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• Background to the principles

• Their purpose

• The principles

• Principles in practice

• What next for the principles

• Questions and comments
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Background
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• Presentation given at the UN conference on climate 

change in Paris set out some basic risk principles

• Raised awareness that the actuarial approach is not 

necessarily common

• Risk management is an area of increasing importance

• Seeking opportunities for actuaries to play a wider role 

than currently
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Purpose of the principles document
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• Summarise actuarial approach to risk

• Raise awareness of risk management both within and 

external to the profession

• Raise awareness of actuarial skills in risk management

• Improve the decision making process across government 

and businesses
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The principles
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Clearly 

explained
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The principles
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• 12 high level principles, split into 4 main themes

• Operate in a continual process

• Provides a quantitative component to risk management

• One element of a broader risk management process which 

should include other considerations and appropriate 

governance arrangements
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The principles
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Consider the context

1. Define the situation and stakeholder objectives under 

consideration 

Describe the system

2. Gather knowledge and data to reduce uncertainty

3. Understand the connection between risks

4. Develop an initial model (beware of limitations)
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The principles
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Measure the risk

5. Consider the full range of possible outcomes

6. Consider over the full time horizon of interest

7. Identify and adapt to changes to the underlying system

8. Test resilience with stress tests and scenario analysis

9. Be alert to personal biases
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The principles
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Manage the risk

10.Develop a clear risk strategy

11.Control the risk on an ongoing basis

12.Monitor the risk

Cyclical process to be continually reviewed and revised
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Consider the context
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Risk perception is subjective, and different for all stakeholders
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Describe the system
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Data Opinion

Model

“Everything 

must be made 

as simple as 

possible, but 

not one bit 

simpler.”

Attributed to Albert 

Einstein
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Measure the risk
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Manage the risk
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> Understand the main risks and acceptable levels risk 

retention

> Understand resources available for mitigation

> Consider secondary risks from mitigations

> Cost/benefit analysis of ongoing risk mitigation 

options

> Continue to monitor risks and outcome of mitigating 

actions
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Principles in practice
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• A few questions for you to start with:

• What practice area do you work in?

• Do you advise on risk issues in your work?

• Do the principles reflect the broad approach you adopt?

• Does anyone have a specific example to share?
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Principles in practice
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Pension scheme integrated risk management

Context

• Trustees protecting member interests

Describe the system

• Scheme, sponsor and population data, economic and demographic views

• Models – ALM, liability, others

• Different time horizons – valuation periods, long term repayments
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Principles in practice
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Measure the risk

• Funding levels, likelihood of failure, risk of 

contribution increases

• Legislative and economic changes

• Failure scenarios

• Test different time periods

• Are assumptions appropriate, biased to preferred options?
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Principles in practice
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Manage the risk

• Consider alternative investment approaches

• Monitor sponsor strength and support

• Consider cost/benefit of risk mitigation options

• Regularly review progress

• Reconsider as scheme, sponsor and environment evolves
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Principles in practice
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Volkswagen emissions scandal

• September 2015 VW admits using ‘defeat devices’ to ‘cheat’ 

emissions tests

• Significant costs incurred to rectify the issues

• Material fines from global regulators

• Reputational impact

• Environmental damage

• Legal actions for individuals
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Principles in practice
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What went wrong?

• Plans to produce fuel efficient and “clean” diesel engines ineffective

• Decision taken to use ‘defeat devices’

• Initial decision to refute the claims

Missing pieces?

• Was the right time horizon considered?

• Did personal biases influence decisions?

• Were true potential costs understood?
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Principles in practice
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Audience input required!!

Context

• Generally management will seek to maximise shareholder value

Describe the system

• Market competition, regulatory regimes, technological developments, 

production costs, …

• Models – cost of production, sales projections, ...
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Principles in practice

26 May 2017 21

Measure the risk

• Time horizon – quarterly reporting, longer term value

• Income, expenditure, dividends

• Test different levels of demand

• Legislative and economic changes

• Are assumptions appropriate, biased to preferred options, ignoring 

possibilities?

• Failure scenarios
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Principles in practice
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Manage the risk

• Consider alternative options

• Monitor competition and performance

• Consider cost/benefit of risk mitigation and risk taking options

• Regularly review progress

• Reconsider as technology, industry and environment evolves
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What next
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• Staple Inn morning launch event on 21 June with practical 

case studies

• Launch event for wider non-actuarial audience

• Potential to develop further case studies showing the 

principles in practice

• Possible review of the principles if practices change/evolve

• Opportunities to showcase the principles
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The views expressed in this presentation are those of invited contributors and not necessarily those of the IFoA. The IFoA do not endorse any of the views 

stated, nor any claims or representations made in this presentation and accept no responsibility or liability to any person for loss or damage suffered as a 

consequence of their placing reliance upon any view, claim or representation made in this presentation. 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice 

of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this presentation be 

reproduced without the written permission of the IFoA.

Questions Comments


