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Agenda

Introduction: Regulatory context
The journey ahead

Workshop 1 - The current state: Questions for the Board and senior
management (discussion and presentation back to the group)

Workshop 2 - Milestones and building blocks (case study, discussion
and presentation back to the group)

Conclusion and wrap-up
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Operational risk Operational Operational risk requirement
identification risk modelling estimation

Operational m)

ICAS experience to date

Most firms have responded well

Ongoing work required due to a lack of data for some aspects:
~ Operational risk

— Aggregation / correlation

- Stressed conditions

Risk and capital linkages not yet fully integrated

Evolution: FSA processes developing as they gain experience

Policy intent of ICA

For firms to hold capital more appropriate to their business and control
risks (99.5% confidence level or equivalent)

Emphasis on provision of better risk management rather than perfection
in mathematical modelling

To emphasise senior management responsibility

To enhance consumer protection and market confidence by reducing the
risk of financial failure
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The vision

Old world Risk based Maximum immediate benefit | Integrated
i regulatory capital | regulatory capital econo
capital

framework

Capital based | | Decision to Implementation | | Models to Use risk Fully integrated
on high-level implement of internal quantify risk, as | | quantification in
parameters internal technical abasis for capital:
technical models (not regulatory
measures for always across | | capital
capital all risk groups) o For business through risk
planning and capital
o Risk driver for
key decisions.

Questions for Boards and seniorin__’__w
prior to the journey ahead ~ —

Strategic plan

Organisational
structure and
governance

Risk assessment
and management

Risk-based
capital
management

Systems and
processes

Reporting:
internal and
external

Training and
competence
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Questions for Boards and senior m

prior to the journey ahead - — ﬁ

Strategic plan Is the strategic plan linked to risk and capital management? At what level: central and BU level?

Organisational Is there visible management buy-in? Are the Board fully aware of the business impacts?
structure and Does the reporting structure support implementation and the required changes?
governance Is the impact on and

Have the risk categories and their potential impacts been identified and fully understood?
Has the interaction between risk categories been understood and dealt with?
Have data sources been identified? Are there issues around data availability and integrity?

Risk assessment
and management

Risk-based
capital
management

What are the priorities for risk-based capital management development?
For what purpose is the capital allocation process used? Compensation, pricing, reporting, etc?

What are the processes to test and monitor the design and effectiveness of systems and controls?
Are these processes documented?
Has the link to other projects (SOX, IFRS, etc.) been established?

Systems and
processes

n v Is risk-based capital management leveraged for external communication purposes with the relevant
eport o stakeholders?

Are management reports based on risk metrics related to risk-based capital modelling or on
external gemen

historical financial data?

Training and Do the resources available have the necessary skills and experience?
competence Is there an appropriate training programme tailored for all levels across the organisation?
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Steps to take regulatory capital m.odd—m
|




op 2 - Milestones
s along the journey

Case study, di: ion and prég'ntation back to tl
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The vision

Old world Risk based Maximum immediate benefit
regulatory capital regulatory capital
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Integrated
economic capital
framework




e Model validation {® Model

e Action plan for

improvement
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o Independent post
implementation review

@ Action plan for
improvement

® FSA readiness
preparation

® Model validation

® Peer review
comparison

e Risk culture

e Risk-adjusted

weaknesses o Governance return on capital
e Organisation e Pricing
structure
e Processes and
systems
onag e |0 > O _ne-Aew
e reqg alo aplla N

® Model weaknesses
(op risk, correlations,
reserving)

e Data collection and
integrity

® Use of external data
(e.g. ABI)

o Efficiency of process

o Better links to
business processes
(e.g. underwriting)

® Un-modelled risks

e Communicate to wider
business

® Governance

© Monitor performance
of model and change
as required

® Data flows

o IT processes

o Links to other projects

o Portfolio optimisation

e Investment strategy
and portfolio

 Discontinuance
options

 Reserving strategy

® Hedging and
mitigation options,
including reinsurance
strate

e Systems and controls




The vision?

Capital based | | Decision to Implementation | | Models to Use risk
on high-level
parameters.

Fully integrated
quantification in | |economic

all risk groups) © For business through risk
planning and capital
o Risk driver for
key decisions.

The information contained herein is of a general nature and is not intended to address the
circumstances of any particular individual or entity. Although we endeavour to provide accurate and
timely information, there can be no guarantee that such information is accurate as of the date it is
received or that it will continue to be accurate in the future. No one should act on such information
without appropriate professional advice after a thorough examination of the particular situation




