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The Actuarial Profession

The Actuarial Profession

Overview of paper

1. Managing risk across silos

2. Transformation of risk behaviour at different
levels

3. Investor's total risk and reward at portfolio
level

4. Governance of risk from investor’s point of
view

Managing risk across silos
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Transformation of risk behaviour at different levels
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Governance of risk from investor’s point of view

Systematic risk: assets

« correlation with financial markets

« impact on cost of capital

Systematic risk: liabilities

« correlation with financial markets

« replicating portfolio

Large parameter / trend risks

« hedged or unhedged

+ mean-variance risk -versus- tail risk

Economic Capital adequacy ratio

« buffer capital

« protect franchise value -vs- dilute ROE

Franchise value risks

« correlation with macroeconomics

« frictional costs dilute ROE

Model risk: future “unknowns”

+ management judgements

« big part of recent financial crisis

Agency risk

« behaviour of management

« remuneration policy




Aligning ERM with Shareholder Disclosures

A Case Study
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Risk management disclosures

Public disclosures « “3lines of defence” model
— Annual reports popular
Management updates
— Analyst presentations - Risk policies
Demonstrating
FTSEL00 life insurance groups relative
Aviva CENEEEES) - Risk appetites
— Friends Provident ~ Multiple metrics
Legal & General
— Old Mutual Group
— Prudential
Standard Life

Qualitative and quantitative

Is this recognising the shareholder as the ultimate customer? |

Two Alternate views of the ERM world
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Information and Communication

Aligning ERM with shareholder disclosures ... or ... a case study on what we disclose and why.J
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Aligning ERM with shareholder disclosures ... or ... a case study on what we disclose and why.
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Objective Setting

Objectives and strategy clearly articulated and consistently communicated internally and
externally.

We strive to create the maximum possible value for our shareholders by
continuing our strategic transition to a leading, long-term savings and
investments business, with a clear focus on our customers.
Objective

Ensure an in-depth understanding of target customer needs, develop
innovative propositions that meet these needs in a capital-efficient manner,
and create and maintain mutually valuable relationships.

I

Purpose To generate sustainable, high quality returns for our shareholders.

I

We recognise the need to manage long-term value creation, cash flow and risk

in a holistic manner in order to make informed decisions to create and protect

value in the Group's activities.

Risk Strategy
We are proactive in understanding and managing the risks to our objectives at

every level of the Group and ensuring that capital is delivered to areas where

most value can be created for the risks taken.

Supporting the Group's risk culture by ensuring that internal and external messages are aligned.

Internal Environment

Effective risk governance is embedded in our culture from the top down.

Group Board & subcommittes: Risk appetites and deployment of capital.
Governance Committees Strategic Investment Committee: Oversight of strategic investments.
Enterprise Risk Management Committee.

First line
Day-to-day risk management by business managers

Second line

Risk oversightis provided by the Group's Chief Risk Officer (CRO) and established

risk management commitiees, including the Enterprise Risk Management

Three Lines of Defence Committee (ERMC); supported by the specialist risk management and compliance
functions across the Group

Third line
Independent verification of the adequacy and effectiveness of the internal risk and

control management systems provided by the Audit, Risk and Compliance
Committee. Supported by the Group Internal Audit function.

providing an effective structure to ensure we can deliver what we set out to achieve.




Risk Assessment

| Risk taxonomy, identification and reporting driven by the Group's Risk Strategy statement.
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Risks monitored, reviewed
and assessed

Risk Assessment

Management of risk and capital across the Group is undertaken to ensure delivery of
strategic objectives.

e N pn f ey
u':) o o E——
- g ) ) [

st st ) i soneue
ek g | ) e

= e
- e

Risk Assessment

Risks to the Group’s franchise and long term strategy are actively monitored, manaeg and
disclosed.

+  Economic and market conditions

Key External Risks Identified
and Disclosed

Changing demographics

+  Government legislation and regulatory environment (RDR, SlI,
Personal Accounts

The Group has defined a clear and simple process for identifying and
managing emerging risks. The process provides for:

5 « The identification of emerging financial and non-financial risks
Internal and External Emerging
risk identification and + The creation of action plans and identification of early warning indicators

management process « The effective management of emerging risks by the appropriate risk
committee, and

« The passage of any risks identified into ‘business as usual’ processes where
appropriate.




Risk Response
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Purpose / Objective

Risk Targeted

Hedging of equity risks associated with “high guarantee” UWP

business.

Asset Liability Matching in annuity portfolio

Market (Equity)

Fixed Interest

Reinsurance of £6.7bn of annuity liabilities. Longevity
Management of SL Bank’s funding requirements Liquidity
Restructuring of Global Liquidity Funds Liquidity

Restructuring of cash funds

Operational /

Reputational
Sale of Standard Life Bank to Barclays Liquidity
Operational Risk and Control Initiatives Operational

Governance of risk from investor’s point of view

Systematic risk: assets

« correlation with financial markets

« impact on cost of capital

Systematic risk: liabilities

« correlation with financial markets

« replicating portfolio

Large parameter / trend risks

« hedged or unhedged

+ mean-variance risk -versus- tail risk

Economic Capital adequacy ratio

« buffer capital
« protect franchise value -vs- dilute ROE

Franchise value risks

« correlation with macroeconomics

« frictional costs dilute ROE

Model risk: future “unknowns”

+ management judgements

« big part of recent financial crisis

Agency risk

« behaviour of management

« remuneration policy

Risk Assessment Revisited

Some risk information provided either formally or informally on IFRS, IGD

and EEV bases:
* Interest Rates
« Equity and Property
 Credit
* Longevity
« Other Mortality
* Lapses
* Risk Discount Rates

Well trodden issues remain relevant:
+ Unclear calibration;

« Principles and regulation based, not management's view?

« Lack of allowance for interactions, second order and tail effects;
+ Limited data on correlations (either quantitative or qualitative);

+ Lack of focus on cash and timing of emergence of cashflows.

Will (or should?) these problems be solved by Solvency Il, MCEV?




