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Zurich’s risk management is currently
well positioned compared to its peers ...

Dimension ZFS* AXA Allianz ING Generali Aviva AlG
Risk culture Strong Strong Strong Strong Adequate Adequate Weak
Risk controls
Credit Excellent - Excellent Strong Strong - Strong
Market Excellent Strong Strong Strong Strong Strong -
ALM Excellent Excellent Strong Strong Strong - -
Insurance - - Strong Strong - - -
Non-Life insurance Strong Strong - - Adequate Strong Strong
Life Insurance Strong Excellent - - Strong Adequate -
Reserving Strong Strong Strong - Strong Strong -
Nat Cat Strong - Strong - - Strong -
Reinsurance Excellent - Strong - Strong Strong -
New Prod. Dev. Strong Excellent Adequate Strong Adequate - -
Operational Risk Strong - - Adequate - - -
Emerging risk Strong Strong - Adequate - - -
Strategic risk Strong Strong Strong Strong Strong Adequate Weak
management
Overall Strong Strong Strong Strong Adequate Adequate Weak

(pos. trend)

(pos. trend)

Source: S&P information as of 08/2011






What is Enterprise Risk Management?

@ In business, enterprise risk management (ERM) includes the
methods and processes used by organizations to manage risks
and seize opportunities ...
en.wikipedia.org/wiki/Enterprise_risk_management

@ "...process, effected by an entity's board of directors,
management, and other personnel, applied in strategy setting and
across the enterprise, designed to identify potential events that
may affect the entity, and manage risk to be within its risk appetite,
to provide reasonable assurance regarding the achievement of
entity objectives." COSO 2004

@® “No Surprises”



An Approach to Enterprise Risk

Management

* Valuation and
measurement of all
material risk types

* Risk and capital
models

Processes to identify,
assess, manage and
control risks

Provide services,
and deliverables
according to
stakeholders’
expectations

upport decision making and
corporate planning
- Optimize risk-return trade-offs

Create risk trans-
parency to foster
well-informed
decision making

Provide information
for financial and risk
disclosure to internal
and external
stakeholders




ERM Framework — underpinned by a policy

The ZRP contains specific risk definitions, limits, reporting requirements and
escalation procedures for broad risk types. Policies are regularly updated in light of
capital base, organizational structure, and focus on core businesses and major risks

Zurich’s Risk Categories
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. . ALM Risk Investment Risk Credit Risk Operational Risk S o
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— Underwriting — Underwriting —  ALM Life I Interest Rate || Credit Risk in —  Process — .M&A and
Investments Divestments
. Products and ALM General Equity and Credit Risk in Group credit
——  Premium — L — — — A —  Systems - :
Pricing Insurance other Market Reinsurance rating
. Other Credit Capital
— Reserving — Forex — Risks - People —  structure
— Reinsurance — Liquidity — Extomal — Governance
Events
— Catastrophe . Risk tolerance
— Claims




Goals of Zurich's Approach to ERM
Value Proposition

asure the Group risk profile
nce and appetite statements
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Solvency Il — A reminder of what the

Level | Directive says

@ Insurance and reinsurance
undertakings shall have in place an
effective risk-management system
comprising strategies, processes and
reporting procedures necessary to
identify, measure, monitor, manage
and report, on a continuous basis the
risks, at an individual and at an
aggregated level, to which they are or
could be exposed, and their
interdependencies.

@ That risk-management system shall be
effective and well integrated into the
organisational structure and in the
decision-making processes of the
insurance or reinsurance undertaking
with proper consideration of the
persons who effectively run the
undertaking or have other key
functions.

The risk-management system shall
cover the risks to be included in the
calculation of the Solvency Capital
Requirement as set out in Article
101(4) as well as the risks which are
not or not fully included in the
calculation thereof.

The risk-management system shall
cover at least the following areas:

underwriting and reserving;
asset—liability management;

investment, in particular derivatives
and similar commitments;

liquidity and concentration risk
management;

operational risk management;

reinsurance and other risk-mitigation
techniques.



Solvency Il — A reminder of what the
Level | Directive A44 says

Insurance and reinsurance undertakings
shall provide for a risk-management function
which shall be structured in such a way as to
facilitate the implementation of the risk
management system.

For insurance and reinsurance undertakings
using a partial or full internal model approved
in accordance with Articles 112 and 113 the
risk-management function shall cover the
following additional tasks:

to design and implement the internal model,
to test and validate the internal model;

to document the internal model and any
subsequent changes made to it;

to analyse the performance of the internal
model and to produce summary reports
thereof;

to inform the administrative, management or
supervisory body about the performance of
the internal model, suggesting areas needing
improvement, and up-dating that body on the
status of efforts to improve previously
identified weaknesses.




Questions for/from the Board

1. What risks does the business face?

2. How much risk are we prepared to take?

3. Who is responsible for managing these risks?

4. How can we ensure there are no surprises ?

5. How does our risk profile affect our capital?
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CRO within Solvency Il

A Chief Risk Officer should:

a) be accountable to the firm’s governing body g) provide oversight and validation of the

for oversight of firm-wide risk firm’s external reporting of risk;
management; h) ensure the adequacy of risk information,

b) be fully independent of a firm’s individual risk analysis and risk training provided to
business units; members of the firm’s governing body;

c) have sufficient authority, stature and 1) report to the firm’s governing body on the
resources for the effective execution of his firm’s risk exposures relative to its risk
responsibilities; appetite and tolerance, and the extent to

d) have unfettered access to any parts of the which the risks inherent in any proposed
firm’s business capable of having a material business strategy and p!an_s are consistent
impact on the firm’s risk prof”e; with the governing bOdy S risk appetlte and

e) ensure that the data used by the firm to tolerance;

assess its risks are fit for purpose in terms of 1) Pprovide risk-focused adviceand
quality, quantity and breadth; information into the setting and individual

f) provide oversight and challenge of the application of the firm's remuneration policy

firm’s systems and controls in respect of
risk management;



Role of risk appetite in the overall enterprise risk management

framework
. . . ag= Int I Envi t
+ Risk appetite is a critical Qnmm;:smuﬁefm ofan
component of a firm'’s risk R e
management framework. Risk appetie, | Lo #nd
If embedded in an effective
manner, it will help underpin all e Oiactvo Sotinge
o . entirel en nse Ri: terprise Risk management ensures
elements of the enterprise risk mgementisnd%:?tmedam ?mﬂn%n;g;grentnhfa:p pace a process
cations necessary. n
management framework. Monitoring s accomplished through A ek el ot
. . X i ongoing management activities, separate - its Risk appetite.
+ Risk appetite also links directly =~ evaation, orboth el
to the_ strategic and business )
planning processes through S LT
aligning commercial decision people to carry out
. L. . - their responsibilities . .
making and activity with the e Seentigentficaton
[ nsk responses — lemal and extemal evi a
firm’s purpose arkang s T, o o st sh ey coeches
.. risk — deve ase s to mus en 5
and vision. riskstoleramers‘gand Risk appetite - between risks andopponngll:nitiezg.

«  The graphic on the right is a

sample enterprise risk
management framework,

i i i i Control Activities Risk Assessment
hig hllghtlng the role of risk N e are estabied ke o antyoed, considering
appetlte . and implemented to help ensure the risk likelihood and impact, as a basis for

responses are effectively carried out determining how they should be
on an inherent and a residual basis.
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The Utopian CRO?

Listener

Challenger

Collaborator

Common
Sense

Experienced

Business Leader

Fortune Teller

Generalist

Research Skills Good Nose

Communicator Analy'l‘iCS

/ Integrity
v
ﬁzg Entrepreneur
_|
)I ‘; / Humility

Finance Skills .
Pessimist

Prioritise
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The (Internal) Model
Evidencing use

— use in the decision-making
process

— business drives model
development

= Board and senior management
must develop an understanding of
the internal model methodology,
assumptions, and results

» Demonstration of appropriate and
consistent Management
Information across all applications

= A robust process to guide re-
calibration decisions and any
approximate adjustments of results

Ability to demonstrate to regulators:

Underwriting

epricing of the business through the
allocation of capital to lines of
business and linking to the firms*
business plan targets

Product development

eunderstanding the potential impact of
new product developments and
developing alternative business plan
projections

Strategy/planning

eassessing the possible impact on the
risks and capital of the business of
various strategies and objectives

Finance function

erisk based performance reporting
using measures such as return on risk
adjusted capital (RORAC)

Investment management

edetermining the possible effects of
investment decisions

Management information

eunderstanding the risks in the
business plan and sensitivities to key
assumptions, and how this fits with
the firm s risk appetite

Corporate finance
eassessing the possible impact on the
risks and capital profile of the

business of potential mergers,
acquisitions and disposals

Reinsurance

eanalysis, design and purchase of the
reinsurance programme

Source: FSA Pathway to Solvency I



A view on risk appetite statements

Risk appetite statements have to have bite and drive behaviour/decision making
A key focus of risk appetite statements is solvency ratio coverage

In many cases there is a very high level discussion of how strategy and risk
appetite are linked though it is unclear how well defined this process is in reality.

There is a general lack of consideration of risk aggregation issues

In most cases, companies use retrospective measures of risk (such as actual
solvency coverage ratio) rather than prospective (or “lead indicator’) measures

Over two thirds of the risk appetite statements that were reviewed contain an early-
warning system (such as a “traffic-light” system) in order to provide advance
warning to management that current risk profile is approaching a key threshold.

® Many risk appetite statements are clear in that there was no appetite for a
particular risk or risks. In such cases, the most popular risks to fall into this
category are operational (45%), regulatory (35%), liquidity (20%), reputational
(20%) and writing new business on unprofitable terms (20%).

@® Remuneration policy is explicitly mentioned in only a handful of the risk appetite
statements that were reviewed.



ORSA components

Independent review report on the
ORSA process

Independent
Review

Description of assessments during
the period driven by ‘material
changes’ or risk indicators

ORSA position
during the

ORSA
Process

period

Description of how risk and capital
management activity is integrated
into operational activity

‘Use test’

Explanation

Capital and liquidity plans under
base case and stress and
scenarios

ABC INSURANCE

Own Risk &
Solvency
Assessment
(ORSA)

December 2012

Capital and
Liquidity Plan

Future capital/solvency under
downside stress and scenarios

Stress Tests
and Scenarios

Projected capital and solvency
position over business planning
period (3-5 years)

Forward looking
Capital and
Solvency

Business
Context

Risk Mgt
Strategy and
Appetite

Governance

Risk Mgt
Process

Capital and
Solvency
Position

Description of the governance
process around the ORSA
including challenge and debate

Description of legal and
organisational structure, core
business activities and market
environment

Description of how risk
management strategy supports
business. Appetite statements,
current profile and monitoring

Description of risk governance,
risk universe and risk policies

Description of firm’s process and
procedures for identifying,
assessing, controlling and
prioritising risks

Point in time (reporting date)
capital and solvency on economic
and regulatory basis

I Economic Capital component
[ Risk management component

[ Process component
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My Own View

® Model Risk — data, uncertainty, over-reliance........
® Forward looking risk management

® Key Risk Indicators

@® Operational Risk

® Risk Culture

® Being in the “No” Business

® ERM Execution/implementation/integration

@® Education/Training

® Talent



Z,

ZURICH

Harvard Business Review Risk Study

Risk Management in a Time of Global Uncertainty:
Implementing an Integrated Approach to ERM

Group Risk Management,



The gap between ERM importance &
organizational performance in dealing with it.

m Performance ®|mportance

Embed a risk-aware culture at all levels I 1 %
e, 34%
|

Embed RM practices/responsibilitiesin to strategy | NRNRNRLIEIIIIIIIE 1 °°>
and operations e 30%
1
Assure all decisions within risk tolerances I 1%
e 28%

1
0,
Driverisk mitigation activities I 0%

|
elvident aricks I 10%
Proactively identify current/emerging risks

28%

28%

Aggregaterisk types for a full risk picture _8%_ 21%
1

0,
Identify/assess risks within/outisde organization _* 18%
|

0,
Leverage enterprise RM for competitive advantage & 17%

J
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lIF Report on Market Best Practices
Selected recommendations from July 2010

e Governance & risk culture: “It is critical for governance to embed a firm-wide
focus on risk. The recent market turbulence has provided clear evidence that
effective cultivation of a consistent “risk culture” throughout firms is the main
enabling tool in risk management.”

e Risk appetite: “Within a solid risk management framework, a key part of an
effective risk culture is the articulation of the firm’s risk appetite, and ensuring its
adoption throughout the firm.”

e Role of the Chief Risk Officer: “One clear lesson highlighted by the market turmoil
IS the need to strengthen risk management organizational structures.”

e Risk models and integration of risk management areas: “(...) Firms should (...)
ensure that risk management does not rely on a single risk methodology, and
analyze group-wide risks on an aggregate basis.”

e Stress testing: “During the market turbulence, the magnitude of losses at many
firms made it clear that their stress-testing methodologies needed refinement —
stress testing was not consistently applied, too rigidly defined, or inadequately
developed.”

Source: Final Report of the IIF Committee on Market Best Practices:
Principles of Conduct and Best Practice Recommendations — July 2010



10.

ERM In Light Of The Financial Crisis

+ Firms suffered far higher losses than anticipated.

S & P believes this was the result of...
— Poorly designed processes
— Poor implementation of well designed processes

— Lack of organisational commitments to properly enforce limits and align
activities with risk management objectives

— Lack of ability to properly execute the ERM framework in place

— Weaknesses in insurer’s risk appetite frameworks with lack of
understanding of specified risk tolerances and lack of ability to reconcile
risk limits and risk tolerances
(e.g. complex variable annuities & credit products)

+ Enhanced focus on the implementation of ERM
— Evaluation of management’s commitment to ERM
— Analysis of the effectiveness of the execution of the ERM framework
- Analysis and assessment of an insurer’s risk appetite

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor's & POOR’S



Industry Preparedness For Solvency Il Requirements

* In our opinion, insurers with "strong” ERM assessments under
our criteriashould be in a good position to meet the Solvency |l
requirements on risk management, internal models, and the use
test.

+ 18% of all rated European insurers currently have "strong” ERM
assessments. We believe a further 14% may achieve a "strong*
ERM assessment over the next two years.

« We believe that the remaining rated insurers will likely have to
make improvements to their risk management capabilities to
comply with Solvency IlI's requirements.
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