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Introduction to ERM
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Enterprise Risk Management Objectives
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ERM Objectives
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RISK CONTROLLING

Limit exposures and therefore losses to risk tolerances
ERM adds Aggregate approach to risk tolerance

RISK TRADING
Getting paid for risks taken

ERM adds Cost of Capital / consistent approach to risk
margins
RISK STEERING

Strategic choices to improve value

ERM adds risk vs. reward point of view

INTERNATIONAL CONGRESS OF ACTUARIES |7F-12MARCH 2010 | CAPE TOWN




—
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Dave Sandberg - Risk Management Concepts
Dr. Pradip Tapadar - Economic Capital

Dave Ingram - Risk and Light
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Risk and Light

David Ingram, FSA, CERA, FRM, PRM
Willis Re, New York, USA
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Choices
e Ingram’s Law of Risk &

* The Views of r




Some views 0

e Eyes Shut
e Quick Look

8 ° OnekEye




Eyes Shut

Taking Risk =
Choosing to do something when

~ cannot know whether 1t wi
e or not




e Disdain for analysis
o “Knows” that the risks that

-« Bean counters wi
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Quick Look

e Seen this before?
* If no, Reject

o If yes, fit into an













360 View

Tries to look at all aspects of risk
o Full Loss Distribution

| . Multiple Time Frames

* Impact of degree of
certainty/confidence




Eyes Shut |Low cost. High Reward

Quick Look |1t works. Low Cost.

risk reward




Declining Returns. Tendency
sometlmes ignore non-tradltl




time seem to fall into the

pejoratlvely titled “Eye




Legendary Risk

o Self made billionaires
o Microsoft
» Berkshire Hathaway
 Virgin
 Tata
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e Lucky

e See Taleb Book “Fooled by
Randomness”

 Survivor Bias
~« Transcendently Talente
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Risk & Light

e Risks In the light shrink, Risks
dark grow

» Return for Risks in the li
- faster than the Risk




Eyes Shu

 May Choose Anything
* No specific view of appropriate
| Return for Risk
.« May gravitate to areas v
nargins -




o Usually stay with the same risks
* Margins may decrease over time

qguality or
May ignor




to achieve max rlsk reward

e But risks chosen will tend to
and higher risks In areas nc i
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Both Eyes

« Will have risk reward program
One Eyed

« With protection against a
dimension |

May end up choosi
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How will these viev
Interact in the mar




Sir Thomas Gresham
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Repercussions In
Dimensions

ith“Three marl




- Black Scholl:es
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Risk & Reward
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Risk & Reward
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same benefits
e Adding Vol means adding ber




securities

 Unique construction
o Thinly traded




o Different views of risk lead to look
different opportunities

e The views of the other marke
participants will impact on ¢




Two Eyes risk\
all that bad?

 Interest rate Risk - Duration Is
eye view
* Need convexity & maybe KR

('Y - Equity Risk - Delta o




starting place

e Use principal component &
decdie need to expand vi




——

'IC/*\ Lole C/'lﬂ

Thanks for your attention.

Watch your step on the way out,

The light is a little tricky....
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