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Today
Who we are

Introduction

= Kartina Tahir Thomson
= Experience:
= DFA/RBC/Pricing/Programme Optimisation

= Consultant for a range of clients — from Governmental organisations,
multinationals (including some of the largest) to middle-market corporations
and local governmental bodies

= |nsurance/ Oil and Gas/ Pharmaceutical/ Mining/ Healthcare/ Technology/
Construction

= Cherry Chan

= Experience:
= Reserving/Pricing/Programme Optimisation

= Consultant for a range of clients — from Governmental organisations,
multinationals (including some of the largest) to middle-market corporations
and local governmental bodies

= |nsurance/ Oil and Gas/ Pharmaceutical/ Mining/ Healthcare/ Technology/
Construction
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Today
Timing and Rules

Introduction

= Schedule
= |ntroduction of concepts — 10 mins
= Evaluation and quantitative approaches — 20 mins

= Survey — 20 mins
= Question and answers — 10 mins

= House rules!
= Please feel free to ask questions during the presentation - there
IS no such thing as a stupid question

= Warning - This is an interactive session - be prepared to be
asked for an opinion and to contribute!
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Today
Getting to know you...

What is your employment type? VOTE

Insurance Company
Reinsurance Company
Consulting Firm
Lloyds/London Market
Broking Firm

Public Service
Education

Other
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Today
Getting to know you...

What is your functional role? VOTE

Reserving

Pricing

Capital Management
Risk Management
Finance

Other
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Today
Getting to know you...

Do you know what is the level of risk tolerance of VOTE
your organisation?

1. Yes and | know how it was set
2. Yes but | do not know how it

was set

3. Noidea!

4. No even sure what risk
tolerance is!
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Today
Getting to know you...

Is Risk Tolerance relevant to your work?  VOTE

1. Yes —directly
2. Yes —indirectly
3. No

4. Not sure
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Today
Getting to know you...

Introduction

Are you involved in setting the Risk Tolerance?  VOTE

Yes — directly involved
Yes — indirectly involved
No involvement

Not sure

=
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Increasing the Relevance of Risk Tolerance to Organisations
Today
Getting to know you...

Introduction

Who sets the risk tolerance in your organisation? VOTE

CEO

CRO/Risk managers
CFO

Board of Directors
Actuary

Other
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Introduction

Introduction

= A rough guide to Risk Tolerance:

* What does it mean to organisations, investor analysts and other
interested parties?

* How is it used by different parties?

 How can we bridge the gap between its relevance to organisations
and investor analysts?

« How can we make Risk Tolerance relevant and robust without the
complicated (and expensive) RBC/DFA models?

What is the future for Risk Tolerance?
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2. Background on our research
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Background

Background

* Risk Tolerance Study

= Establish a more sophisticated measure to significantly add
value to organisations

= This paper looks at the inherent strengths and weaknesses of each
approach and makes comments on the potential improvements that
may be made for the understanding of risk, risk appetite and risk
tolerance.

The Actuarial Profession
making financial sensa of the future



Increasing the Relevance of Risk Tolerance to Organisations
Today
Section

Definition

3. Definition of Risk Tolerance
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Today
Definition of Risk Tolerance

Which of these definition of risk tolerance do you agree with the VOTE
most?

Definition

1. Acceptable level of variation based on
a set of stated objectives.

2. An acceptable amount of financial
impairment that can be retained without
a material impact on the business .

3. Financial ability to pay for losses as a
result of risk related events.

4. The amount that an organisation is
willing to retain.

5. The amount of ‘free resources’
available to an organisation.

6. I'm not sure
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Increasing the Relevance of Risk Tolerance to Organisations

Today
Definition

Risk tolerance can be defined as:

* “The financial ability to pay for losses as a result of risk related
events.”

« Alternatively, this can be viewed as an acceptable amount of financial
impairment that can be retained without a material impact on the
business.

= Risk retention is commonly referred to, but not exclusively, as ‘risk
tolerance’ meaning how much a company can financially retain as
opposed to ‘risk appetite’ which is how much risk a company is

willing to retain.
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with Risk

TO d ay Appetite
Section

4. Relationship with Risk Appetite
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with Risk

TO d ay Appetite
Relationship with Risk Appetite

- : . VOTE
In your opinion, does risk tolerance and risk
appetite has the same meaning?
1. Yes
2. No
3. Sometimes
4. Not sure

0
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with Risk

TO d ay Appetite
What is the link between Risk Tolerance and Risk Appetite?

Both risk appetite and risk tolerance set boundaries of how much
risk an entity is prepared to accept.

“Risk Appetite is the amount of risk an entity is willing to accept in
pursuit of value” — COSO (a high level statement)

“Risk tolerances set the acceptable level of variation around
objectives.” - COSO (a narrower definition)
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Today Definition

Definition of Risk Tolerance

= What is the strategic objective?

= What are the financial milestones in each future year to achieve this
objective?

= \What are the financial KPIs?

= How are these objectives apportioned by department / subsidiary?
= How are they linked?

= How do the finance, investment and economics departments assess
financial strength of the organization?

= \What financial metrics are considered?

= How consistent are these metrics between departments (and between
investments)?

= How consistent are these metrics for strategic objectives versus
non-strategic objectives?

= What is the tolerance of the organization?
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with Risk

TO d ay Appetite
Relationship with Risk Appetite

Risk Bearing R Risk Strategic Business
Capacity ] Appetite Obj ectives Strategy

A

A 4

Ensure

Compliance Execution

v
Risk
Tolerance

T

A\ 4

A

A
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with Risk

TO d ay Appetite
Relationship with Risk Appetite

Risk Bearing Capacity
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with Risk

TO d ay Appetite
Relationship with Risk Appetite

How would you view the relationship between risk VOTE

appetite and risk tolerance?

1.  Risk appetite always exceed risk
tolerance

2. Risk appetite sometimes exceed
risk tolerance

3. Risk appetite never exceed risk
tolerance

4. Risk appetite is the same as risk
tolerance

5.  None of the above
6. All of the above
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with Risk

TO d ay Appetite
Relationship with Risk Appetite

Potential hed Materiality Threshold
material <
events Amber N
N
Potential
Blue 4 appetite
range
Green J

Risk tolerance can be viewed as an acceptable amount of financial
impairment that can be retained without a material impact on the business.
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Materiality

TO d ay Approach
Section

5. Materiality Approach
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Materiality
TO d ay Approach
Concept
( Lok, JUST BECAUE WE MEDE o0 RISK MINRER 1T
| DOBTMIT MR WL HAE To TELL US ART ALL THE RISKS)
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TO d ay Approach

Concept
Financial Strength
Reasonably tolerate Threshold

Risk Profile * Affordability

Financial Planning

Materiality
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Today
Concept

What constitutes a ‘big’ or ‘significant risk to a Potentially
given organisation? material<

Events
Q1: What is big for:
= QOrganisation A with £10bn turnover?
= Company B with £10bn profit?
Q2: How is size determined?
= Risk tolerance / risk appetite

= Key financial indicators / Key performance
indicators

= Examples:

+ EBITDA, Revenue, Earnings Per Share,
Cashflow, Headroom for financial
covenants, Asset value

*  Others: Gut feel, risk averse / risk
seeking, credit rating, regulatory
requirements

As financials are expected to change — definition
of ‘big’ is expected to change over time too!

Materiality

Approach

RED Materiality Threshold

AMBER

BLUE

GREEN

“Rules of Thumb”

Low Variance High Variance

Working Capital 1.0% 3.0%

Pre-Tax Earnings 1.0% 3.0%

Cash Flow 5.0% 10.0%

Earnings per share

Specific 1

I
I
I
3.0% | 5.0%
I
I

Specific 2

Note: Figures lllustrative
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Materiality

Today Approach
Decision Making Tool

. . . . VOTE
In your opinion, what is a potential material event?

M&A activities

Change of senior management
Change in strategy

Material change in share price
Dividend cut

Share split

Profit warning

All of the above

Other
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TO d ay Approach

Materiality Concept

Materiality

What is the acceptable level of frequency forVoTe
breaching the materiality threshold?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)
5% (1 in 20 year event)
10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© 0N Ok WDN =
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Materiality

TO d ay Approach

Materiality Concept

What is the key determinant of this VOTE
threshold frequency?

1.
2.

0

N o ok

CEOQ tenure
Regulatory requirement

Credit rating agency
requirement

Investor’'s expectation
Short term business plan
Long term strategic plan
Not sure
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Today

Materiality Research to Date

Source of Information

Stock Exchange (NYSE,
LSE, Japan Singapore)

Analysts (S&P, Moody’s)

Management (CEO,
CFO, CRO)

Investor Relations

Auditors

Rules and guidelines regarding
materiality reporting.

Appreciating material events and
how they affect financial strength of
an organisation.

Determination of threshold of
material events.

Best practice (if no rules set) on
reporting material events.

Understanding relevant KPlIs and
effect of materiality to the key
industry measures.

Materiality
Approach

Key Outcome

Good indicative starting point for
risk tolerance measure.

Key stakeholders are moving away
from materiality approach to a more
risk-based approach.

Favouring bottom-up approach as
opposed to top-down.

Best practice (if no rules set) on
reporting material events.

Understanding relevant KPIs and
effect of materiality to the key
industry measures.
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Today
Methodology

Definition

“the financial ability to
pay for own losses
from available

liquid funds as a
result of risk related
events”

OR

“an acceptable
amount of financial
impairment that can
be retained without a
material impact on the
organization”

Approaches

Benchmarks

Covenants / KPI's

Credit Rating

“Gut Feel’

Rules of Thumb

Materiality
Approach

Purpose

e Maximise (but not
over use) the
organization’s
financial strength

e Link risk transfer into
the financial
structure of the
organization

e To prioritise risk
treatment

e To create risk
assessment scales
and risk based
authority levels

e Help optimise
insurance purchase
or allocation
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TO d ay Approach
Materiality Approach

‘Rules of Thumb'’ Key performance indicators / covenants

A maximum materiality threshold can be
established by calculating the maximum
amount that can be ‘exposed’ without
breaching a stated Key Performance Indicator
or Covenant. This is known as a ‘headroom’
calculation. These KPI's will be established
from discussions with key personnel of the
organisation.

Credit rating approach ‘Management judgement’ approach

Management making an informed decision
based upon analysis including allowable
variances in key operating ratios, corporate
attitude to risk or simply ‘gut-feel’. In the final
analysis most risk tolerance decisions are
based on some degree of analysis but subject
to a sense of judgement by senior
management. Typically this is gauged by
speaking to senior managers.

Materiality

Based upon ‘industry accepted’ variances as
applied to the company’s financials,
representing minimal variances from
expected performance. Deviations greater
than the stated variance are considered to
have an impact on investment community
opinion.

Establishing a company’s willingness to be
subject to a credit downgrade. Rating
methodologies tied to the company’s own
financial situation are used to highlight the
level at which key ratios would be allowed to
fall before there would be a risk of credit
downgrading.
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Materiality Approach

Benchmark

Description:

A generic materiality approach taking
into account market views and those
of different stakeholders.

It combines the techniques described
in the previous page.

E.g. Analysts generally considers a
3% to 5% EPS to be material.

This approach gives a broad
indication of a corporation’s tolerance
to risk.

Based on:
*Market approach

*Financial approach

Industry Specific

Process:

» Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability

« Estimate the capacity that could be
reserved for retaining risk without
significantly impacting performance.

» Estimate the headroom amount
before a key performance
indicator/covenant is breached.

» Compare the impact of variances in
risk tolerance on different financial
ratios and business specific
performance indicators.

Materiality
Approach

Company Risk Profile

Rationale:

Interested parties include CEO, CFO,
COO, Senior Finance Executives,
Legal Counsel, Risk Management.

High level indication only.
Drivers for this approach:

» Customer pressure;

Regulatory / Compliance
concerns;

Board of Directors requests;

Financial reporting process
concerns;

Key stakeholder pressure;

Changes to the business model.
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Today
Materiality Approach

Benchmark

Description:

A more specific approach building
from the benchmark methodology.

This approach concentrates on
industry-specific KPIs. It also looks at
differing variation in tolerance by
different industries.

E.g. Insurance industry concentrates
on economic capital whilst
manufacturing industry puts more
weight on cash flow.

This method implicitly takes into
account the generic industry risk
profile.

It incorporates the volatility of
performance of an industry relative to
the market.

Industry Specific

Process:

» Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability for
each industry.

* Understand industry-specific beta
and how this translate to the
corporation’s tolerance to risk.

* Industry-specific beta reflects the
volatility of a given industry. This
reflects the inherent variability in
performance and hence general risk
profile.

Materiality
Approach

Company Risk Profile

Rationale:
Interested parties include CEO, CFO,
COO, Risk Management

A more specific technique that
incorporates an industry’s inherent
volatility in the consideration of risk
tolerance.

Buyers typically cite the following
reasons for investment:

* Customer pressure associated
with a specific issue

» Specific regulatory / compliance
concerns

» Board of Directors requests

* Disclosure of specific issues in the
financial reporting process

» Key stakeholder pressure

+ Changes to the business model
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Materiality Approach

Benchmark

Description:

A company-specific materiality
approach building from the
benchmark methodology.

This approach concentrates on
company-specific KPIs. It also looks
at differing variation in tolerance within
the industry.

This method implicitly takes into
account the company risk profile.

It incorporates the volatility of
performance of the company relative
to the market.

Industry Specific

Process:

» Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability for the
corporation.

» Understand company-specific beta
and how this translate to the
corporation’s tolerance to risk. If the
company is unlisted, use industry-
specific beta.

» Company-specific beta reflects the
volatility of the corporation relative to
the market performance. This
reflects the inherent variability in
performance and hence general risk
profile of the company.

Materiality
Approach

Company Risk Profile

Rationale:
Interested parties include CEO, CFO,
COO, Risk Management

A more specific technique that
incorporates a corporation’s inherent
volatility as reflected in its relative
performance in the market in the
consideration of risk tolerance.

Buyers typically cite the following
reasons for investment:

* Customer pressure associated
with a specific issue

» Specific regulatory / compliance
concerns

» Board of Directors requests

* Disclosure of specific issues in the
financial reporting process

» Key stakeholder pressure

» Changes to the business model
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Risk Based

6. Risk Based Approach
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Risk Based Approach

Risk Based

A | Brand |
Catastrophic B | Budgeting and forecasting |
Risk - High Risk - High a Risk — Very high S | Business portfolio |
. D | Change readiness |
AC R ..

Major ‘ L E | Communications |
. ! F F | Competencies/skills |

Risk — Moderate | Risk — Mqderat Risk - High _
to High to High G | _Competior |
Moderate H | Customer needs |
E | | Efficiency |
J | Hiring/retention |

Mi Risk — Low Risk — Low to Risk — Low to
Inor Moderate Moderate K | Investment evaluation |
L | Product life cycle |
Insignificant

Q | Partnering |
Remote Unlikely Medium Likely Expected R | - |
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Risk Based Approach

B|oje|alR]

Firm infrastructure

F
J Human resource management
Support

activities Technology development

L

M

Procurement
Inbound Operations | Outbound | Marketing Service [ &
logistics Logistics and Sales {Qi’
s

Primary activities
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Supply Chain
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ﬂ Business portfolio
ﬂ Change readiness
ﬂ Communications
ﬂ Competencies/skills
ﬂ Competitor

ﬂ Customer needs
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ﬂ Investment evaluation
ﬂ Product ife cycle

ﬂ Partnering
ﬂ Strategy implementation

Risk Based

Approach
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Quantification of Top Risks

Increasing the Relevance of Risk Tolerance to Organisations
TO d ay Approach
Risk Based Approach

Risk Based

Fishbone diagram

In depth discussions for each risk to be quantified to give
understanding on:

=  Clarity around the risk (causes and end results);
= Financial impact;
= Likelihood of occurrence in any one year.
For each risk:
- Quantify cost of each risk; ®
- Understand cost of putting in place management strategies.......

Co-dependencies between risk factors are taken into
consideration when analysing each risk in isolation. oo sssion | (G
Relate risk costs in financial terms and/or key metrics or e
covenants that enables the corporation to put risks in the D) :

Context Of practlcal termS. scloe Brand recogiton Public Reputation Lost Business

Frequency of backup

ost productivity

Total Cost of Risks

Aggregate or amalgamate all the key risks quantified in the Operational Decisions O Intermediate causal variables Output Distributions

risk quantification process to obtain the total risk value. Note: Diagram is for illustrative purposes

Co-dependencies between risks and consequential _ only. The above is constructed at each
correlation between various risks are taken into account given  review.
any similarities in root causes.
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Risk Based Approach

Individual Risk Model

Modelled Earthquake Epicentre —
Based on seismic models

0w
ras———y

Analysis of asset damage assuming
current RM - determine PD exceedence models

Insurance Exposure

- Vunrabitty azard

Supply Chain

Linkage to operations

Uncertainty
Individual Risk

Nodes of supply chain

Analysis of damage to supply chain —

>Z>Z>

Percentage impairment to critical traffic “nodes”

Supplier 1 Supplier 2 Supplier 3
— Capacity X, | |~ Capacity X, | | = Capacity X,

Port— Airfreight —
Capacity P Capacity AF

Rail — Road —
Capacity R Capacity R

/ Factory —
Capacity F
Capacity R Capacity R,
Port — Airfreight —
Capacity P Capacity AF

Customer 3
— Demand Y,

Customer 2
— Demand Y.

Customer 1
—Demand Y,

Example network model — Current usage is expected
to be less than Capacity

=)

Approach

Aggregated
Model

Integrated Risk
Modelling
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Risk Based Approach

High Level

Description:

A company-specific measure of
tolerance to risk. Understanding the
volatility in key measures that are
representative of the financial strength
of the company.

E.g. Earnings, Capital, Cash flow.

This takes into account the variability
in performance to understand the
range of uncertainty in performance
measure.

This method assumes that historic
risk profile and financial performance
is a reasonable indication of the
future.

Industry Risk Profile

Process:

» Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability.

« Estimate performance volatility and
distribution of financial indicator by
comparing actual versus expected.

* Transpose materiality threshold onto
the curve/distribution and
understand the corresponding
probability of occurrence.

» Compare the organisation’s
‘acceptable’ materiality breach to the
threshold above.

* Ascertain additional risk tolerance
based on the range of performance.

Risk Based

Approach

Company Risk Profile

Rationale:

Interested parties include CEO, CFO,
COO, Senior Finance Executives,
Legal Counsel, Risk Management.

High level indication only.

Drivers for this approach:

Customer pressure;

Regulatory / Compliance
concerns;

Board of Directors requests;

Financial reporting process
concerns;

Key stakeholder pressure;

Changes to the business model.
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Risk Based Approach

High Level

Description:

A company-specific measure of
tolerance to risk. Understanding the
volatility in key measures that are
representative of the financial strength
of the company.

E.g. Earnings, Capital, Cash flow.

This takes into account the variability
in performance to understand the
range of uncertainty in performance
measure.

This method takes into account the
generic risk profile of an industry and
assumes that the company risk profile
is consistent with that of the
industry’s.

Industry Risk Profile

Process:

« Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability.

* Estimate performance volatility and
distribution of financial indicator by
understanding how the significant
risks of the industry affect the
organisation’s financial performance.

* Transpose materiality threshold onto
the curve/distribution and
understand the corresponding
probability of occurrence.

» Compare the organisation’s
‘acceptable’ materiality breach to the
threshold above.

» Ascertain additional risk tolerance
based on the range of performance.

Risk Based

Approach

Company Risk Profile

Rationale:

Interested parties include CEO, CFO,
COO, Senior Finance Executives,
Legal Counsel, Risk Management.

A more specific technique that
incorporates an industry’s inherent
volatility in the consideration of risk
tolerance.

Drivers for this approach:

Customer pressure;

Regulatory / Compliance
concerns;

Board of Directors requests;

Financial reporting process
concerns;

Key stakeholder pressure;

Changes to the business model.
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Risk Based Approach

High Level

Description:

A company-specific measure of
tolerance to risk. Understanding the
volatility in key measures that are
representative of the financial strength
of the company.

E.g. Earnings, Capital, Cash flow.

This takes into account the variability
in performance to understand the
range of uncertainty in performance
measure.

This method takes into account the
company’s risk profile.

Industry Risk Profile

Process:

« Examine financial indicators that can
include EPS, Working Capital, Cash
flow, Capital and Profitability.

* Estimate performance volatility and
distribution of financial indicator by
understanding how the significant
risks of the company affect the
organisation’s financial performance.

* Transpose materiality threshold onto
the curve/distribution and
understand the corresponding
probability of occurrence.

» Compare the organisation’s
‘acceptable’ materiality breach to the
threshold above.

» Ascertain additional risk tolerance
based on the range of performance.

Risk Based

Approach

Company Risk Profile

Rationale:

Interested parties include CEO, CFO,
COO, Senior Finance Executives,
Legal Counsel, Risk Management.

A more specific technique that
incorporates a corporation’s volatility
by taking into account its risk profile in
the consideration of risk tolerance.

Drivers for this approach:

Customer pressure;

Regulatory / Compliance
concerns;

Board of Directors requests;

Financial reporting process
concerns;

Key stakeholder pressure;

Changes to the business model.
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/. Uses and Benefits
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Uses e}nd
TO d ay Benefits
Uses
Decision Making Tool

Probability

Expected

For individual risks:
P( Cost of risk > T1) = 5%

For aggregate risks:
P( Sum of cost of risks > T 1) = 10% |

Where:

cost of risk = Risk(s) to earnings.

Loss distribution = loss distribution of
earnings based on the aggregate risk profile
of the company

O out of office

Takeover

Capital wiped out
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Decision Making Tool

VOTE

What is the acceptable frequency of profit warning?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)
5% (1 in 20 year event)
10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© XN Ok~
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Today
Decision Making Tool

VOTE

What is the acceptable frequency of dividend cut?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)
5% (1 in 20 year event)
10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© XN Ok~
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Today
Decision Making Tool

OTE

Vv
What is the acceptable frequency of CEO out of office?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)
5% (1 in 20 year event)
10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© XN Ok~
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Today
Decision Making Tool

VOTE

What is the acceptable frequency of takeover?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)
5% (1 in 20 year event)
10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© XN Ok~
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Today
Decision Making Tool

VOTE

What is the acceptable frequency of bankruptcy?

Less than 0.1%

0.1% (1 in 1000 year event)
0.5% (1 in 200 year event)
1% (1 in 100 year event)

% (1 in 20 year event)

10% (1 in 10 year event)
20% (1 in 5 year event)
More than 20%

Not sure

© XN Ok~
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Risk Bearing Capacity

(RBC) Risk Matrix

4 | IMPACT

LIKELIHOOD
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Quality of Risk M t Uses and
uality or RIS anagemen Benefits
TO d ay Qualitati (demonstrated)
. ————> ualitative
Beneflts Risk Management Strategy
_________________ Improved
: credit rating
i 7y Quantitative Future cash flow
! Survey Evidence (Mercer,
: Crisis . Marsh and Ernst & Young)
Management
A 4
Reduced
> earnings
St volatilit |
Effective Risk I y o Higher ROE |- %
Management
Downside 9 Lower '
» expected risk
v cost v
Lower discount Higher
rate on Future »  Company
Cash Flows Valuation

A two year study of 1,000 UK companies over a 33-year period shows that the difference between the top and bottom quintiles of
profit stability is a 25% to 30% share price premium for the most stable quintile.
Accountancy Age March 2006
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Uses and

TO d ay Benefits

Benefits

Accurately calculating Risk Tolerance will provide the following benefits:

in depth and financial understanding of the structure of risks;

relate to financial terms — cost of capital, free reserves, profitability;

understanding on dependencies between risk factors and correlation of risks;
quantification of the uncertainty of risks to understand the extreme impact of risks;

competitive advantage via understanding of business critical risks, their relationships,
concentrations and correlations;

ability to exploit new risk data, greatly contributing to strategic decision-making;

identify, quantify and prioritise the ‘significant’ business risk exposures facing the
organisation — a major item in corporate governance and best practice;

evaluate the adequacy and effectiveness of controls currently in place;
increase the level of risk awareness throughout the organisation; and

identification of appropriate risk solutions.
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8. Survey and Discussion
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Today
Survey

VOTE

Which method would you consider as appropriate in
determining the risk tolerance?

Rules of Thumb
KPls/Covenants

Credit Rating approach
Management judgement
DFA model

Other

2B o
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Today
Survey

Which KPI is suitable to determine the risk “°'5
tolerance?

Revenue
Operating Profit
Total Assets
Cashflow

Earnings per Share
EBITDA

Other

Not sure

® N oA N
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9. Summary and Next Steps
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Increasing the Relevance of Risk Tolerance to Organisations

Today
Summary

Risk tolerance is not a subset of risk appetite

Many factors should be considered when setting RT
Materiality approaches - Top down

Risk Based approaches — Bottom up

A decision making tool

Act as the basic analysis required to enhance value of
the company
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Today
Next Steps

Next Steps

= Further Market Research:
= Discussions with other stakeholders
= Translating listed organisations’ metrics to non-listed
organisations
= Refine and test our approaches with real data

= Ensure consistency between materiality and risk-based
approaches

= Encourage more actuaries to involve in understanding
the aggregate risks of their company
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Summary and

TO d ay Next Steps

Questions anyone?
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