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1. THE CURRENT STATE OF PLAY 



We are seeing significant pressure on insurers from a range of sources to 
ensure that their risk management is effective,  efficient and adding value.   
Some of these are summarised below: 

Typical external pressures  

Regulator 

Economic  
Crisis 

Economic 
Downturn 

Competition 

Business 
and 

Customer 

Solvency II, PRA & FCA requiring RM 
systems to be effective and well integrated 
into the firm’s structure and decision 
making process 

Recent Euro crisis and 2008 financial crisis 
have increased focus on corporate 
governance and the need to manage 
threat of financial and contagion risk 

Slower global economic growth with low 
interest rates in UK, US, Europe and Globally 
impose challenges on how firms maximize 
their investment returns 

Fierce competition from peers in adapting 
to the changing economic landscape to 
optimise business models, pricing, reduce 
costs and maintain growth.  

Changing business operating environment 
and customer demand due to the 
advancement of technology, distribution 
channel, product knowledge and 
regulatory change. 

 In light of these pressures we are therefore seeing an increasing need for insurers risk functions to demonstrate that their teams and the 
broader risk management effort is adding demonstrable value to the business that is over and above the cost of operating that system. 

Typical internal pressures 

There is a range of pressures on insurers that are driving 
the need for risk efficiency. 

■ Desire to chase yield / market share and reduce 
costs is taking insurers into risky strategies without a 
full understanding of the risks they are taking. 

■ Investments in risk management have now been 
underway for a number of years and the cost and 
value of the risk function could not be fully justified to 
the CEO / CFO / Board. 

■ Solvency II and other regulatory projects elsewhere 
have been focusing on ‘compliance’ in recent years. 

■ Conflicting pressures to deliver enhanced value from 
risk management and also deliver cost efficiencies.  



2. SURVEY OVERVIEW 



4 

It is essential for adding value to 
our overall business 

It can occasionally help us to 
improve the way we do business 

Its contribution to our overall 
organisation is only marginal 

It does not contribute to our 
overall business 

Source:  KPMG International, Expectations of Risk Management Outpacing Capabilities  
 – It’s Time for Action, 2013.  
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Perceived Value of Risk Management 
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So how is risk management perceived today? We recently conducted a global survey of 1,000 c-suite executives to discover their expectations of risk management. How did they perceive risk management’s contribution to their organisation?  47% said it was essential for adding value to their overall business. Another 34% also saw benefits, in that risk management occasionally helped to achieve business improvements. The senior executive viewpoint therefore is: Yes, risk management is considered valuable to some extent. But some executives are not always clear where they get the value from with 19% seeing no or marginal value add.



Source:  KPMG International, Expectations of Risk Management Outpacing Capabilities – It’s Time for Action, 2013.  

30% 
5% 

We use quantifiable 
measures 
 

We have no 
mechanism to 
measure the ROI 

Stress testing of core business  
processes against specific 
scenarios 

We rely on the rating agency to 
review our Risk Management programme 

We review past results  
or risk events to assess  

the effectiveness 

30% 17% 

28% 20% 

5% 

Measuring Value 
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If value is perceived, how is it measured? In our global survey, 20% of executives said they use quantifiable measures to value the risk management program, such as capital costs, hedging or insurance costs. 30% review past results of risk events to assess the effectiveness of the risk management response. 17% stress test core business processes against specific scenarios. However, 28% have no mechanism to measure the return on investment of their risk management program. One of the problem for Risk professionals is that other control functions have more tangible measures of value e.g. Finance function, Internal Audit.



Value is not often quantified 

Value is hard to measure 

Based on our work and research in this area we feel that it is important for firm’s to be clear on how they measure the value of risk 
management in their organisations.  Similarly, that firms have clarity on which key risk management activities and metrics they include in 

measuring the ‘value added’. 

Our Conclusions 
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These findings lead us to a couple of conclusions. Firstly, while risk management is widely perceived to be valuable, that value is not often quantified. In some organisations, the value may be perceived in cultural factors – perhaps through a higher quality interaction between Risk Functions and business units, with conversations being framed in a commercial context, for example, rather than having a compliance bias.  Secondly, it is also clear that organisations find it hard to measure value. Many have not even thought about how they do – or could – gain value from risk management, whether quantitative (as through lower capital costs) or qualitative (through more insightful and commercial risk discussions, regulatory relationship).  As a result of a lack of focus on value and an inability to measure, many organisations see the risk management activity and risk function in cost terms . Key to changing this is focussing on value and efficiency.



3. THE RISK VALUE EQUATION 



Risk TOM 
and 

framework 
Governance 
and people 

Reporting 
mechanisms 

Risk related 
processes 

Risk systems 
and 

technology 

Enhancing 
Risk  

Management 
levers 

Key  
Business Drivers 

Increase Growth 

Increase 
Profitability 

Increase Return 
of Capital 

Reduce Cost 

Build Regulatory 
Relationship 

Investor 
Demands 

Risk Value Equation 

Increased return 

Cost Savings from  
Risk Mitigation 

Cost of Risk  
(operation) 

Revenue 
Enhancements from 

Risk Insights 

Reduced Cost of  
Risk Capital 

Risk Value Equation: 
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Risk Value Equation 

Effective risk mitigation should result in reduced 
expected loss by the business. 

Efficient data management and analytics on risks 
should provide additional risk insights to further 

optimise business operation (eg investment 
strategy, product development). 

Additional earnings from capital no longer required 
to support risk from reduced capital requirements 
and reducing the cost of risk capital  (e.g due to 

improving credit rating). 

Fixed and variable operation cost for improving risk 
management framework and process would 

reduce expected return but  will be off set by other 
benefits as outlined above.. 

Positive  contribution  
to key KPIs  

RAROC 

Market Consistent 
Embedded Value 

(MCEV) 

IFRS Profit 

Solvency  

 Key Performance 
Indicators (KPIs)* 

*Life examples 

Increased return 

Cost Savings from  
Risk Mitigation 

Cost of Risk  
(operation) 

Revenue 
Enhancements 

from Risk Insights 

 
Reduced Cost of  

Risk Capital 
  

Contribution to various KPIs 

How it can help evidence a tangible impact on 
Key Performance Indicators: 



Risk Value Equation 

Increased return 

Cost Savings from  
Risk Mitigation 

Cost of Risk  
(operation) 

Revenue 
Enhancements 

from Risk Insights 

 
Reduced Cost of  

Risk Capital 
  

Contribution to various KPIs 

• Analysis of reinsurance history leads to 
taking more risk intra-group. 

 
 

• 2nd line challenge on conservatism of risk 
taking within the business leads to 
additional risk taking where well managed 
and controlled (with accepted increase in 
earnings volatility)  
 
 
 

• Improvement of investment strategy leads 
to improvement in diversification. 

• Improved risk and capital framework and 
associated disclosures. 
 

• Cost of control reduced through reduction 
in non material controls 

• Optimising Risk Reporting processes 

Actions Outcomes 

• Net income increase by <10% 

• Redeployment of capital following risk 
analysis of product’s capital resulting 
improved RAROC 

 
• Can range from  c.20% to 50% (of SCR) 

and consequently proportionate cost of 
capital. 

• Support strength of Rating Agency 
assessment  with associated commercial 
benefits 
 

• Typical reduction of 70% in control testing 
reducing cost of risk in 1st Line 

• Resulting in up to 20% reduction in 
production time 

Examples 

Selected examples to help demonstrate 
increased return: 

In addition to the above and at a more granular level our experience is that there are other tangible changes to the risk management levers that can be 
made and the Risk Value equation can be used to help further evidence the value added.   



      
     

   
Not all aspects of it are equal: 

Risk Capital 

Risk 
Mitigation 

Revenue 
Enhancements 

Cost of Risk 
Operations 

The key aspects of the Risk Value 
equation differ in relative size (as 
illustrated as an example opposite)and 
by complexity. 
 
Most firms when challenged on value  
add tend to look to reduce the Cost of 
Risk Operations first rather than looking to 
increase the other components. 
 
Whilst this is an option where firms have 
become more mature in their practice 
and are in a more steady state, there are 
additional opportunities to make tangible 
improvements in the other dimensions of 
the Risk Value Equation. 
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