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Challenges for the CRO

 Ensure the organisation manages high impact,
low probabillity risks

« Building an effective risk management capability
INn a cost effective manner

 Embedding this capability into the corporate
culture

These are inter-related and are important in
developing an embedded ‘risk-aware’ culture
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High impact, low probability risks

...the importance of Donald Rumsfeld...

 |dentifying the ‘unknown unknowns’
 Managing the ‘known’ risks

The financial crisis exposed many known risks
that were not being well managed
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High impact, low probability risks

...Stress tests and risk appetite tools...

e Think the unthinkable
« Can Boards live the consegquences?

Simple
scenarios

RISK APPETITE
viigwe ~FRAMEWORK ~ Financia

outcomes/
Impacts on
reputation

Sound governance
L Can we live
with this?

Simple communication
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Building an effective ERM capability

...I’s not easy...

 Still evolving as a discipline

o Large number of moving parts

* One size does not fit all

* Needs to be aligned with your corporate culture

Explain what an effective risk management
capability ‘looks and feels’ like
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Building an effective ERM capability

At AXA APH, risk is governed, managed and measured, in a coordinated manner, to optimise risk taking

| External reporting to the market: Transparent performance reporting covering profit, value, |
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Board responsibility / oversight Strategic plan Enterprise-wide risk
Risk management policy Risk management strategy profiles
Formalised risk management Profit, capital & value targets & budgets Risk reporting
framework Operating plans & KPI's Loss event capture /
Risk appetite / risk limits Risk profiling is embedded through the analysis
Delegated authorities organisational structure Regulatory & economic
) o ) Scenario planning and testing capital
Formalised monitoring & escalation .
process Compliance / control programs Market consistent value
) reporting
Ethics / code of conduct / Events & breach reporting Risk-adiusted tardet
) isk-adjusted targets
whistle blower, etc Product development, pricing & ) 9
approval process Product profitability

Independent internal & external audit . R
P & identification of

Asset allocation decisions, ALM emerging issues

Communication / training

Project management & resource allocation

Performance / reward framework Capital allocation &

. Risk related KPIs / competencies management process
External communication

Simplification / rationalisation

— — —
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Risk governance & culture Risk management Risk measurement

(Guiding framework to deal with risk) (Monitoring / modifying risk profile) (Methods / metrics to quantify risk)
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Embedding ERM in a companies culture

e Create the ‘tone at the top’
 Develop Board approved policies
 Enhance key management processes
 Develop some powerful examples

Communicate, communicate and communicate!
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Opportunities and challenges for actuaries

« Neatly aligned skill set

 The timing Is right, key stakeholder want
Improved ERM capabillities

The challenge is communication — can we
engage and influence?

Recognise the challenge and address it!
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