360:2004
* Stock Exchange
Listing
* New
Accounting
Standards
* Best Practice
Stmt Mgmt




® ISO 31000 Risk Management Standard

J — R ® First, establish the framework
N 6.3 Establishing the context [¢+—> e support v go ’rhrough
o this process
('\; 6.4 Risk Assessment o
g v e . .
® |SO process very similar to
2 6.4.2. Risk Identification =
3. < g I > S Aus/NZ ERM process
% A 4 %-
=] P < . . < a «
o L oA Riskandlysis e e Emphasis on continual
e Il ] activities — Monitoring &
% « »|  6.4.4 Risk evaluation > 2 Review and Communication
5> & Consultation
3 .
v e Approved and released in
< 6.5 Risk treatment — 2009

Source: International Organization for Standardization
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& ERM Has Evolved

The perception of managing risk has changed and adapted to be more comprehensive

Historical View Today

Enterprise Risk Management
Operational, strategic, financial
and insurable risks

Hazard Risk Management
Insurable financial risks

Recognition of the value of
tangible and intangible
assets

Focus is on the preservation of
tangible assets

Holistic approach to risk
Coordinated at the highest level
within the organization

Silo Approach
Each department/function
manages its risks independently

Risk management is an
organization-wide daily concern
embedded in the operations

Risk management = separate
function

Risks are threats -
Focused on avoidance of negative
events

Risks can be threats and may
create opportunities
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@ Enterprise Risk Management (ERM) Defined

- An integrated approach to addressing all forms of risk
tfo an organization

. A top-down assessment of risk and opportunity for the
organization as a whole

. A process to align risk strafegies to support further
growth and protect existing assets

. A proactive approach to the increased visibility of how
risk is managed in an organization

. ERM leads to informed decision-making and helps
preserve and enhance value

It is different to every organization and industry
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& Motivation to Implement ERM

» Regulatory pressures

» Good business practice

. Competitive advantage

« Investment community pressure
- Rating agency pressure

+ Recent catastrophe within the organization; or
within their sector (i.e. dramatic reduction in government
funding)

Note: Regulatory & rating agency pressure do not apply to non-profit sector

12

www.eidebailly.com



& Polling Question # 1

» Our motivation to implement ERM is:

A — Board members

B — Uncertain future of funding & revenue
C - Fraud

D — Good business practice

E — Unsure
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& Who is Driving ERM?

- Board of Directors/Stakeholders — Demand increased
financial disclosure and transparency and evidence that
management understands and manages risks

- Regulators/Rating Agencies — Seek assurance around
compliance and risk assessment process

. Credit and Rating Analysts - Asking organizations to report
risks in a forward-looking context

Non-profit sector not as concerned with rating agencies & analysts
+ Peers — Comparison with others drives practices
. Competitors — Push innovation, drive leadership
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® Boards are Responding

Boards are asking management to engage in new ERM practices and guidelines

Current ERM practices New ERM approach will ask
resulting in low value ERM management feams to be
more strategic
e Compliance Focused ® Value & Opportunity Focused
® Large inventory of risks ® Emphasis on a few key risks
* Extensive Risk Mapping that drive disproportionate
* Risk Mitigation to safeguard gains or losses
the organization ® Risk Optimization to maximize
e ERM is separate from strategic value of the organization
and operational decision- ® ERM is a key part of strategic
making and operational decisions
e Seen as a necessary effort and e Top management is engaged
delegated to lower level staff and encourages everyone fo
practice risk management
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® Corporate Risk Universe — Non Profit

An organization that is aware of their risk universe is more adaptable and responsive

External

Regulatory

e Anti-Trust
e Communications
® Security
® Trade Customs
e Labor Practices
® Pension
® Product Safety
® Health and Safety
® Procurement
® Recruiting
¢ Environment
e Change in Tax Laws

* New Competition

® Industry
Consolidations

Market

® Pricing Pressures
® Product Demand
® Socio-Political

Internal

www.eidebailly.com

* Fund Availability
® Energy costs
® Materials costs

External

Hazards & 3
Party Actions

® Natural Events/
Catastrophes
¢ Terrorism
e War
® Piracy/ Counterfeiting
® Fraud
® Lawsuits
® Reputation
® \olunteer Actions




& Polling Question #2

- The most signiticant risk facing our organization
today is:

A - Fraud

B — Uncertain funding
C - People

D - IT related

E — Other
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& Simplified ERM Approach - Six Steps

Step 1: Establish the ERM Foundation

e Align your risk appetite with your strategic plan.
* Develop long term objectives and short term milestones.

® Defermine where, when and how events could prevent, degrade or delay the success of your organization.
e Utilize interviews, surveys, documentation review and facilitated workshops.

Step 3: Assess Risks

® Review the residual risk that remains.
* Consider interdependencies of risks.

* Maximize the opportunity of well-managed risks to create value for your organization.
* Amend risk response to better manage or mitigate risks and prioritize.
e Create a risk response strategy.

Step 5: Execute Risk Response Plans

® Define risk owners and consider a practical risk/reward approach.
® Finalize a communication plan and customize reporting.

* Review the ERM program at regular intervals.
* Keep communication alive with a customized communication plan.
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=
® Risk Appetite SAMPLE — Impact

Failure to provide

Service Financial . :
Di i L Reputation service or legal
isruption 0SS obligations
Threatening Total failure of $7,500,000 National publicity Multiple civil or Fatality of one or
4 service Resignation of criminal suits, more affiliates or
Executive Officer ||t|gat|0n, claim or staff
fine above X
Severe Serious disruption | $765,000 - National public or Litigation, claim or Serious injury,
3 to service $7,500,000 press interest fine between permanent
$X to $x disablement of
one or more staff
Moderate Disruption to $77,000 - Local public/press Litigation, claim or Major injury to
2 service $765,000 interest fine between individual
$x to $x
Immaterial Some minor $7,700 - $77,000 Contained within a Litigation, claim or Minor injuries to
1 impact on service department fine between several people
$x to $x
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& Probability Classification

Probability of an event occurring:

1. Low — The risk event may only occur in rare
occasions

2. Moderate-Llow — The risk event could occur at
some fime

3. Moderate-High — The risk event will probably
occur at some time

4. High - The risk event is expected to occur most
of the time
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& Risk Reports - Heat Map

Risk Heat Map
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® Risk Response Strategies

Desired
Risk
Response

Mitigate Enhance

Avoid Risk And T Trarjsfer Opportunity
: Then Transfer Risk :
Manage Risk Risk

Strategy, People,
Process, Systems

Solutions
Capital Markets,
Insurance,
Contracts,
Hybrid

Expand
or Create
Upside of Risk

Exit Risk Area
Then Transfer
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& Polling Question # 3

» The most common risk response we utilize is:

A — Avoid risk
B — Mitigate risk
C - Transfer risk to insurance

D — Enhance opportunity risk
E — Unsure
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® ERM Roles & Responsibilities

Role Responsibilities

ERM Sponsors |1 Executive sponsor of the ERM program

1 Option to include a board member in addition to an executive
1 Communication of the ERM program sets the ‘tone at the top’

ERM Oversight | 1 Develops the methodology and approach
Team 1 Reviews ERM related information for alignment with culture and mission

1 Works with ERM Team to provide customized ERM reports for and improved decision
making purposes

ERM Project 1 Knowledgeable in their industry and how ERM will benefit the organization and its
Team Leader constituents

1 Assists in facilitating workshops to obtain inter related risk discussions
1 Able to identify ERM risks, including emerging risks with project team

ERM Project 1 Crossfunctional “Working’ Team will do risk identification, risk assessment and risk

Team response planning

i Assists in designing customized ERM program and outcomes; aligning them with
organization’s goals & objectives

1 Assists Project Team Lead in developing the ERM process, communications, and
monitoring

24
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& Successful ERM Programs have:

» ERM initiative driven by board of directors and executive
management

» Common understanding of the organization’s culture
 Longer ERM goals and objectives set

» Short term, attainable milesfones embedded in the
process

. Apfproprio’re cross-functional ERM team chosen with
defined roles, responsibilities and communication protocols

« Organizational “Risk Appetite” and “Risk Tolerance’
determined

» Common “Risk Language” communicated

www.eidebailly.com



& How will ERM Impact Organizations?

» Increased understanding of exposure of risk
« Uncovering opportunities

« Enhanced market perception

- More effective strategic planning

» Improved decision making

. Competitive advantage

- Regulatory rating changes?

» Credit rating impact?
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® Benefits of ERM

The benefits of ERM are both external and internal to the organization

More Effective
Strategic Planning

Increased
Understanding of
Exposure to Risk

Improved Decision
Making

Enhanced Market
Perception

Enhanced Internal

Culture and
Operations

More accurate financial forecasts and projections
More informed and accurate budgetary planning
More accurate resource planning

Reduced exposure to controllable events
Response time improves when risks are anticipated
Reduced disruptions to on-going operations

More informed and fact based decision making
Improved future resource requirements planning
Reduced wasteful spending on unnecessary expenditures

Enhanced perception of value by minimizing losses and
maximizing opportunities
Reduced “surprises”

Improved productivity with awareness of risk exposure
Increase strength of culture
Increased awareness of operations for the Board

27
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& Polling Question # 4

- To enhance our ERM program, the next step for
our organization will be to:

A — Evaluate our ERM foundation

B — Identify risks using probability & impact
C — Review our risk response plans

D — Assess risks

E — Begin the ERM journey
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