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Risk Management and value

¢ Risk can be defined as the probability that
an uncertain outcome will occur.

¢ [t's a measure of uncertainty.

¢ Ihe adverse effects of risk count for
individuals and business.

¢ Risk s ublguitous but not necessarily: bad.

¢ [he strategies fior managing risk: may.
HaVeEl a posIitive IMmpact en the f[rm:s
COMPEtItIVEe pesition andits Valle.




Risk Management and cost

¢ Risk management strategies consist
In applying technigues that reduce
(but rarely: eliminate completely) the
risk.

¢ Risk management strategies; are
costly, and one should welgh the
PERENLS andl COSELSH oK EaCh FISK
Strateagy, belore usingrii.




Types of Risk

¢ Risk is multi-faceted. It arises

— from fluctuations in; the interest rate,
exchange rate and other
MRACroEcoNOmMIC Variables- (market risk)

— from| defaults on standingr-ior-
settlement transactions - (credit risk)

—[rom fluctUations N cash InHows that 2l
SNOKE O cashr outHiews: — (liguicity, rsks) =
pankruptey ot Worldcom ér Glielal
Cressing, ferIRstance)




Summary of types of Risk and Risk
Management

Market risk>> Credit ris>> Liquidity ris>operationa|$> Rreigsi'ator>

Risk
management

Telecommunications industry risk identification and its management




Types of Risk

For purposes of developing strategies, it is convenient to
divide risk into

— Market risk and

— Financial risk

Market risk arises from fluctuations in interest rates or
exchange rates or from changes: in prices of raw: materials
or Intermediaries
It’s further divided into

— Econemiic or operational

— Accounting er iiransiation risk and

— [ransaction: risk

Financial risk arises) from: time lags of financial transactions

- differences) in; the timing off transaction andl ol thie
settlement date

EVERy  company. facesitheserrsks e local, national or
multnational.




Risk identification and Risk Comparisons -
ransaction, Economic & Operating Risk

Date of change in the exchange rate

Changes in equity in Consolidatyd
Financial Statements due to changes
in the exchange rate

Chayfges in expected future cash flows due to
unegkpected changes in the exchange rate

Impact of settling outstanding obligations entered into before change in
the exchange rate but settled after change in exchange rates




Risk identification and risk
tolerance

¢ Risk identification is the process by which
a telecommunications firm recognizes and
detects the various risks te which it is
exposed

¢ [he identification process consists in

feviewing, analyzing, discussing and
determining the; risk proﬂles O Various
administrative units in the company.

¢ Once risks! are identified, senior managers
andl directors mst agree on the levelsof
fISk thati can e tolerated by the eOperation
Of the frmrs primary: DUSINESS,




A Risk map or risk 1D

¢ [he risk management process
Includes

— an exhaustive and systematic evaluation

of all

risks and

— 3 periodic re-evaluation of the risks) toe
Which the company. Isi ExXpoesed

¢ lIhe risk Identification Process ol sk

IDIs t
WIS

1€ asseciation’ Off SPECIHE FHSKS
DECIC BUSIRESS Units (ot

InleliV/ie

Uialrassetsy and liailities):




A Risk map or risk 1D (1)

Market risk | Treasury Dept.

Purchasing Dept.

Credit risk

Production Dept.

Liquidity

Marketing Dept.

Operational Sales Dept.

Legal/Regulatory

Legal risk




Refinement of identifiable risks (2)

¢ Risk categories once identified should
e refined to specific risk sources.

¢ :Or inStance: » Treasury Dept.

Market risk: Purchasing Dept.
- Interest rate

- Exchange rate

- Product prices \PrOdUCtion Dept.
Sales Dept.




Further refinement of identifiable
risks (3)
¢ Once the source of specific risks are

identified, an even further refined Is
REecessary. For Instance:

Market risk:

-Geographical Purchasing
-national

- international
-Market sensitivities
- the Greeks

(delta, gamma,
etc.)
-Timing of
transactions or term
structure

-Spot
-3 months
-6 months




Managing financial risk: types of
hedging

¢ Iwo types of hedging:

— Natural hedge — an off-setting operating
cash flow

= Financial hedge - an| ofif=setting debt

ebligation; (sUchras lean) or seme type
O financiall derivative suchrasian
INCERESE Fater SWaps




Managing financial risk: alternative
hedging strategies

¢ A telecommunications firm that buys its
technology and software from abroad has
to pay these transactions in fioreign
CUrrency.

¢ [he graph lllustrates a telcos” firm with an

account payable in 90 days 0ff 1 million
pOUNAS

¢ [he alternative hedging strategies are:
— 0 remain Unhedged
— 0, USE a orward market hedge
— 0 USE a MONEY market Hedge
= LO USEIOPLIGRS




Hypothetical example of managing financial risk:
alternative hedging strategies

Cost in US dollars of Call option strike Uncovered costs
Telcos’ £1,000,000 A/P price of $1.75/£ whatever the ending

spot rate is in 90 days

1.84 Forward rate
is $1.7540/£
1.82

1.80 Money market hedge
Locks in a cost of $1,781,294
1.78

1.76 =

Forward contract hedge

1.74 = Call option hedge locks in a cost of $1,754,000

1.72

1.70

1.8 170 172 174 176 178 180 1.82 184 1.86

1.68

Ending spot exchange rate (US$/£)




Types of hedging, strategy choice
ana outcome

¢ The strate%y the telecommunications firms
edge risk depends on the

choose, to
company:s
— Risk tolerance which is a combination of the
management's; philosephy: tewards risk and the
SPEcIfic goals off the treasury.
¢ [ the treasury operates asi a cost or
Service; center for the filkm), Itsi hedging
pPelICY, may: bera fitli-hea e Using ferward
contracts regaradless oiF the Vallue of other
NEAding actiVities

¢ [T the Ctreaslry, OpPErates ash al Profit CERNtEr,
[t gt telerate talkineg Mmore Hsks.




Risk management in practice

¢ [here is no best approach to manage risk

¢ Corporate risk management practices are
guite diffierent across countries but risk
njcalmagers tend to be on the conservative
side

» Many: firms establish rigid risk
Management policies that mandate
proportional hedging (505, 6056 o eVen
7056 0 existing ExposUIE.

¢ [he rest off exposurel is selectively hedged
dependingl on the hiFmis HSk tolEfaNCE;
?/IEWI of the Jevellofirisik and confidence
eve




Risk management in the
lelecommunications
InAuStry.

The case of
TELUS CANADA




Risk management in the
telecommunications industry.

¢ Telecommunication firms use various
processes to assess and control risks
and uncertainties

¢ TELUS utilizes a three-level

enterprise; fisk and control
assessment process

¢ IS processincltides the expertise
andiinsignt o team MEMBELS firem
all"areas o the DUSIRESS.




Risk management in the
telecommunications industry.

¢ lLevel one is the annual risk and control assessment. It
includes

— One-on-onge interviews with key senior managers

— an extensive risk and control assessment survey based on the
COSO (the Committee off Sponsoering Organizations off the
Jreadway Commission) enterprise risk management and
internal control frameworks

— a review of issues firomi recent internal and! external audits

— the prioritization off key: risksi and the engagement off executive
OWREKS chiarged with' risk mitigation

¢ Results of the annual risk and control assessment drive the
development off TELUSH internal audit program

— de presented torsenior manadement and therAudit Committee
el the Board ol DiFectorsiand

— dre Used asian inputinte the Company s strategic planning:




Risk management in the

telecommunications industry

¢ In level two, TELUS conducts a
guarterly risk assessment review
with key: internall stakeholders

— to) capture dynamically: changing
business risks

—MeNIter the mitigation: off key: risks and

— ProVvide eongoelng assurance tor the Atdit
CoOMmIMIGEE.




Risk management in the
telecommunications industry

¢ In level three, TELUS conducts granular risk
assessments for specific audit engagements and
various risk management initiatives (e.g.
environmental management system,, safiety.
audits, business continuity: planning; assessments,
phvsicall property. risk evaluations, network and

IHF valnerability, assessments, proactive firaud and
ethics risk assessments).

¢ e results off the annual, quarterly: and more
detalled engagement Ievel risk assessmentss are
evalliated) prioktized and Upeaated throughout
the Veal:




TELUS’ risk and control
aSSessment process

Annual Risk
& Control
Assessment

Source: TELUS Annual Report, 2006

Quarterly Risk
Assessment

Audit Committee
&

TELUS Executive

Leadership Team

Granular Risk
Assessment




BUSINEess risk




TELUS definition of business

risk

¢ At TELUS, business risk is defined as

— the degree ofi exposure associated with the
achievement ofi key strategic, financial,
organizational and pProcess objectives in
relation te the effectiveness and efficiency: of
eperations, the reliability: of financiall repoerting,

comp
Safied

¢ The fol

liance withr lawsr andl regulations), and the
Uarding off assets within: an ethical
ordanizational culture:.

OWING Sections summarize the

principal Fsks and URcertaintiess that could

affect -

IELUSH fiuture business: results going

fieorWard:




Principal risks that could aftfect
TELUS® future business results

& Aggressive competition may.
adversely affect market shares,
volumes and pricing in certain TELUS
market segments such as

—\Wireline; veice; and: data
—Wireline [nternet access
—\Wireless

— Fixed Wireless




Principal risks that could aftfect
TELUS® future business results

¢ [echnology
Evolvingl wired broadband access technology standards
m:ay outpace projected access infirastructure investment
ifetimes

IP-based telephony as a replacement for legacy analog
telephony: is immature and cost savings are uncertain

Ilhe convergence in a common IP-based application
environment fior telephony, Internet and video: is
complex

Support systems will increasingly: be criticall to
Operational EfiCIENECY,

e CDMA and IDEN technolegiess supporting BELUSH
digital cellular/wireless serViCes may: DECOME INErior

Emerging Wireless technologies represent both an
OPPOrtufity, and ar CompEtitivVE thrreat




Principal risks that could aftfect
TELUS® future business results

¢ Regulatory

Regulatory developments could have an adverse impact
on TELUS® operating procedures, costs and revenues

Price cap regulation
Quality off service penalties

Pricing safeguards
TELUS! broadcasting| distribution undertakings
\/oice over Internet protecol

Radio-communication lICERCES regulated by, Indlustry,
Canada

Implementation; off Wikeless nuimper portability (VWINIP)F—
Hielecoml Decision CRINE 2005-72

FOreign; owWnership: restrictions




Principal risks that could aftfect
TELUS® future business results

¢ Human resources

— [he outcome of outstanding collective
bargainingl at TELUS Quebec may: result
N INCreased costs), reduced productivity,

OF Work disruptions
— Reliance; on key: persenmnel




Principal risks that could aftfect
TELUS® future business results

¢ Business integration and internal
feorganizations

— [ntegration off the wireline and wireless
segments of the business — formerly the

TELUS Communications and TELUS
Moebility, Segments — inte a single
OPErating structure




Principal risks that could aftfect
TELUS® future business results

¢ Process risk

— TELUS systems and processes could
negatively impact financiall results and
customer service — Billing/revenue

assurance
— Cost anal availability: eff SerVices




Principal risks that could aftfect
TELUS® future business results

¢ Financing and debt reguirements

— TELUS” business plans and growth could
be negatively affected Iff existing
financing Is not sufficient to cover

fUnding reqguirements




Principal risks that could aftfect
TELUS® future business results

¢ Tax matters

— [ncome; tax amounts, including tax
expense, may be materially different
than expectea




Principal risks that could aftfect
TELUS® future business results

¢ Health, safety and environment

- Team member health, wellhess and
safety
- Radio frequency emission concerns

— Concerns about environmental
iIssues, particularly related to
contaminated property and the
associated risk to human health or

wildlife




Principal risks that could aftfect
TELUS' future business results
¢ Litigation and legal matters

- Investigations, claims and lawsuits
-~ TELUS Corporation Pension Plan

- Legal and regulatory compliance




Principal risks that could aftfect
TELUS® future business results

¢ Manmade and natural threats

— Concerns about natural disasters
and intentional threats to TELUS’
infrastructure and operations

— Security
¢ Electronic attack
eVandalism




Principal risks that could aftfect
TELUS® future business results

¢ Economic growth and
fluctuations

- Significant economic downturns or
recessions may adversely impact

TELUS
— Pension funding risks




Financial risk and Its
management

N the telecommunications
INAUSERY,




Financial risk and Its management

o TELUS' financial instruments consist of
cash and temporary investments
accounts receivable
iInvestments accounted for using the cost method
accounts payable
restructuring and workforce reduction accounts payable
dividends payable
short-term obligations
lona-term debt
INtErest rate swap! adirfeements
festricted stock LNt compensation: cost hedges, and
fOrelgn exchiange Neages




Financial risk and Its management

¢ TELUS uses various financial instruments

— to reduce or eliminate exposure to interest
fate and foreign currency: risks and

— to reduce, or eliminate exposure to INncreases in
the compensation cost arising firomi Specified
grants off restricted stock Units

¢ [hese Instruments are; accounted fior on
the same basis’ as the Underliying exposure

PEINg Redged.




Financial risk and Its management

¢ Use of these instruments is subject
to a policy, which reguires that
— No derivative transaction be effected for

the purpoese of establishing a
Speculative or a levered position, and

— Sets criteria for the) credit wWorthiness of
the transaction; coUnterparties,




Financial risk and Its management

& Price risk — interest rate: TELUS is exposed to
Interest rate risk arising from fluctuations in
Interest rates on Its temporary. InVestments,
short-term obligations andl long-term debt.

Price risk — currency: TELUS, is exposed to
CUrrency: risks arising from fllctuations in fereign
exchiange rates on its U.S. doellar deneminated
long-term: debt.

CUrrency: Nedgingl relationships Nave BeEn
established fer the related semi-annual Interest
pPaVimENtSs and prRcipals paymeERtst at matuEtys




Financial risk and Its management

¢ [ELUS" foreign exchange risk
management also includes the use of

— foreign currency: forward contracts to fix
the exchamnge rates on short-term
foreigm currency: transactions amnd
COMIMItMENTS:

¥ IHedde accotnting s applied te Chese
SNOR-tErMNOrelgnr CURFENCYAORWAlE
CONtraCLSI R aN EXCEPLEION BasIS ORY.




Financial risk and Its management

¢ As at December 31, 2005, TELUS haad
entered into foreign currency: forward
contracts that have the effect of fixingl the
exchange rates on| U.S. $4:7.0 million off
fiscal 2006 purchase commitments;

¢ heddge accounting hask been applied to
ChEese lereignl CUrrency: forwalrd contrracts)
all- e Wihichr relate; to) thie Wikeless
segment.




Financial risk and Its management

¢ Credit risk: The Company. is exposed to credit
risk with respect to its short-term deposits,
accounts receivable, interest rate swap
agreements and foreign exchange hedges.

Credit risk associated with short-term deposits IS
minimized substantially: by, ensuring thiat these
[IA2nNCial assets areé placed with geVerRmeEnts,
well-capitalized financial InstitUtions and ether
credit-wWorthy, cotRterparties.

AR ONGOINGEl FEVIEWNIS) PErfermed te evaluate
ChianNges)inl ther statls) off CoURtErparties;




Financial risk and Its management

¢ Credit risk associated with accounts
receivable is minimized by TELUS® large
customer base, which covers all consumer
and business sectors in Canada.

¢ [ELUS follows a program of credit
evaluations of customers and limits the
amount of credit extended when deemed
NECESSAlY.

o [ELUS maintains provisions! fior petential
credit losses, andfany: stich lesses te) date
HaVverbeen WithiR manadEMERES
Expectations:




Financial risk and Its management

Counterparties to the Company’s interest rate swap
agreements and foreign exchange hedges are major
financial institutions that have all been accorded investment
grade ratings by a primary rating agency.

The dollar amount of credit exposure under contracts with
any one financiall institution is limited and counterparties’
credit ratings are monitored.

NELUS does not give or receive collateral on swap
agreements and hedges due to its credit rating and those; of:
ST colUnterparties.

While TELUS) isiexposed to credit losses due to the
NENPErferManNce oif Its counterparties, NELUS considers the
risk: off this remote;

IfFall counterparties Were not tor periorm, thie pre-tax effect
would be limited te thevalue off any: dererred Redging
dSSEL.




Fin

ancial risk and its management

¢ [he fair values of TELUS" derivative
financial instruments used to manage

ex
ris

posure to interest rate and currency.
KS| are estimated similarly.

¢ ITE

| US uses derivative financial

instruments periodically in the
management of interest rate and foreign
currency exposures associated with the
company’s long-term debt or specific firm

commitments.




Swaption

¢ Effective March 2, 2006, an outstanding
interest rate swaption related to the call
option on our series AD first mortgage
bonds was exercised by the counterparty.

¢ As a result, TELUS was placed into an
interest rate swap agreement, whereby it
pays a fixed interest rate of 10.45 per
cent and receive the three-month Bankers
Acceptance floating rate on a notional
principal amount of $50.0 million.

14




Risk management in the
telecommunications industry.

¢ A number of telcos use risk management techniques.

¢ The most widely used instruments are:
— Interest rate swaps
— Currency swaps
— Swaptions
— Forward contracts

Money markets

¢ Example of companies using risk management techniques are:
— Telus
Bell Aliant
Bell Canada
Shaw Communications
France Telecom
Italia Telecom
OTE
Compania de Telecomunicaciones de Chile S.A. (Telefonica CTC Chile)
Ardentina lielecom), etc;




CONCLUSIONS

¢ Market and financial risks are becoming
increasingly important to the telcos
industry.

¢ ERM is used to identify risks and develop
strategies to manage them.

¢ The telecommunications industry is rather
conservative and uses mostly natural
hedge, swaps and forwards and to a lesser
extent options.

# Risk tolerance and the goals set by the
telcos’ treasury determine the mix of
strategies to be used to mitigate risk.




