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“i Strong Economic Growth in China

2001 2010

GDP +7% p a.



Side-effect of Economic Growth

Energy Inadequacy *M*\i

ePollution




Severe Air Pollution in China

COZ :

('00 Mn tons of carbon)

Acid Rain (pH value) :

3.94 (1980
8.32 (2001)

30% of the territory

Annual pH below 5.6
(2001)
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Towngas mainland JVs expansion
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Risks of Joint-venture

 Ever-changing Economic
Situation

 Uncertainty of Investment and
Political Policy

- Cultural Difference

Need for effective business
risk management!




Murphy’s Laws

 If anything can go wrong, it will -

* Let to themselves, things tend to go from
bad to worse

“The first duty of business is to survive and
the guiding principle of business economics
IS not the maximization of profit — it is the
minimization of loss”

Peter Drucker




Compensation and medical expenses
(Direct cost: a small portion! )

- Medical
- Working man-hour loss
- Compensation

Indirect cost
(ranged from 1:6-53)

Loss of operation licenses

I Loss of production capacities
Loss of building properties
Loss of production equipment
Legal expenses

Materials for emergency

A matter of busines

sustainability! Administration cost
Investigation cost




Explosion of Jilin Benzene
Manufacturing Plant (13/11/05)

Direct Consequence

Local news reported
that:

=" Injury: ~70 people

wgel 5. Missing: 6 people




Log-on Conseguences
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Cost-effectiveness of Risk
Management Investment

Investment per risk unit

Right Amount

Cost

Business Risk

Business
Risk Level

Expenditure for risk mitigation measures




Benefit of Business Risk
Management

The Impact on Shareholder Value .
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The Case For Business Risk
Management

In order to be successful and maintain their
strategic advantage, companies should
demonstrate to shareholders, stakeholders,
government and the public at large that :

— They have identified and assessed their critical risks.

— They have the abllity to promptly & swiftly react to
Crisis.

— They have tools, systems and methodologies in place
for managing their risks.

— They have a “culture of risk” (e.g. common language,
vision statement, etc).

— No hidden risks could severely impede the company’s
success going forward.




Towngas Business Risk Management System

Human Resource

s Legal Entity

Risk

Facilities
Risk

Operations Risk

Market Risk

Material Risk

Financial Risk




Towngas Risk Matrix
(5 categories of conseguence)

Loss of life

Loss of operation capabilities and/or
equipment

Loss of equivalent capital investment
and/or operation iIncome

Influence on customers / loss of market
share

Magnitude of legal impact and/or public
criticism




Business RiIsk Assessment Process
Stage 1

Assess the Current Risk Level
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Risk owners take
care of the risk

Specific risk items

Standardize
risk number

under the six risk

categories

Evaluate the risk
conseguence and its
causes
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Evaluate the
conseguence and
probability based on
Towngas risk matrix

_

Take into account the
adequacy of existing
control measures

/
/

Assess the current risk
level and risk ranking
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Business Risk Assessment Process
Stage 2

Cost-effectiveness of Risk Mitigation
Measures and Monitoring Strategies




Mitigation Measures
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Investigate the cost-
effectiveness of the
mitigation measures and
allocate resources effectively

. Evaluate the risk level
Mitigation measures after implementing the

for those high risk mitigation measures 25
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Mitigation Measures
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Assess the residue risk level
of the organization and Regular feedback and

define risk monitoring report of the current
procedures and action plans status are essential!




Key factors of success

JVs must be:

* be fully aware of key business risks
associated with their operations

 fully understand and accept the
recommended approach to treat their risks
cost-effectively and systematically

e acknowledge benefits of gaining a
competitive advantage In reducing their
key business risks and possible
consequences of failing to do so







Roadmap for Implementation of BRM

 Establish BRM policy, structure and
organization,

« BRM knowledge and technology transfer
iIncluding workshops,

e Establish inventory of existing risk
profiles of various JVs,

 JVs to carry out business risk assessment
and management,

e BRM Implementation
« BRM monitoring and review.



Guldelines and Procedures

S == =
EVE A EIRAT WL
A AIRAT] '
— I . . I ]
R AEAT ; |
G SR | el |
20343 A2 B - oot 1




Generate reference case

e Pilot business risk po—
assessments in a typical O
JV with the guidance of KMF401
steering committee PENI RS B TR & ]
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Training and WorK:

Organize training,
workshops with hand-on
exercises

Introduce the concept and
benefit of business risk
management

Acquire the buy-in of JVs
management

Transfer the knowledge and
technology about the
business risk assessments




Concl

usions

Improve business sustainability of the

mainland JVs

A culture of proactive risk management has
been successfully instilled among all JVs.

Risk management knowledge and
technology has been transferred to JVs

management throug
JVS management ap

N workshops.

nlied the risk

management strategies and techniques to

solve problems.

Each JV has compiled its risk register for
monitoring its overall risk profile.



Conclusions

e A standard methodology for identifying,
assessing, managing and monitoring risks
has been established for all JVs.

 Business risks have been identified and a
specific risk owner has been appointed for
reporting and monitoring each risk.

A great reduction in the chance that risk
management lessons are learned through
major accidents or incidents. Furthermore,
the JVs will have greater confidence to
manage their own risks effectively.
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