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The Procter & Gamble Company has over 135,000 employees and reported sales of over $68
billion last year. P&G markets over 300 brands including Gillette, Pampers, Pringles and Duracell.
This month, we talk to John Goodwin about risk management strategies and making the most of
P&G's global presence.

What are your responsibilities?

| report to the CFO and | have three major areas of responsibility as the treasurer of the company. The first is what we term
‘Global Treasury’. This covers traditional treasury areas, such as managing day-to-day global liquidity, capital markets activities,
the management of foreign exchange, interest rates and commodity exposures — as well as the management of relationships with
banking partners, counterparty risk, global pension management and insurance programme design and execution.

| also have responsibility for the company’s acquisition and divestiture group. This is made up of several deal managers who lead
transactions that have been identified by the company either at the corporate level or within specific business units. We have
gone through the process of centralising deal making in order to develop the best-in-class practices in negotiation, structures and
integration capabilities needed to maximise value creation.

Finally, I am responsible for investor relations and shareholder services. |'ve been involved in this area for nearly six years, as |
was the head of the investor relations and shareholders services group before being promoted into the position of treasurer three
years ago.

How is P&G’s treasury organised?

We have very centralised operations. Most of my organisation is in Cincinnati, with some smaller operations in Brussels, Caracas,
Geneva, Guangzhou and Singapore that deal with specific regional and local nuances. The main centralised trading activity takes
place in Cincinnati, with part of our global in-house bank located in Brussels. The total number of people in my group is about 100, if
we include all three areas of responsibility. In the global treasury group there are 50 people.

How would you describe P&G’s risk appetite?

| would say that P&G is a conservative company when it comes to financial risks. We manage to a credit rating of AA which really
reflects the strength of our balance sheet and the cash flows generated out of our operations. We generally operate under the
premise that the markets as a whole are efficient — so we don't take speculative positions on currencies or commodities. We don't
think that's what our investors are looking for us to do. We look to manage the risks that arise as a consequence of our primary
trading and operations, which is the manufacturing and selling of consumer products, and we generally don't look to step into the
market in any big way in order to take a speculative position.
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Probably the biggest risk exposures that we have are around the typical operation of the business, ie FMCG - Fast Moving
Consumer Goods. [f you look at our extended risk management profile, we spend a lot of time thinking about customer
relationships, innovation profiles, consumer needs and the competitive landscape. We have broader processes in place to ensure
that we mitigate those risks as much as possible. That's where a lot of our board time is spent with regards to risk management.
Then when it comes to pure financial risk management, that's very much viewed as an outcrop of what's needed to be most
effective in the consumer marketplace.

What exposures do you actively manage?

We actively manage the company’s exposures to foreign exchange movement and changes to interest rates, which have obviously
been heightened more recently as a consequence of the incremental debt — the Gillette transaction has roughly doubled our debt
portfolio. We manage the day-to-day fluctuations associated with commodity prices and we also make sure we have our funding in
place for our legal entities around the globe.

Our approach is that we manage our global liquidity via an in-house bank operation that was established in 1995. The bank uses
Wiall Street Systems software to efficiently manage the vast majority of our liquidity needs around the globe, supporting over 100
subsidiaries in 63 different countries. The annual throughput on the bank is around $1 trillion in terms of FX, the cash pooling
activities and the external debt portfolio and investments that we manage. This significantly reduces the use of external liquidity
providers and focuses our global cash management needs in the hands of well trained experts.

We try to drive a very strong linkage between our internal risk management targets and
what we believe our shareholders are looking for in terms of predictability of their earnings stream.

In terms of FX, interest rates and commodity prices, we collect all of these exposures on a global basis and manage them as part of
a diversified global portfolio of exposures. So we really leverage our global scale as much as we can by pooling all of the exposures
together, and then using software that was developed by RiskMetrics, which is an offshoot of an operation that used to belong to
JPMorgan. We use the RiskMetrics CorporateManager to manage the risks to our earnings per share and the company's cash flow
from those combined exposures.

Annually, we present the unhedged risk of all of the company’s global activities to the CEO, CFO and the Finance Committee of the
Board of Directors. We share with them our consolidated un-hedged position, and then agree what the net hedged position should
be, based on an agreed earnings and cash at risk target.

That determines the amount of hedging that we put in

place. We try to drive a very strong linkage between our

internal risk management targets and what we believe our

shareholders are looking for in terms of predictability of their

earnings stream.

How recently did you start hedging your
commodity exposures?

We have been doing it for a while due to the nature
of some of the businesses that we're in. We

have the number one coffee brand in the US in
Folgers, so we are a big green coffee bean buyer.
We're also one of the world's largest tissue towel
manufacturers so we're very active in the pulp
market. We've been hedging those commodities for
some time as they are liquid markets.

In terms of some of the oil-based materials,

the derivatives markets are less developed, so

less attractive as there is a high bid-ask spread.
However, we are carefully monitoring the increased
activities in these areas, such as the London
commodities exchange’s recent activity in the resin
market, as we do have quite a few exposures to
those types of raw materials. As the

markets become more developed

and the friction becomes less, we

will look to incorporate them into

our active hedging programme.
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In terms of treasury activities, how do you optimise the company’s global presence?

We think there is an important difference between being big and being able to leverage scale. We've been working to evolve
our treasury practices so that we're able to leverage our scale most effectively. We have centralised those areas where we think
the pooling or aggregation of activities or positions gives us a distinct benefit. But where there’'s a need for local knowledge and
flexibility, we keep close to the markets.

That's why we have those small operations that | mentioned in Caracas, Geneva, Guangzhou and Singapore. But otherwise we
pool our activities to a central place. As an example, if we look at foreign exchange, our gross FX exposures are about three times
larger than our net consolidated positions once we've pooled all of the positions together and taken into account the correlations of
currencies. So there's a massive reduction and associated efficiency with the pooling of activities. That's one way in which we're
trying to utilise our scale to drive efficiency.

Similarly, centrally managing the assets and liabilities of our pensions programmes around the world allows us to get very cost
efficient and utilise tools that we were not able to use when we managed the pension programmes on a country by country basis.
When | joined the company in 1990, every country did their own thing — no one country really had the significance of mass to be
able to implement the level of resources and skills that we can now with a centralised approach. We're able to apply sophisticated
asset managing programmes and processes to ensure that the investments the pension funds are making are returning the optimum
amount that that market or asset class can yield. As a consequence, we doing a much better job of leveraging our scale.

We’re able to apply sophisticated asset managing programmes and processes to
ensure that the investments the pension funds are making are returning the optimum
amount that that market or asset class can yield.

Outside the global treasury area, in deal making (the acquisition and divestiture work that I'm responsible for), we're also developing
skill sets and associated value enhancements by leveraging our scale. McKinsey conducted a study that showed that in the case of
deal making, those companies that are most successful are not always those that do the largest number of deals, but those that do
transactions and identify the learnings out of each one to apply in future transactions.

Our centralised deal teams have enabled us to develop leading edge experience sharing techniques — breaking down barriers in order
to have more effective knowledge exchange, driving efficiency and effectiveness in future programmes.

Our centralisation of skills and knowledge has also led to improvements in internal controls and stewardship. This proved very
valuable when the company implemented the SOX requirements, as our treasury governance was already operating above these
levels. We have an internal controls self assessment programme where we look to ensure we consistently deliver the highest levels
of internal controls everywhere within the global treasury group. We have a very strong internal governance culture.

How are the treasury’s activities linked to external expectations?
This is an area that we've been focused on lately in order to improve that linkage between what the external stakeholder is looking
for, and our internal activities. Often, treasury activities are undertaken on the basis of what the group believes
‘management wants’, or because of internal performance measures that are not always consistent with what
the shareholders want.

A good example is property insurance. We've challenged ourselves recently to think about why it is that we take
out property insurance. If you think about a company of our size that generates annual free cash flow of over $10
billion, AA credit rating, market capitalisation of over $200 billion dollars — we don't really
have much pure physical asset concentration within the corporation, and we have a fairly

diversified manufacturing stream. So as a consequence, it's highly unlikely that there

will ever be a single property event that would jeopardise the ongoing operation of
Procter & Gamble, because we have access to liquidity in the market that would
easily provide us with financing that would be able to pay for the replacement of a
manufacturing facility, should a disaster occur.

And that's really what property insurance is — it's a different form of financing, where
you pay ahead of the event. We've challenged ourselves to think about that in that
context and ask, is that really the most efficient financing for us to do? We're getting
to the conclusion that it's probably not.

We do use captive insurance companies for insuring exposures related to contractual
commitments and coverage required in certain localities. Directionally, we are headed
towards complete self insurance for property and general liability exposures. Our
business units have always operated as though they did not have insurance, ie they
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manage their profit commitments and risk exposures with proper controls, governance, safety, training, etc. Losses will always
occur; when they do, we will finance the recovery via cash on hand or the capital markets. We recognise the business unit's

risk mitigation and recovery efforts in our reward systems. In this way, just as with our FX management, our businesses win by
focusing exclusively on their business plans and our shareholders win as we have eliminated the cost inefficiencies embedded within
insurance.

For large corporations like us, paying property insurance, and the associated friction, is probably
not the best thing for our shareholders from a cost efficiency point of view. These are the types of
areas where we’re looking to challenge whether our actions match what our external stakeholders,

our bondholders and our equity shareholders,
really want us to protect against.

For large corporations like us, paying property insurance, and the associated friction, is probably not the best thing for our
shareholders from a cost efficiency point of view. These are the types of areas where we're looking to challenge whether our actions
match what our external stakeholders, our bondholders and our equity shareholders, really want us to protect against. We think

that through that transparency of communication we are gaining more opportunities to look at ways in which we can improve our
efficiency.

What is your Global Treasury group focusing on in
2007?

We're still finalising the long-term financing of the Gillette
acquisition. As | mentioned, we're also going to be looking
into insurance programmes and ways in which we can
perhaps move up some of those deductibles, in order to
move towards a situation where we may have less in the
form of traditional insurance contracts.

We're moving into new realms with regards to corporate
risk management by working with RiskMetrics to find ways
in which we can pool all the different asset classes together
— foreign exchange, interest rate and commodities — in
order to manage them as a total portfolio and then explain
externally to our investors how that’s going to be beneficial
to them over the long-term.

In addition

to this, as a

consequence
of the number of acquisitions that we've executed over the last five years, we have a
fair amount of complexity in our pensions plans that we are looking to simplify. We're
going through a process where we're looking to merge those plans together and do an
even better job of leveraging scale. So we've got plenty of activity ahead!

Biography

John Goodwin was appointed Treasurer of The Procter & Gamble Company in
January 2004. He joined P&G in 1990 in the United Kingdom, and has worked
in various financial roles throughout the company, in multiple geographies.
Before joining Procter & Gamble, John worked for Ernst & Young in the Auditing

& Tax Department.

John is from London, England and was educated at Loughborough University
with an honours degree in Mathematical Engineering. He is also a Fellow of the
Institute of Chartered Accountants of England & Wales (FCA).
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