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Moderator Douglas W. Brooks: Good afternoon. I think that it is probably time to get started. I just need to do a sound check. 
Hélène Pouliot is not able to be present, but is going to do her presentation. Hélène, can you hear me?

Speaker Hélène Pouliot: Yes, good afternoon, everyone.

Moderator Brooks: Everybody is saying “Hi”, Hélène. Hélène is going to do the first part of the presentation and I will try to 
handle her slides and, hopefully, we will be coordinated in that effort. We are going to discuss trends in enterprise risk manage-
ment, and Helen is going to start by giving an overview of the results of a survey on the topic that her firm did late last year. I 
am going to follow to give a view, from my perspective with a life insurance company, in terms of developing and implementing 
an enterprise risk framework. So, without further ado, I will turn it over to you, Hélène, and we will see if we can make this 
presentation work efficiently. 

Speaker Pouliot: Thank you. I am very sorry not to be able to see every one of you. Unfortunately, other commitments are keep-
ing me here in Toronto today. I wish to thank Doug very much for assuming the role of Moderator and slide master for me. Due 
to the circumstances, I will stick to English for the presentation, not to add any more complications than we already have.

As Doug mentioned, I will summarize the results of the survey that we conducted late last year. I am slide number one, Doug. 
I will go over some of the background behind our survey, the key finding, and talk a little bit about some of the strategic im-
plications. 

Turning to slide number two, some of the background as to why we decided to do the survey is that there is a belief amongst 
many insurers that Enterprise Risk Management (ERM) holds great promises in many aspects. For corporate governance, the 
great tool for decision-making, it allows the integration of federal risk. It not only allows mitigating some risk, but it also allows 
exploiting some risk. Some companies believe that it serves as a competitive advantage; however, many senior managers are 
not convinced that they have seen the value ERM yet and it is not sure either if companies have really seen or realized much of 
this value. So what we hoped to accomplish with the survey was to benchmark the impact of ERM in the insurance industry 
since our previous survey, which we conducted two years prior. We wanted to judge the relevance of ERM to broader business 
issues, to identify current management practices in conducting ERM and to assess the satisfaction with the tools, the techniques 
and the process used currently.

So moving on to slide number three, whom did we survey? We received responses from 94 various individuals, who were Chief 
Financial Officers, Chief Risk Officers and Chief Actuaries, and they were located in various areas, with the majority of them 
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being headquartered in North America, but they were from companies also in Latin America, Europe. Africa, Asia and Australia. 
They were mostly from stock companies with some mutual and others. Although we surveyed various insurance companies, 
most of them were from the life and the health sectors. In terms of size, there was also variety arranging from $25 million to 
$10 billion in premiums. It was a web-based survey and we supplemented some of the responses with direct interviews and 
with observations from our own ERM practice. 

So, when we started the survey, the first thing that we wanted to do was to define what we meant by Enterprise Risk Manage-
ment, just to make sure that everybody was on the same page and talked about the same process. Hopefully, on slide number 
four, you will see there a definition of what we meant by ERM. So I will read it for you: 

“ERM is a rigorous process to optimize the dynamic relationship between risk and value throughout the insurance enterprise. 
It comprises the development, implementation and monitoring of financial and operational strategies for assessing, mitigating, 
financing and exploiting financial and operational risk for the purpose of increasing enterprise value. The drivers of the enterprise 
values are the capital, the growth-enhancing growth opportunities, increasing return on capital and improving consistency of 
earnings.”

Moving on to slide number five, here is a summary of the finding of the survey. Interestingly, there is a steadily increased interest 
in the use of ERM throughout the insurance industry. I will show you some statistics on that. The widely held position that the 
adoption of ERM is simply part of good management, not just a matter of complying with external pressure. This is a definite 
change from the result of our previous survey. I believe that ERM can help insurers with their most pressing issues, not only 
managing for the bottom line, but also growing the top line, which is somewhat of a surprise. Continued dissatisfaction with 
many of the tools, the processes and the capabilities used to manage risk and their sources, and this is especially pronounced 
when it comes to non-financial risk, like operational risk. Finally, the central role of the CFO in ERM, even when there is a Chief 
Risk Officer in the company, the CFO still has a very significant role to play.

Now, moving to slide number six, part of our survey respondents, we had fifteen respondents from Canada so it was a good 
representation. We observed different types of responses from the Canadians and I have summarized the responses here from 
that group. The ERM is more widespread in Canada, employing leading business practices and the implementation of ERM. 
For example, globally – and you will see a little later – 49% of the respondents have implemented an ERM process, while, in 
Canada, that figure goes to 60%. The major impetus in Canada is compliance with OSFI requirements, although companies 
also stated that they were able to exploit ERM to advance fundamental business interests. 

This is somewhat different also from the other respondents. Canadians are more likely to have a CRO in place; 47% of the 
companies have a CRO, compared to 38% for the rest of the respondents. ERM is integrated with more corporate functions 
than with the rest of the companies, and functions, such as strategic planning, pricing and reinsurance, are often found to be 
integrated in the ERM process. More risk factors are included in the process, particularly with regard to interest with equity risk 
and, generally, investment risk. Canadians are more satisfied with the tools and the processes to manage risk and they have a 
clearer, more consistent understanding of operational risk. Finally, Canadians more frequently practise good communication 
principles. They do regular communications to the Executives, to their Board and to their key stakeholders.

Now, if we move on to giving you a little more detail on the survey findings, and her I am on slide eight, which should show 
three pie charts. Her I am going to give you a little bit more detail on what I mentioned earlier. The first finding was about the 
increasing interest in the use of ERM. Here, we have measured the interest under three categories or with three measures. The 
first one was simply what percentage of the organizations have an ERM process or an ERM framework, and you see from the 
chart that 49% of the respondents already have a process in place, while 38 % more are considering implementing ERM. 

The second measure is: Does the organization have a Chief Risk Officer? And 38% of the companies said that they already do; 
16% more were considering naming a Chief Risk Officer. Now, this is a big change from the last survey that we conducted. This 
has nearly doubled the percentage of the companies today that have a CRO, compared to two years ago. The position of the 
CRO is still more common outside of North America than it is in North America.
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Finally, the question about: Does the organization have an ERM Committee? And 38% of the companies do and 21 % was 
considering implementing an ERM Committee. Now, these committees report specifically to many different individuals, but, 
most often, they tend to report to the CEO of the company or to a committee of the Board. Interestingly too, of companies that 
have either a CRO or an ERM, or both, 60% of those companies said that they had both a CRO and an ERM Committee. So 
one does not take the place of the other.

Moving on to the next slide, number nine, these are the reasons why insurers are adopting ERM. You can see from this slide, 
on the left-hand side, we have various reasons that were quoted as to implement ERM, and the green bars show the percentage 
of individuals who mentioned that this was a reason for them. So 88% of the respondents just simply said that it was good 
business practice and that that was why they did it. As you see, along the left-hand side, with all of the various reasons, they 
are there both internal and external reasons, and it is not necessarily like the regulatory pressures or the rating agency pressures 
or corporate governance guidelines that force companies to encourage them to implement ERM, but there are many internal 
reasons to do that as well. Now, Canadians answered this differently, and 71% of Canadians thought that the ERM was driven 
by corporate governance and regulatory pressure. 

In slide ten, now, we are talking about which issue did the respondents thing that ERM helped them address. This was also very 
interesting. On the left-hand side, you see the important business issues, as quoted by the respondents. Here, they are placed 
in the order of importance, although earnings growth being the most important business issue and revenue growth and so on. 
Now, the bar shows that the percentage of respondents who said that ERM either does or will help to address this particular 
issue. But, with some of those, it is no real surprise that 77% said that ERM would help with earnings growth, the same with 
return on capital, earnings consistency and so on. The real surprise here, I think, was that 55% of the participants felt that ERM 
could help with revenue growth. Now, when we polled on this a little bit more, they felt that ERM simply allowed them a better 
process for decision-making and helped them grow the business, for example, when it was time to decide on keeping a line of 
business or growing a line of business or making an acquisition.

Now, moving on to the tools on slide eleven, insurers are, generally, dissatisfied with the tools, the processes and the capabilities 
used to manage risk. As in our earlier survey, generally, Executives still stressed their dissatisfaction with most of the tools and 
processes currently available to identify measure and manage the risk sources. In addition to that, the risk sources currently 
included in the ERM process are meant to be predominantly financial, and the tools rated as more satisfying are those that 
addressed financial risk; even at that, the rating was not much better than a “C” rating. Insurers are more likely, than in our 
previous survey, to include non-financial-risk sources within the scope of their ERM programs, but they are even less satisfied 
with the tools to manage those types of risk, and they rated those as a grade “D”. 

We can see, in the following two slides, that slide number twelve shows some of the risk sources that are included and the bar 
shows what percentage of respondents include these risks in their ERM process. On the far right, you see the satisfaction rating 
on these tools. So, on slide twelve, here they are mostly financial risk and you can see that the rating is around a “C”. 

In the following slide thirteen, there are different kinds of risk here, including political risk, intellectual capital and people risk, 
and you can see there that the satisfaction is lower. It is interesting to see that, although ERM should comprise all of the important 
risk that an enterprise is facing, it seems that risk is included in the process if companies feel that they have the proper tool to 
measure or to identify them, which means that, in some ways, ERM is failing to toward its total promise.

Moving on to slide fourteen, the role of the CFO, the CFO has a central role, as I said earlier, in the year-end process. The CFO 
is named most often as having primary responsibility for the ERM activities. CROs and Chief Actuaries then come next. When 
a company has a CRO, they most frequently report to the CFO. When there is an ERM Committee, as I mentioned before, the 
ERM Committee reports to various individuals. The CFO is more often frequently in charge of the ERM Committee than the 
CRO is.

Moving on to other key findings, and those were related to the organization and the implementation of ERM, the role of the 
CFO, what kind of skills that we asked for, what companies felt were the important skills to have to be a good CRO. A lot of 
companies thought that a CRO should have good technical abilities, good communication and organizational skills. Canadians 
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felt a little differently on these issue. They felt that being a good manager or a good ambassador was more important than being 
a strong technically.

Where do the CROs come from? Most often, they come from other internal positions. They tend to come from actuarial areas 
or finance areas. In terms of organization, there is not sufficient integration of ERM with other functions in the company and 
most often the barriers for this integration are of two kinds: They are either hard barriers or soft barriers, if you want. The hard 
barriers mean that the resources are not there; they are not in place. The companies feel that they do not have sufficient tools, 
they do not have the technology to do a full integration and/or it would simply cost too much to do it. On the softer side, there 
are culture barriers, kind of people protecting their turf, which makes the integration a little more difficult.

Finally, on the implementation, some of the findings here are that, on the first step of doing the implementation is the analysis of 
the various risks, of course, and only 64% of the companies include operational risk in their ERM process, but there is still some 
way to go there. In the area of assessment, measurement and modelling of the risk, there are varieties of approaches taken. Still, 
the most common approach is simply to be able to identify the various risk and few companies will go a little further and do an 
actual ranking of the risk and try to measure the risk, one against the other, but that is not the most frequent approach. Then 
the next step to the implementation is being able to apply the ERM to business decisions and, most often the decisions that are 
affected by the ERM process so far have been decisions on retention levels and on economic capital. Finally, the communication 
is still limited. Outside Canada, the communication is most often to the regulators, while, in Canada, as I said earlier, there is 
a wider communication on the ERM process and the results. 

We are now moving on to slide seventeen (17). I just have a few more slides on the strategic implications of the survey results. 
Insurance is adopting ERM because of its compelling promise to make stronger, more competitive business, although they 
continue to be dissatisfied with most of their risk management tools, processes and capabilities and they continue to encounter 
organizational barriers, especially culturally. The role of the CRO is being carved out, and technicians are ambassadors. We 
certainly believe that CROs should be more of an ambassador. They should bring the holistic view of the risk in an insurance 
company. They should also suggest common metrics and facilitate the integration of the various risk measurements. Even though 
there has been steady progress in the adoption of ERM, there still remains a gap between the desire of the insurers to manage 
risk on a holistic basis and their satisfaction with their ability to do so. 

To be successful in ERM – and, now, I am on slide eighteen (18) – it is important that a company would first develop a frame-
work for their ERM. What should this framework include? Well, it should include a clear definition of the objectives of the ERM 
process. The objectives, we think, should be measurable. The scope of ERM should also be clearly defined, as to what type of 
risk should be covered and what should the risk management process influence to have a clear vision of what ERM would be 
able to influence in the end. There should be an organizational structure put into place, certainly having a CRO on your ERM 
Committee, having clear responsibilities defined for each individual, and there should be some work, obviously, done on the 
tools for the implementation, which used to be a big barrier so far. 

Then, on slide nineteen (19), here I give an example of a process. This is our own process. We call it the “Risk Value Inside 
Process”, but it just illustrates what a process could look like. In our process, we have three significant phases, which are: The 
strategy development, the implementation and the monitoring. The development of the strategies is, obviously, the most im-
portant part of this, where a company is able to assess which risks are the most significant, and either does this on a qualitative 
basis or a quantitative basis, but certainly have a clear indication of what the major risks are. Then, once you assess the risk, to 
be able to articulate the strategies to either mitigate the risk or to even exploit the risk, but, in doing so, we think that it is very 
important to evaluate these strategies against the policyholders’ perspectives or the solvency aspect and also, again, the owners’ 
perspectives, more in terms of the earnings goal. So there are many steps involved, obviously, in the whole ERM framework, 
but this just gives you an overview of what steps, we suggest, for you to take.

So, on the last slide, I hope that I sounded clear to every one of you and, if you have questions, I think that we will wait until 
the end, but I will let Doug lead that part of the discussion. Thank you.

Moderator Brooks: Great! Thanks, Hélène.
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I will just get my presentation up. I am going to, as I said, talk about risk management from the point of view of developing 
and implementing a risk management framework. I am going to talk, first of all, just a little bit, generally, about the goals of risk 
management. What is risk management trying to accomplish, in a bit of a generic sense? Then, I am actually going to talk about 
risk management from two perspectives: One from the Clarica perspective, where I spent some time and began development 
of an enterprise risk framework; and then Sun Life, where I currently am and the development of the risk framework that we 
are doing there. I wanted to talk about both because it helps to demonstrate some of the different motivations and rationale 
for developing an enterp0rise risk management structure, and then some of the differences in emphasis, and so on, that can 
emerge from that. I am also going to just talk briefly about regulatory versus economic capital, a more specific topic, but I just 
wanted to say a few things in that regard.

In terms of some of the goals and benefits or enterprise risk management, there are a number of them and I tend to put them 
into several categories. The foundation is largely to avoid major surprises and I think that, in order to achieve some of the fur-
ther goals and objectives of enterprise risk management, it is necessary to have that foundation in place that there are sufficient 
processes, tools and that there is sufficient monitoring and reporting of that to ensure that any risk, that could either take down 
the company or create very substantial volatility in the company’s earnings or capital base, is dealt with. That is, as I said, sort 
of a foundational layer. 

The next layer would be to contribute to stable, predictable earnings and, hopefully, increase those earnings by ensuring that, 
as products are priced and brought onto the market, they are appropriately priced for the risks that are involved, that the risks 
that are taken on are appropriately hedged or reinsured to the extent that the risks are unacceptable, from the company’s point 
of view.

A further layer is to use the enterprise risk management framework to find opportunities to actively take risk. Often, risk manage-
ment has the connotation of avoiding or controlling or mitigating risk, whereas I think that a lot of the value can come through 
appropriate taking of risk, provided that certain criteria are met; however, as I said initially, I think that, obviously, you have 
to have the house in order before you can get to the sort of more value-added aspects of enterprise risk management. There is 
also a role in looking at opportunities for internal hedges from a total company point of view, to the extent that there are differ-
ent business units with potentially natural, internal hedges, and so on. So an element of enterprise risk management involves 
looking at the different risks across the company and taking advantage of those types of opportunities. As well, there can be 
opportunities to optimize regulatory capital, and, again, I will talk a bit more specifically about that at the end. Additionally, 
one of the points that Hélène made in her presentation was the ability to be able to talk externally about risk management and 
the company’s approach to risk management. That can be an important value-adding piece as well. 

Some of the basic criteria for taking risk are, first of all, that the risk is clearly identified and that the risk is understood. On top 
of that, you can take a risk that you identify, understand, if it is being monitored and managed effectively. Obviously, a piece of 
that is ensuring that the company has the capability to effectively manage the risk. So it needs to be more than just a theoretical 
understanding of a risk. There have to be real capabilities, and that includes both people and technical tools to understand, 
monitor and manage the risk. Finally, an important piece of the whole picture, when it comes to the criteria for taking risk, is 
that the reward that is provided for taking that risk is sufficient to justify the level of risk being taken. 

This chart just shows us effectively the same thing in a little more detail. Again, there is a spectre of risks and I think that a com-
pany, in having a solid enterprise risk management framework, needs to understand how different risks fall into these different 
sorts of categories. Obviously, this particular categorization is not important, but a company needs to have an idea of whether 
a risk is in the category of “avoid at all costs”, either because the risk is not understood or because the company does not have 
the capabilities to manage it or because the reward is totally insufficient for the degree of risk. 

At the other end of the spectrum, there are risks, again, that we actively want to take, as long as we meet the criteria that I talked 
about earlier. In between, there are risks which you may have to take as a consequence of being in business: For example, if 
you have a participating product with dividends, the dividends cannot go below zero so there is, by necessity, some level of 
guarantee involved; however, to the extent that that guarantee presents a material risk to the company, it needs to be reinsured 
or hedged or, at a bare minimum, there need to be good, monitoring practices in place. 
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As I said, I want to talk a little bit about Clarica’s approach to enterprise risk. It was an approach that got part way along so 
it never got fully implemented, but I wanted to talk about it, particularly with respect to some of the motivations for it. I will 
contrast that a little bit with Sun Life’s risk framework, which came from a little bit different motivation and, as a result, has 
a different set of tools and processes involved. At Clarica, the case for enterprise risk management was made at the time that 
the company was demutualizing and the company needed to recognize the need to enhance its return on equity. As a mutual 
company, the goal had been to generate sufficient capital to sustain the growth of the company and then return the remainder 
to the policyholders, not to optimize the return on equity. 

So there was a recognized need to increase return on equity and, by necessity, that meant increasing the level of risk that the 
company was taking and, therefore, a need for better risk management practices. Risk management was viewed as a lever in 
this process. If we understood risk, we would be able to take risk more effectively and enhance the return on equity. Hélène 
has certainly talked about the regulatory environment. It was recognized that risk management was becoming more important 
to the regulators’ ability to demonstrate effective risk management. To regulators, that was becoming more important, although 
I would say that that was certainly not a primary driver. So satisfying regulatory demands was a consequence of having good 
risk management practices, as opposed to a driver of the development of risk management practices, and the design of the risk 
management approach was designed to meet the company’s business needs, not to meet regulatory requirements. 

Products were becoming more complex, with more types of embedded options and what not, again, the need for better risk 
management practices. I talked earlier about the sort of fundamental need to avoid major surprises. Obviously, there have been 
instances in both the insurance industry and the financial services industry, more broadly, of companies who have had significant, 
negative surprises, and it was, again, recognized that there was a need to put in a fundamental level of risk management for that 
purpose. Furthermore, there were success stories from companies that had implemented risk management and had found that 
their returns were, indeed, enhanced.

There were a number of elements of the framework that Clarica started to develop. One was a company-risk profile – and this 
gets back to the diagram that I showed a little bit earlier – in identifying which risk the company actively wants to engage in, 
again, meeting the various criteria for taking risks and which risk the company wants to avoid, and so on. That would consist 
both of an actual and a desired risk profile so that the desired risk profile would indicate where the company wanted to be; the 
actual risk profile, obviously, the company’s current situation with respect to the various types and quantities of risk, and then 
monitoring processes to understand the progress toward the desired state.

Risk-return culture is a very important element, and cultural elements certainly are a key part of risk management overall. We 
recognize the need because, as I said earlier, one of the goals was to increase the return on equity and to do that, we needed to 
take more risk. We wanted to have a culture of understanding risk-reward tradeoffs. We also wanted to have both a common 
language and a common currency for risk. Up until the adoption of an enterprise risk management framework, there, obviously, 
had been a lot of functional risk management approaches in place across the organization, but using totally different language, 
terminology, measures, and so on, across the organization. So one of the key aspects was to enable risk managers, in different 
parts of the organization, to be able to communicate to each other and learn from each other. So common language and common 
currency, a common measurement system, were important parts of the framework and, finally, all of that, obviously, supported 
by risk-return reporting.

At Clarica, there were six buckets defined as part of the common language. I will not dwell on them. There is nothing magic 
about those and, in fact, I have changed my mind about some of them since then. The Sun Life approach will look a little dif-
ferent from that, but I do want to just re-emphasize the point that having a common language for talking about risk is very 
important, in terms of communicating and educating people about risk across the company. 

Common currency is something that we only got part way toward developing, but, essentially, in economic capital measure, 
we had developed a prototype and then we are taking a modular approach toward enhancing that by looking at different risk, 
plugging in more refined modules as the data tools, and so on, became available to do that. One of the things that we did do, and 
this is more descriptive than precise, in terms of the specific data shown in this chart, but we compared the regulatory capital 
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requirements, that Clarica had incurred at that point, to this economic capital model, again, recognizing that, at that stage, the 
economic capital model was very much just a prototype. 

The chart shows that one of the basic conclusions was that the regulatory pie was larger than the economic capital model would 
indicate, and that occurred for a couple of reasons. But, if you look at the distribution of risk – and the different colours just 
represent different broad categories of risk – the insurance risk, which, in that, I am including mortality, morbidity, and so on, 
was much smaller on an economic basis than on a regulatory basis, both because of just the level of the risk involved, particu-
larly with adjustable products, participating products and that sort of thing, and also because of the diversification benefit of 
that type of risk, the lack of correlation of mortality, morbidity, and so on, to things like credit or other market risks. So there 
were a couple of interesting conclusions from that. Again, I am going to talk a little bit more, at the end, about economic and 
regulatory capital. 

Communication and reporting are extremely important in developing a risk management framework that is effective. To be 
effective, an enterprise risk management framework has to connect to business managers so it needs to not be just a technical 
exercise or even a financial exercise. It needs to provide business managers with information that they need in order to make 
better business decisions. With that in mind, we put a significant effort on communication, both in terms of basic education 
around various risk types of issues, basic education around the common language and so on that we had developed, and also 
discussed specific risk topics. One of the charts that we used was a risk map, where we would look at each business unit and 
assess risk, by risk category, from one period to the next. That was based primarily on a self-assessment, with sort of an audit 
overview, and then looking at changes in the risk profile of the organization. In the chart, the dot in the middle represents the 
current level. If there is a triangle in the upper, left-hand corner, that represents the previous period’s state. So this type of a 
tool lends itself to easy communication, highlighting key risk issues, and there are comments, again, from the business unit, 
addressing the particular issues; this is just, obviously, illustrative.

Now, flipping to the Sun Life risk framework, Sun Life’s risk framework developed from different motivations than Clarica’s, but 
also, of course, Sun Life is a different company than Clarica, in terms of its organization, structure, scope of operations, and so 
on, and every company has its own characteristics. In particular, Sun Life has relatively decentralized operations, which also has 
an impact on the way that a risk management framework would be structured. Sun’s approach developed largely because of a 
number of serious issues that had arisen in the company. I will not go into any detail on any of them, but, in going through the 
various lists of issues – and they are all public issues – some of them were industry-wide issues, some of them were somewhat 
more company specific, and they arose for a variety of reasons. But there were a number of issues and because of that, it was 
felt that the company needed to have a risk management framework to ensure that none of these types of issues arose in the 
future.

I am going to briefly outline the organizational structure that applies at Sun Life, in terms of risk management. I am not really 
going to talk about the risk policies, but just to mention that there, obviously, are risk management policies in place that provide 
part of the foundation for risk management. I will talk a bit about reporting and some specific reports and tools that we use to 
give an idea of the types of tools that are used to manage risk, both financial risk and operational or non-quantitative types of 
risks. 

In terms of structure, there is a Board Risk Review Committee, composed of independent or outside Directors. It meets four 
times a year, reviews major areas of risk, including the reports that I will describe briefly a little later, and it approves all of the 
various risk management policies, and so on, that are in place across the organization. There is an Executive Risk Committee, 
composed of the CEO, the COO, the CFO, chief legal counsel, and a number of the function heads in the corporate area. That 
committee meets roughly monthly so it meets quite frequently to review risk issues across the organization, to provide oversight 
to the risk management issues. 

There is a corporate risk office and we develop and coordinate the overall risk management framework, reporting to the CFO. 
Then there are other committees, sort of the cascading approach, a Central Risk Steering Committee, which includes corporate 
function heads, as well as the risk managers in the various business groups, that are different parts of the operation. Then each 
country risk leader has a risk structure reporting to them and they would report both to the senior management team of that 
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business group and also to the corporate office. I mentioned that there are a number of risk management policies. There is no 
need to go into any of those in detail, but they, again, do provide an important part of the overall foundation and structure of 
risk management and they are reviewed frequently as the framework is developed as issues arise, and so on. 

I wanted to talk about a couple of reports that we produced to analyze risks around the organization. The first one is called 
the Market Risk Tolerance Limit, the MRTL Report, for short. It is a measure that tests the sensitivity of the company’s income 
to changes in interest rates and equity markets, and we compare the results of that to tolerance limits. So it is a deterministic 
approach. We look at, in this case, interest rates. These are not real numbers, purely illustrative. We look at 200 and 100 basis 
point increases and decreases in interest rates, parallel yield curve shifts, and measure the impact across the organization, and 
compare that to the tolerance limits. Again, illustratively, I have just sort of shown the black lines as the tolerance limits, the 
red bars s the actual results. 

With respect to interest rates, there are some internal hedges across the company because different parts of the company have 
both different types of products and different approaches to assess liability management. So there are opportunities for some 
internal hedging, although you certainly have to be careful if you are relying on similar interest rates changes in different juris-
dictions, and so on. 

With respect to equity markets, we look at 10% and 25% increase and decrease, and there the impact that that would have on 
the company’s net income, again, compared to tolerance limits. In this case, there are not very many natural, internal hedges 
because equity market decreases are pretty well bad for everybody.

Yes?

Unidentified Speaker-F: ...(inaudible)

Speaker Brooks: That is right. We cannot make too much money.

...(laughter)... 

Just for Hélène’s benefit and maybe for others who could not hear the question, it was: Why do we have a positive tolerance limit? 
I would say that there is probably not as much concern if a part of an organizations breaches that limit, as there would be on the 
downside. But it is really a volatility measure and, to a large degree, the effects are symmetrical so we do want to ensure that we 
have volatility limits. Now, obviously, if we could eliminate downside risk and still have upside potential, that would probably 
be reasonably satisfactory, but we essentially want to understand and limit the degree of volatility in the company’s earnings and, 
to the extent that the upside and downside go together, we wanted to effectively put limits on both sides of that. 

The other quantitative report that we do, and the one that I am going to talk about, is called “Earning at Risk”, and it looks at 
the same factors, but on a stochastic basis. We run 10,000 scenarios and look at the 95th percentile level. This report – again, all 
purely illustrative – shows what the report looks like. One of the characteristics of the reports that we have tried to build in is 
to make them accessible and understandable, certainly in the end result, to both technical and non-technical audiences. 

Obviously, there is a lot of technical, detailed analysis behind the reports. We wanted to try to get the messages across in a simple 
and clear way. So the size of the cones or pyramids in this chart shows the sensitivity, again, at the 95th percentile, by business 
unit and by risk category. In this case, the blue represents equity; red represents interest rate sensitivity; and, in the case of 
this report, we actually look at currency as well. So it is very easy, obviously, to identify the areas of the company that have the 
greatest exposure and you can look at trends and so on.

I wanted to talk, for a minute now, about another process that we have, the top ten risk process – and this is a process, which 
is not quantitative, or at least it is certainly not a quantitatively driven process – and it covers both financial and non-financial 
risks. So it is risk. It is a bottom-up process with a structure around that. Each business unit determines their top ten risks, those 
are consolidated at the business group level and then at the corporate level, and so on, and it really provides a focus for risk 
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management across the organization. So, from a corporate point of view, it is easy to identify the risks that need to be monitored 
and addressed, from a corporate point of view, and each business unit has its own risks as well and risk focus. 

It also is a forum for discussion and learning. Again, it is a bottom-up approach. Each business unit discusses and identifies its top 
risks and then, again, it is a cascading process. It provides a forum for follow-up, as I said, and reporting on a regular basis and, 
again, we tried to produce the information in a way that is accessible. The chart – again, purely illustrative, but representing the 
worldwide, top ten risk – would have the risks down the left-hand side, the business units being the columns in the chart, and 
then circles of various colours representing the degree of risk in that particular risk category for that particular business unit. 

Again, we do not do this on a quantitative basis. It is subjectively quantitative, if I can put it that way. Again, it is an important 
process, though, both from the point of view of the information that it produces and the focus that it provides, but also from 
the point of view of encouraging discussion and education of risk issues across the organization.

Yes?

Unidentified Speaker-M: You have cells covering negligible risk and cells interacting. Does that indicate no exposure to the 
risk?

Moderator Brooks: Yes. 

I mentioned that I wanted to take just a minute to talk about regulatory versus economic capital. I want to do it for two reasons: 
One, to talk about the role of risk management when it comes to capital or an aspect, at least, of the role of risk management 
when it comes to capital management, but also to talk about… oh, I have a slide here that I do not have in my printed version. 
Oh, yes, I do, right up here.

There are a number of either opportunity or possibly challenges that can be created from managing to a regulatory or an eco-
nomic point of view. Certainly, understanding economic capital and regulatory capital can create a basis for arbitrage. Economic 
capital can be used as an internal capital allocation tool, but it is also important that a company approaches capital management 
and look at the difference between economic capital and regulatory capital in the correct way, and it is also important for the 
regulators to understand companies’ abilities to understand a model of economic risk and economic capital, and ensure that 
regulatory capital measures keep up to date with developments in risk management to limit the degree of arbitrage, and so on, 
that could potentially occur. Certainly, I think that there is also a lot of potential for the insurance industry to positively influ-
ence regulatory developments when it comes to capital requirements. 

The way that I view the proper goal of risk management, when it comes to optimizing capital in an economic sense, just to 
explain this chart, the first two columns would represent the sort of, let us say, hypothetical current state, where the regulatory 
capital requirement was greater than the economic capital that the company felt that it needed to have, based on a its assessment 
of the appropriate level of risk that it was willing to take.

In that situation then, what should the company’s approach be? Understanding the economic risk? Understanding the regulatory 
capital requirements? The third and fourth columns show what, I think, is an appropriate result, in that the goal would be to 
take risks in a way and to offload or limit risks in other categories so that the economic capital is equal to the regulators capital, 
and that will potentially change the mix of risks. The different colours just represent different risk categories here. 

They are not intended to represent any specific category of risk, but there will be some risks. For example, in the second col-
umn, you will see that there is a little black layer on the top of that column. There will be some risks that will be identified, in 
determining economic capital, that are not part of the regulatory capital framework. It is important to include those in assessing 
the company’s total risk. So I think that it is quite appropriate for a company to try to optimize the amount of economic capital 
within the amount of regulatory capital that you are required to hold. 

What I do not think is appropriate is for a company to arbitrage the regulatory system to the extent that it is taking economic risk 
that is greater than the capital that it is required to hold, from regulatory point of view. I think that it is important for companies 
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to understand their risk picture, in this context, and to ensure that the true amount of risk is no greater than the amount of 
capital that is actually being held. I also think, again, that it is important for regulators to recognize that companies can measure 
their economic risk and take advantage of opportunities to arbitrage the regulatory systems and, therefore, it is important for 
the regulators to ensure that the regulatory frameworks keep up with developments in economic capital. 

So those were the comments that I had. Now, we will go to some questions or comments, if you have any. I am going to move 
over and sit down over here. Hopefully, Hélène will be able to pick up on the mike, but we will just double-check that. 

Stuart. 

Mr. J. Stuart M. Wason: Thank you, both, Hélène and Doug, for great presentations. These are exciting times, I think, for the 
actuarial profession, as we understand risk more broadly in the insurance context. I think that we really do have a big opportu-
nity here for the profession, and an exciting one to understand risk better. I think that we have the ability, as well, to influence 
the supervisors, as they think about risk and the capital that is required in financial institutions. 

Just a couple of question for you, Doug, I am wondering about your experiences in two (20 areas: One is quicker to state so I 
will do that first, and that is with respect to the choice of confidence level. I think that you showed 95% up there on the slide. 
I was just wondering about any background thinking that you had in your companies, with respect to choosing 95% and kind 
of how you got there. Is it related at all to rating-agency levels of expected capital per chance? 

The second question was just about your experiences in choosing the MRTL – if I have it right – versus the stochastic process. 
I am wondering if you actually found that you got more useful information out of the stochastic process, the earnings at risk, I 
think, as you described it. Because the simple 200-basis-point shift, assuming a level shift in interest rates, of course, would be 
a simpler measure of interest-rate, mismatch risk and more complex measures might show something different.

Moderator Brooks: Thanks, Stuart. I will address those two in the order that you asked them. 

The first one, with respect to the confidence level, the 95% is not the level that we have suggested as appropriate for, say, an 
economic capital measure. It is a level that is used for reporting internally. We do look at other levels as well, but we have 
chosen that level as a basis for reporting both to senior management and to the Board. We also do discuss these with the rating 
agencies and so on. So that is not a level that we have chosen as an appropriate sort of economic capital threshold. That would, 
certainly, I would say, we have not yet got a sort of total, consolidated view of risk because the measures that we have developed 
only include interest and equity, but, certainly, if you could incorporate credit risk, insurance risk, and so on, into that, I would 
suggest that the level that would be appropriate, on a consolidated basis, including correlation benefits, would be quite a bit 
higher than 95%. So it is just a measure that we have chosen that provides useful information for managing the business, at this 
point, as opposed to a level that, we would say, is appropriate.

In terms of the MRTL versus the Earnings at Risk Report, I would say that this is, to a degree, an evolutionary process. I do not 
have all of the background, in terms of the way in which these reports were developed. I think that they both provide useful 
information and so I do not know that I would say that one gives more or less information than the other. The advantage of the 
MRTL, the deterministic approach, is that it lends itself more easily to determining limits and to understanding the sensitivity 
relative to those limits. So we do not have the ability to sort of measure stochastically on an ongoing basis and compare it to 
those limits. We may evolve there at some point over time, but it is an evolutionary approach so I would say, at this point, that 
they both give useful information. Obviously, the earnings at risk can give you more information about the risks in the tail and 
in the extremes, whereas the MRTL is more suited to the limits that it is intended to measure against. 

Mr. Pierre-Yves Julien: I am with Atlantic Blue Cross Care. Just as an aside, Hélène, I just wanted to say to you that I came all 
the way from the East Coast to come and see you present, and you failed me by staying in Toronto so I think that we will be 
able to catch up later on.

My question is more broadly about the role of actuaries in the whole concept of risk management, where, traditionally, regula-
tors have relied heavily on actuaries to ensure that risk management was taken care of, in terms of protecting the interests of the 
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policyholders. It occurs to me and seems to me that the whole role that the actuaries had in dynamic capital stochastic testing 
was a very narrow role to play and companies seem to have brought in the whole scope of risk management. 

I see a trend here, where either the actuaries are going to have to become CROs or CFOs, if they want to kind of play a role that 
they were playing traditionally or this whole perspective of a narrow kind of scope for actuaries is going to be taken over by 
the CFO in the company because the company needs that enterprise risk management, but actuaries seem to have been kind 
of just cornered into one area of the whole spectrum. So are there any views as to how actuaries could, in time and over time, 
maybe regain some of the role that it could play for the organization? 

Moderator Brooks: I think that that is really a good and important question for the actuarial profession. Hélène, do you want 
to start with a response to that?

Speaker Pouliot: Yes. 

Moderator Brooks: Then I will add some comments too.

Speaker Pouliot: Yes, I would like to just give a few comments as well. I think that actuaries here have a great opportunity with 
the enterprise risk management just because they have the ability to do the identification, the quantification of the risk and 
they have a very good understanding of the organization, as a whole. So I think that there is a famous, great opportunity here. 
I think that what may be a bit difficult for actuaries, in general, is the communication aspects. I think that this is an area, in 
which we failed in the past, to clearly communicate the results of some of the studies that we have done. I think that Doug has 
given some good examples of ways to communicate results of fairly complex studies in a more simplistic way, but I think that 
that is the key for the actuaries to be able to do more in ERM.

Moderator Brooks: I certainly agree with Hélène’s comments and to what Stuart alluded to too. I think that there are potential 
and exciting opportunities for the actuarial profession in this area. It is certainly my belief – of course, I am biased, being an 
actuary – that actuaries are in the best position of any profession, really, to understand, quantify and explain risk, particularly 
in financial institutions. I think that actuaries need to take advantage of those opportunities. I think that there are challenges, 
as Hélène said, and certainly communication is critical; again, that needs to be both to the technical and non-technical audi-
ences. The information is only as good as the use to which it is put so, if you cannot connect with the business manager so that 
the business manager makes better decisions, it is not worthwhile. So that element of communication and education is very 
important. 

I also think that actuaries need to not shy away from areas that are not sort of in the traditional area of expertise, and not just 
stick to insurance risks and the quantitative risks, but apply the same principles to other types of risks. Certainly, one of my 
beliefs is that enterprise risk management is best done by bringing multiple, different perspectives to the issues because you 
often understand risk issues by getting perspectives of different professions, whether it is legal or investment or accounting, 
you need all of those perspectives. I think that the actuary is in as good a position as anyone to draw all of those things together 
and make sense of them. So, as I said, I am biased, but that is certainly what I believe, and I think that actuaries need to make 
and take those types of opportunities.

If there are no other comments or questions, then I would certainly thank everyone for your attendance and we will see you 
in a later session. Thanks.

...(applause)... 


