


About Tillinghast - Towers Perrin

illinghast — Towers Perrin provides management consulting to financial services companies

worldwide. Our clients include banks, investment managers, securities firms and insurance
companies. In addition, our risk management practice consults to a wide range of companies
beyond the financial services industry. And our health sector practice consults to organizations
that finance and manage health care risks. Our consultants help clients improve business perfor-
mance through quantitative analysis, insight and execution. We work with clients to develop

strategies that are tailored to their needs.

Tillinghast — Towers Perrin helps financial services companies improve performance in these areas:

® Risk management ® Shareholder value management
® Market analysis and positioning ® Distribution
B Mergers, acquisitions and restructuring ® Organizational effectiveness.

® Customer value management

Towers Perrin Reinsurance provides reinsurance intermediary services and consulting expertise

that focus on the creative blending of traditional and nontraditional risk transfer vehicles.

Tillinghast — Towers Perrin and Towers Perrin Reinsurance are part of Towers Perrin, one of the
world’s largest independent consulting firms, with over 8,000 employees in more than 20 coun-
tries. Towers Perrin helps organizations improve business performance through people, advising
them on human resource management, employee benefits, compensation, communication, strat-

egy and organizational effectiveness.
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Introduction

n late 1999, Tillinghast — Towers Perrin
I conducted a benchmarking survey of insur-
ance industry chief financial officers, chief
actuaries and chief risk officers. The goal of
the survey was to document the approach and
status of activity regarding enterprise risk man-
agement* among the industry’s leading orga-
nizations. We believe this report is a valuable
source of information on the industry’s risk
management practices, management’s view of
the applicability of enterprise risk management
to their key business issues, and the level of
satisfaction with current tools and techniques.

To discuss risk management issues in greater
depth, senior consultants from Tillinghast —
Towers Perrin conducted individual discus-
sions with executives in several companies.
Insights gained from these discussions are
incorporated into the survey report.

The survey report is organized into an execu-
tive summary, an analysis of survey findings
and a discussion of the implications of survey
results. In general, the survey results are pre-
sented for all respondents. However, in some
cases, they are broken down by ownership of
the company (stock versus non-stock), type of
company (life versus property/casualty) and

base of operations (North American versus

non-North American) when those results devi-
ate significantly from the composite data.

TU discuss risk management issues in greater depth, Senior consultants
from Tillinghast — Towers Perrin conducted individual discussions with
Bxecutives in several companies.

A profile of responding companies is found in

The survey findings are based on confidential
responses Tillinghast — Towers Perrin received
from 66 insurance executives in major markets
worldwide. The respondent companies have
direct written premiums ranging from less
than $25 million to well over $10 billion.
Approximately 60 percent of respondents are
headquartered in North America; companies
based in the United Kingdom, continental
Europe and Asia represent the balance. Nearly
half of the respondents are stock companies,
while 34 percent are mutuals.

Appendix A. Appendix B contains a copy of
the survey questionnaire showing complete
results. Appendix C contains a summary of
Tillinghast — Towers Perrin’s consistency analysis.

Tillinghast — Towers Perrin also recently com-
pleted a survey of North American financial
services CEOs on the key strategic issues
facing the industry. A similar survey of life
insurance CEOs was conducted in Europe.
Where appropriate, we have included insights
from the results of these surveys as well.

*For purposes of the survey questionnaire, enterprise risk management was defined as a rigorous approach to assessing and
addressing risks from all sources (financial and operational) that threaten the achievement of the organization’s strategic
and financial objectives or represent an opportunity to exploit for competitive advantage. As a result of the survey responses
and our related one-on-one interviews, we have subsequently refined this definition, as detailed in Chapter 4 of this report.



Respondents expressed particular dissatisfac-
tion with respect to their ability to handle
operational risk. They expressed high levels of
dissatisfaction with respect to the following
operational risk sources: people/intellectual
capital, distribution channels, technology and
catastrophes. They also are not satistied with
their ability to measure or stochastically model
operational risk and include it in the determi-
nation of capital.

Developing a framework that includes
strategies to deal with both financial and
operational risks will be important to
companies’ future success.

To date, most companies have focused on
tinancial strategies to deal with financial risks.
They are relatively satisfied that they have
done a good job in this area. However, opera-

tional risks can have a significant negative
impact on the consistency of companies’ earn-
ings — consistency that investors, regulators
and rating agencies are demanding. Risk man-
agement tools and techniques are relatively
undeveloped in the area of operational risk.

What companies need is a more robust frame-
work that encompasses both financial and
operational risks, and includes both financial
and operational strategies for dealing with
them. ERM (as we define it in Chapter 4) can
be just the framework insurance executives are
looking for. It can help improve the consisten-
cy of earnings, thereby enabling companies to
maintain and enhance enterprise value, and
seize competitive advantage.



Exhibit 6
Most important risk sources
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gle executive officer — in most instances, the
CEO. At just over 20 percent of the compa-
nies, these activities are guided by a board
mandate. Stock companies are more likely
than non-stock companies to have these activi-
ties report through a single executive officer
41 percent versus 28 percent). Property/casu-
alty companies are nearly twice as likely as life
companies to coordinate through a single offi-

—~

cer (50 percent versus 29 percent). However,
life companies are much more likely than
property/casualty companies to have a board
mandate (29 percent versus 14 percent) or an
overarching framework (46 percent versus 27
percent). Finally, non-North American compa-
nies are much more likely to use board man-
dates and overarching frameworks than are
North American companies.

Although all of the executives surveyed said
that they believe it is important to integrate
risk into their company’s strategic, operational
and financial planning, only 83 percent report-
ed that their companies currently do this. Life
companies are more likely to do so than prop-
erty/casualty companies (90 percent versus 73
percent) and non-North American companies
are more likely to do so than North American
companies (93 percent versus 77 percent).
Respondents identified several barriers to inte-
gration (Exhibit 5, previous page), including
tools (selected by 50 percent), organizational
turt (47 percent), processes (41 percent) and
time (39 percent). North American companies
identified organizational turf as the biggest bar-
rier, followed by tools. Non-North American
companies reported that tools and processes
are the major barriers; turf was not identified
as an issue.

RISK TREATMENT

Risk sources. We asked respondents to rate
the importance of a number of different risk
sources and to tell us whether they are actively
managing that risk source (Exhibit 6). Execu-
tives assigned the highest importance ratings
to five risk sources (using a weighted average
score based on a five-point scale):

B Technology (4.27)

B Interest rate (4.08)

B Distribution channels (4.03)
B Reputation/Rating (4.00)

® Expenses (3.98).



Exhibit 7

Most important risk sources — by type of company, line of business

and base of operations*
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Many

Respondents are less concerned about risks
associated with currency and capital markets.

The importance of risk sources is fairly consis-
tent across categories of companies. Nearly all
categories agree on the top five risk sources,
with a few exceptions (Exhibit 7, previous
page). Non-stock companies included asset
market value risk among their top five risks,
rather than reputation/rating risk. Property/
casualty insurance companies included peo-
ple/intellectual capital risks among their top
five and did not include interest rate risk.
Finally, for non-North American companies,

executives are not satisfied with their ability to measure
operational risks.

three risk sources tied for the number five
position: reputation/rating, asset market value
and political/regulatory. Technology came in
first or tied for first place for all categories of
companies except one — North American com-
panies identified interest rate risks as their most
important risk source. Non-North American
companies rated distribution channel risk more
highly than any other category of companies; it
tied for first place.

In general, companies are managing the risk
sources that they believe are most important.
Over 80 percent are actively managing the top
five risk sources: technology; interest rate, dis-
tribution channels, reputation/rating and
expenses. This stands in contrast to those risk
sources identified as relatively unimportant
(e.g., currency and capital markets), where
only about 40 percent are actively managing
the risks. The one exception is property/casual-
ty companies. Even though property/casualty
companies identified people/intellectual capital

and distribution channels among their top five
risk sources, only about half are actively man-
aging people/intellectual capital risk, and just
over 60 percent are managing distribution
channel risk.

A variety of people/functions are responsible
for managing these risks. For technology risk,
most companies use their information technol-
ogy area to manage the risk. For interest rate
risk, companies are using finance, actuarial,
investment and treasury to manage the risk.
Distribution channel risk is probably the least
well defined. The CEQ, president, business
unit heads and marketing head were cited
most often as those managing this risk.
Expense risk is most often managed by the
CFO or by the finance area, and reputation/
rating risk is handled by the CEO, CFO or

finance area.

Satisfaction with tools/techniques/pro-
cesses used to actively manage risk. We
also asked respondents to indicate their level
of satisfaction with the tools, techniques and
processes they use to assess, mitigate and transfer
risk from various sources (Ex/ibit 8). Overall,
respondents are quite satisfied with their ability
to assess/measure traditional financial risks. In
fact, 75 percent or more are satisfied with their
ability to measure interest rate, credit, asset
market value, liquidity, reinvestment and liabil-
ity risks. However, many executives are not
satistied with their ability to measure opera-
tional risks. Nearly two-thirds aren’t satisfied
with their ability to measure people/intellectu-
al capital risks, even though they are ascribed a
fairly high importance (3.56 on a 5.00 scale).
Nearly 40 percent aren’t satistied with their
ability to measure risk associated with distribu-
tion channels, technology and catastrophes.
About one-third aren’t satisfied with their abil-
ity to measure product, political/regulatory or
reputation/rating risks. In general, stock com-
panies are less satistied across the board than



their non-stock counterparts. Property/casualty ~ In our one-on-one interviews, we found that
companies are somewhat less satisfied than many companies have not fully addressed
their life counterparts with respect to financial ~ operational risk:

risks (both asset and liability). Non-North
American companies are generally less satisfied
overall than North American companies.

“Our approach to ERM includes both prod-
uct/financial visks and operational, but we
haven’t yet come to tevms with how to model
and incorporate the operational visks.”

Exhibit 8
Satisfaction with tools/techniques/processes to assess, mitigate and transfer risk
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“Operational visks ave an important element
of our business, but we don’t feel that model-
ing them would add any value to our com-
pany since our company, move so than most
companies, is run by anecdote, not analysis.”

“Most of our activity has been focused on
identification of opevational visks. There has
not yet been much quantification of opera-
tional visk or how it flows through the busi-
ness and impacts the bottom line.”

“We do not curvently cover asset visk or
opevational visk, but we would like to do so
within the next two years.”

“We think it is important to establish eco-
nomic capital against operational visk, but
we do not have a clear vecipe for doing so.”

Satistaction levels for mitigation tollow the
same pattern as for assessment. However,
respondents expressed greater dissatisfaction
with the tools, techniques and processes they
use to mutigate risk than those they use to assess
risk. Except for credit and liquidity risks, less
than three-quarters of respondents are satis-
tied. For key operational risks, 40 percent or
more of respondents are dissatistied: people/
intellectual capital (67 percent), technology
(50 percent), distribution channels (47 per-
cent), catastrophe (45 percent), products (42
percent) and reputation/rating (40 percent).

Satistaction levels for retention/transfer of risk
follow the same patterns as those for assess-
ment and mitigation. However, satisfaction
levels are even lower. Except for interest rate,
currency, credit, reinvestment and liability risk,
less than two-thirds of respondents are satis-
tied. Respondents expressed the most dissatis-
faction with their ability to transfer people/
intellectual capital (72 percent dissatisfied),
expense (57 percent dissatisfied) and tech-
nology risk (52 percent dissatisfied).

In our recent survey of North American finan-
cial services CEOs, we found that most respon-

dents (59 percent) are only moderately satisfied
with their company’s ability to measure and
manage risk. Just over one-third are very satis-
tied, and 5 percent are dissatistied.

Interactions among risk sources. Only
about half of the respondents factor the inter-
actions among these risk sources (e.g., correla-
tions, natural hedges) into their assessment/
measurement, determination of diversification
benefit and mitigation/financing strategies or
tactics. When they are factored in, it is gener-
ally the obvious financial interactions:

B Interest rate

Liquidity
Asset market value
Credit

Liabilities.

Satisfaction with risk and capital manage-
ment. We asked respondents to indicate their
levels of satisfaction in a number of areas relat-
ed to risk and capital management (Ex/ibit 9).
Opverall, they are not particularly satisfied. We
calculated a weighted average satisfaction score
using a five-point scale. Only one item (asset/
liability management process) scored above 3.0,
which equates to a moderate level of satistac-
tion. Respondents are least satisfied with their:

B ability to include operational risk in the
determination of economic capital (1.24)

B capability to stochastically model important
operational risks (1.33) and financial risks
(2.03)

B ability to prioritize risks from disparate
sources using a common metric (1.41)

B ability to optimize business and risk man-
agement strategies in light of risk and
return requirements (1.91)

B capability to accurately model impact of
risks, and business and risk management
strategies, on financial results (1.95).



In addition, respondents are generally not sat-
istied that they have a coherent framework to
guide their risk and capital management activi-
ties, assigning it a rating of 2.11.

Insurance executives are most satistied with
their asset/liability management process
(3.18), their ability to assess the appropriate-
ness of target returns on investment (2.77)
and their use of risk transfer techniques
(2.73). Non-stock companies are generally
more satisfied than stock companies. Property/
casualty companies are generally less satisfied
than life companies.

Based on our recent survey of the North
American financial services industry, North
American CEOs are most satisfied with their
asset/liability management process and least sat-
istied with their ability to measure and monitor
economic as well as regulatory capital.

Next three tasks. We asked respondents to
tell us what the next three tasks are that they
will undertake with regard to their organiza-
tion’s ERM effort. About half plan to develop,
implement or assess an ERM process. About
70 percent of non-North American companies
plan to undertake this task. Just over 30 percent

Exhibit 9

Satisfaction with areas related to risk and capital management*

How satisfied are you...

1 2 3 4 5

o

1 2 3 4 5

1o

With your asset/liability management process?

With your ability to assess the appropriateness of your
target returns on investment?

With your use of risk transfer techniques?

That capital is appropriately deployed in those
businesses that provide value to your stakeholders?

With your ability to allocate capital by line of business?

With the effectiveness of your business and risk
management strategies to reduce risks and/or their
financial impact?

With your ability to measure and monitor economic as
well as regulatory capital?

With your ability to manage earnings volatility?

With your ability to properly assess both financial and
operational risks?

That you have a coherent framework to guide the above
activities?

With your ability to stochastically model the important
financial risks?

With your capability to accurately model the impact of
your risks, and your business and risk management
strategies, on your financial results?

With your ability to optimize your business and risk
management strategies in light of your risks and your
return requirements?

With your ability to prioritize risks from disparate sources
using a common metric?

With your ability to stochastically model the important
operational risks?

With your ability to include operational risk in your
determination of economic capital?

*Weighted average score based on a 1.00-to-5.00 scale, where 5.00 is high importance
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of respondents plan to develop tools to deter-
mine capital adequacy. Half of the property/
casualty companies plan to pursue this initia-
tive. Finally, just over 10 percent of the com-
panies surveyed — particularly non-stock
companies — plan to develop or evaluate
modeling capabilities.

i WE need to make ERM tangible by demonstrating that it contributes
in specific ways to the bottom line.”

In our discussions, we found that companies
have widely differing levels of sophistication
when it comes to risk management. Although
several indicated that they are making progress
in implementing risk management processes

“We have moved beyond visk adjusted veturn
on capital (RAROC). We are at the early
stayyes [of implementing ERM and capital
management|, but we have been helped
tremendously by moving from a P&L frame-
work to an economic framework. The chal-
lenge is how to embed this into the culture of
the ovganization and not simply have an
add-on layer or function.”

and structures, many continue to have concerns:

“Our redesigned internal control process is
Just window dressing for the Board and is
not o meaningfil part of the management
process.”

Al of our individual financial and opera-
tional visk categories ave being handled in
diffevent silos, but each is being handled very
well. Cross-silo integration of visk manaye-
ment hasw’t been important to our company
to date, but maybe it should be.”

“We need to make ERM tangible by demon-
strating that it contvibutes in specific ways to
the bottom line.”

It is clear from our discussions that enterprise
risk management is still a very new area for
most companies. Although a number of com-
panies have started to view risk in a more
holistic manner, they are not as far along in
implementing the tools and processes they
need to effectively manage risk. However,
since insurance companies are beginning to
view this as a priority, we are likely to see
some new initiatives over the next few years.



Strategic Implications

nsurers are operating in interesting times.

Many are overcapitalized, and most are suf-
tering low returns. Virtually all face narrowing
profit margins, a rapidly evolving competitive
landscape, globalization, consolidation, con-
vergence with the banking industry, and unprec-
edented changes in technology, distribution
systems and customer demands. The status
quo is no more. Uncertainty rules.

Yet investors, regulators and rating agencies
more than ever are demanding consistency of
results. There are examples of companies with
superior capital positions receiving lower rat-
ings due to inferior consistency of earnings.
Our own research indicates that earnings
consistency explains a substantial degree of
the market value premium investors assign to
individual companies, even after adjusting for
other value drivers such as earnings growth
and return on investment (see Appendix C).

Much of the uncertainty that wreaks havoc on
companies’ consistency arises from sources for
which there are relatively undeveloped risk
management tools and techniques — that is,
trom operational risks. In fact, most of the risk
management activity in the industry is focused
on financial strategies to deal with financial
risks. What our respondents are saying is that
they need a fuller framework that includes
both financial and operational strategies to
deal with both financial and operational risks.
The underlying purpose, of course, is to cre-
ate, enhance and maintain enterprise value.

In light of this, we believe a new definition

of, and statement of purpose for, ERM is
called for — one that is more specific to the
needs of the insurance industry, but that
retains the essence of the more generic defini-
tion contained in the survey questionnaire that

resonated so well with our respondents. We
propose the following:

Enterprise risk management optimizes
the dynamic relationship between risk
and value throughout an enterprise.

Specifically, it comprises the development,
implementation and monitoring of financial
and operational strategies that treat the
assessment, measurement, mitigation and
financing of financial and operational risks for
the purpose of increasing enterprise value.

Value creation is driven by:

® providing an appropriate level, structure and
allocation of capital

B growing earnings and increasing return on
capital

B improving consistency of earnings.

Financial risks are those relating to asset
and liability risks, such as investment,
currency, inflation, claim and expense.

Operational risks are those relating to
business and event risks, such as technology
failure, natural catastrophes and new
competition.

Financial strategies are those relating to
capital structure, asset allocation, product
mix, reinsurance, hedging and the like.

Operational strategies are those relating to
internal controls, hiring/training/incentive
plans, distribution system, culture change,
process reengineering and so forth.

This definition of ERM is reflected in the
Tillinghast—Towers Perrin service offering called
“RiskValueDynamics™,” the framework for
which is represented graphically on the next page.

In summary, insurance company executives are
constantly assessing the efficacy of their deci-
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The Tillinghast —Towers Perrin RiskValueDynamics™ framework
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sions regarding corporate strategies, business
tactics and operating processes. Change, and
the speed of change, in today’s competitive
environment increases the risks inherent in
those decisions. Properly designed and exe-
cuted, ERM can be the effective organizing
decision-making framework these executives
are looking for, as it:

B allows determination of the necessary capi-
tal level, deployment of unneeded capital
and improved return on capital

B permits the proper allocation of capital to
business segments, and supports perfor-
mance tracking of those segments

B assists the evaluation of alternative capital
structures that leverage returns

B provides a method for ensuring that enter-
prise owners receive proper compensation
for risks assumed

B promotes stabilization of earnings by identi-
tying and addressing those risks that create
the most volatility

B guides the development of an optimal risk
financing strategy

B provides better information, which increases
negotiating leverage with:
— reinsurers
— rating agencies
— capital markets
— industry analysts
— merger and acquisition targets.

We expect to see much more ERM activity in
these interesting times ahead.



Appendix A

PROFILE OF SURVEY RESPONDENTS

TYPE OF COMPANY

Nearly 70 insurance executives responded to
the survey. Stock companies (public and pri-
vate) make up nearly half of the sample. Mutual
companies account for 34 percent of respon-
dents. The remaining respondents (identified
as “other”) are mutual holding companies,
fraternals, foreign-owned or owned by a non-
insurance parent. A list of respondents who
granted us permission to identify them as par-
ticipants is available upon request.

MAJOR BUSINESSES

Over three-quarters of the responding compa-
nies have a significant presence in the life and
health insurance business. About 20 percent
have a significant presence in either personal
lines or commercial lines property/casualty
insurance. In addition, 36 percent are major
players in the mutual funds business.

SIZE OF COMPANY

Many of the companies responding to the
survey are among the largest in their respective
industries. We measured the size of the

responding companies by their total direct
written premiums for 1998. Nearly 20 percent
had premiums in excess of $5 billion at the
end of 1998. Just over 40 percent had premi-
ums between $1 billion and $5 billion. Less
than 10 percent had premiums of less than
$100 muillion.

BASE OF OPERATIONS

About 60 percent of respondents listed their
base of operations as North American. Nearly
20 percent listed their base of operations as in-
ternational. Just over 10 percent of respondents
said that their presence is limited to one country.

DISTRIBUTION SYSTEMS USED

Survey respondents use a variety of distribu-
tion systems. Independent agents/brokers are
the most widely used primary distribution sys-
tem, selected by 44 percent of respondents.
Nearly one-quarter of the respondents use
exclusive agents as their primary distribution
system. Independent agents/brokers and
employee agents/sales force are the two most
widely used secondary distribution systems.

Type of company

% of respondents indicating

Major businesses

% of respondents indicating

Size of company

% of respondents indicating

0% 20 40 60 80 100% o
T T T T 1 g0, 37
17% ° 18%
38% Life/Health insurance
15%
Mutual funds
Commercial lines property/casualty
12%
0,
34% Personal lines property/casualty 42%

1%

Life/Health reinsurance

Property/Casualty reinsurance

[l Public stock Il Mutual
compan .
Private stock pany Banking
Other

M Over $5 billion [l $100 million —

_— $499 million
$1 billion—
$5 billion Less than
- $100 million
$500 million —
$999 million No answer
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Appendix B

COMPLETE SURVEY RESULTS

This appendix provides the statistical results
for each of the survey questions. For some
questions, the percentage of respondents
selecting each answer is listed. Percentages
may not total 100 due to rounding.

For other questions (those where importance
or satisfaction were ranked), we have provided
the weighted average score. The weighted
average score was determined by assigning five
points to each “high,” three points to each
“medium” and one point to each “low.” All of
the points were added and then divided by the
total number of respondents. The result was
the weighted average score for each response.
The higher the weighted average score, the
higher the importance or satisfaction. A similar
system was used for questions where we asked
respondents to rank their top five choices.

DEFINITION

1. Do you have a working definition of
ERM substantially different from the one
provided?

8% Yes
91 No
2 No answer
IMPORTANCE

2. In our definition of ERM, we listed
three objectives. Please rate the impor-
tance of these objectives to your organi-
zation (high, medium, low).

Weighted
Objectives average score*
Improving capital efficiency 4.08

Supporting strategic decision making 4.42
Building investor confidence 3.30

*Based on a five-point scale, wheve five is high

3. From the 20 issues listed below, please
rank the top five issues you face. For
each of the five, please indicate whether
ERM will help you address that issue.

Importance  Importance ERM

ranking  ranking 3yrs. will help
Issues now* from now*  address
General business issues
Revenue growth 2 2 47%
Earnings growth 1 1 80
Return on capital 3 3 97
Earnings consistency 6 (tie) 7 100
Expense control/
reduction 4 5 57
Pricing adequacy 8 9 72
Reserving adequacy 12 15 88
Competitive risks 5 4 62
Internal financial/operational issues
Asset/Liability
management 9 8 81%

Capital management/

allocation 6 (tie) 6 100
M&A activity 10 10 80
Contingency planning/

disaster recovery 17 17 (tie) 86
Cash management/

liquidity 18 17 (tie) 100
Financial reporting 19 19 0
Reinsurance 14 (tie) 13 (tie) 83
Financial controls 14 (tie) 16 75
Operating controls 13 12 75
External corporate issues

Sources of capital 20 20 100%
Investor relations 16 13 (tie) 62

Rating agency
relations 1 1 88

*Ranking based on weighted average scove



4. Please list your risk management and
compliance committees.

Top responses:

Audit committee

Risk management committee
Asset/Liability management committee
Investment committee
Compliance/Market conduct committee
Executive committee

5a. Please indicate which of the follow-
ing roles the internal audit function plays

in risk management (check all that apply).

76% Risk-based audits at business
unit level

35 Participation on ERM
committees/working teams

26 ERM risk assessments
14 Other
15 No answer

b. Is financial risk included in your
internal audit plan?

64% Yes
30 No
6 No answer

c. Is operational risk included in your
internal audit plan?

83% Yes
12 No
4 No answer

6a. Do you have a Chief Risk Officer
(CRO)?

20% Yes
80 No

b. If yes, how long have you had a
CRO? (Please check one.)

46% Less than one year
0 One to two years

46 Two to four years
8 Five years or more

c. Did the CRO come from an internal
position or an external source?

38% An internal position
62 An external source

7. Please indicate the ways in which
various risk management committees/
activities are coordinated overall (check
all that apply).

32% Report to single executive officer
(CEO 76%, CFO 43%, CRO 19%)
23 Activities guided by board mandate
39 Overarching process framework
8 Other
12 No answer

8a. Do you integrate risk into your
strategic, operational and financial
planning?

83% Yes
17 No

b. Do you believe this is important?

100% Yes
0 No

c. Of the potential barriers to integra-
tion listed below, please check all that
affect your organization.

47% QOrganizational “turf”

50 Tools
41 Processes
18 Technology
14 Intellectual capital
29 Culture
24 Cost
39 Time
14 Skills/Talent
32 Other
3 No answer
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9. For each of the following risk sources,
please indicate importance (high, medi-
um, low) and whether you are actively
managing the risk.

Weighted Actively
Risk sources average score* managing
Technology 4.27 89%
Interest rate 4.08 85
Distribution channels 4.03 81
Reputation/Rating 4.00 82
Expenses 3.98 92
Products 3.71 89
People/Intellectual capital 3.56 60
Asset market value 3.48 75
Liquidity 3.26 88
Credit 3.20 77
Reinvestment 3.18 67
Political/Regulatory 3.15 66
Liability 3.09 76
Catastrophe 2.70 71
Capital markets 2.06 37
Currency 1.47 44

*Based on a five-point scale, where five is bigh

10. For the same risk sources, please
indicate whether you are satisfied with
the tools, techniques and processes you
currently use to assess, mitigate and
transfer risk. (Please answer yes or no.)

Assessment/ Retention/
Risk sources Measurement Mitigation  Transfer
% satisfied with tools/techniques/processes
Interest rate 87% 75% 69%
Credit 84 78 73
Reinvestment 82 63 67
Asset market value 80 71 64
Liability 77 71 71
Liquidity 76 77 66
Currency 69 74 74
Capital markets 69 58 53
Reputation/Rating 69 60 57
Products 66 58 62
Political/Regulatory 66 61 56
Expenses 64 49 43
Technology 63 50 48
Catastrophe 62 55 54
Distribution
channels 61 53 49
People/Intellectual
capital 34 33 28

11. Are the interactions among these risk
sources (correlations, natural hedges,
etc.) factored into your:

a. Assessment/measurement?

46% Yes
52 No
3 No answer



b. Determination of diversification
benefit (e.g., product mix, distribution
channels)?

44% Yes
54 No
2 No answer

c. Mitigation/financing strategies/
tactics?

50% Yes
48 No
2 No answer

12. Please indicate your level of satisfac-
tion (high, medium, low) for each of the
following areas related to risk and capital
management.

Weighted

How satisfied are you... average score*

That capital is appropriately
deployed in those businesses that
provide value to your stakeholders?  2.62

With your asset/liability management
process? 3.18

With your ability to allocate capital
by line of business? 253

With your use of risk transfer
techniques? 2.73

With your ability to measure and
monitor economic as well as
regulatory capital? 2.45

With your ability to manage
earnings volatility? 2.38

With your ability to assess the
appropriateness of your target
returns on investment? 2.77

Weighted

How satisfied are you... average score*®

With your ability to properly assess
both financial and operational risks? 2.36

With your ability to prioritize risks
from disparate sources using a
common metric? 1.41

With your ability to stochastically
model the important financial risks?  2.03

With your ability to stochastically
model the important operational risks? 1.33

With your ability to include operational
risk in your determination of economic
capital? 1.24

With the effectiveness of your busi-

ness and risk management strategies

to reduce risks and/or their financial
impact? 2.53

With your capability to accurately

model the impact of your risks, and

your business and risk management
strategies, on your financial results?  1.95

With your ability to optimize your
business and risk management

strategies in light of your risks and

your return requirements? 1.91

That you have a coherent framework
to guide the above activities? 2.1

*Based on a _five-point scale, wherve five is high

13. What are the next three major tasks
you will undertake with regard to your
organization’s ERM effort?

Top three responses:

Develop, implement or assess ERM process
Develop capital adequacy tools
Evaluate/develop modeling capabilities
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14. What type of company are you?
(Please check all that apply.)

38% Public stock

1 Private stock

30 Mutual

Mutual holding company
Fraternal

Foreign-owned

Owned by noninsurance parent
Other

No answer

N 0 0 © N b

15. In which of the following businesses
do you have a significant presence?
(Please check all that apply.)

20% Personal lines property/casualty

21 Commercial lines property/casualty
9 Property/Casualty reinsurance

77 Life/Health insurance

12 Life/Health reinsurance

4 Banking
36 Mutual funds
1 Other

16. What were your total direct written
premiums for 1998?

9% Over $10 billion
9 $5 billion to $10 billion
42 $1 billion to $5 billion
12 $500 million to $999 million
15 $100 million to $499 million
3 $50 million to $99 million
2 $25 million to $49 million
4 Less than $25 million
3 No answer

17. What best describes the scope of
your operations? (Please check one.)

18% International

59 North American
8 European

12 Presence limited to one country
3 Other

18. What best describes your primary and
secondary distribution system? (Please
check only one for each column.)

% using % using

Distribution system as primary  as secondary

Employee agents/

sales force 14% 22%
Exclusive agents 24 14
MGA 8 12
Independent agents/

brokers 44 24
Financial institution

(other than bank) 3 4
Bank 4 10
Kiosk/ATM 0 0
Other 3 14



