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Key Trends Are Driving Change in the
Insurance Industry capd

Increasing customer demands and environmental complexity are driving the need for constant innovation

Demanding Innovation and
customers agility

Gilobal
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growth

Compliance and
governance

Simpler and Changing face of Change forced by Fragmented risk Cost pressure on
individualized insurance Web and new management 1T and loss
products because of technologies systems. expenses
“Generation now” °°"‘Pe""°|:‘. and New entrants in Changing risk Increase and
requires superior demographics distribution such landscape defend market
service Grgw_thk ﬂlsnlla} as retailers |mpactof the share
Less customer :';‘"’ "sh m”‘c,':g Specialization financial crisis on Pressure from
loyalty due to :rk”gq G created by regulatory capital markets
price sensitivity MELES differentiation requirements

The Current State of Risk Management CHARTIS.

Increased need for an integrated enterprise view of risk
exposure

Risk models moving away from standardized calculations and toward
internal models

Complexity of products and portfolios spanning organizational silos,
organizations, and borders

Lack of transparency into overall risk exposure

New emphasis on regulation and control
Increasing complexity and number of regulations
o] risk a higher priority
Monitoring and tracking of controls and risk indicators

Data and information needs growing exponentially

Lack of executive insight into critical risk information due to the siloed
nature of data

Ability to analyze structured and unstructured information required
Growing requirement for a trusted data analysis foundation

Risk Management Evolution

Value Added ERM: Risk
Adjusted Performance
Management
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Effective Enterprise Risk Data Management
Infrastructure (Data)

Adapted from Teradata Risk Data Management Infrastructure




Risk Adjusted Performance Management cHArTIS®
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with Risk Adjusted Performance

Integrated Finance and Risk
Management (RAPM) J

Integrated
Financial &
mt. Acctg. (IF!

Enterprise Risk &
Capital Mgmt.

Insurance
Risk

Operational
Risk

Management
Accounting
Overall Vision:

Risk Adjusted Performance Management
combining Enterprise Risk Reporting and
Financial and i

Business Risk
|istrtegy. Reputation etc|

Meeting Continuous Regulatory
Requirements
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Common Requirements:

Interactions: Finance, Compliance, Risk, Marketing, Sales, Service

n and consolidation, business rules, predictive modeling

Data Quality: Consistency, integrity, quality, auditability, tracking

Data Linkages: Customer linkages: householding, duplicates, traceability, et al.

Data Access: Timely access & update, virtual data access, intemal & external reporting, dashboards, ad-hoc reporting & exploration

Operational integration: Real-time alerts / triggers, rules deployment and execution

and Moving Beyond Compliance

Objectives Business Value
L ey (U E N ETES Leverage compliance
aﬁ{asrll(age Greater process transparency initiative investments

in data for improved:
Increased traceability

Improve risk & accounting reconciliation processes Transparency and
Risk Management
Reduce Optimize reinsurance use Decisioning
Costs — Market and
Speed financial close
customer
nfiden
Reduce operating and capital expenses confidence
Revenue and
Improve product and service offerings profitability
Profitable -
Growth Integrate strategic growth plans

Increase competitive positi

ning and

ing accuracy
Improve service, customer satisfaction and retention

Grow sales and profit
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Objectives, Issues, Capabilities, and Benefits

Objective:

Best-practlce solution:

Risk-adjusted management of strategy and performance

Align risk
effectively mitigate risk

strategy initiatives and

No alignment of risk management
with strategy

Formal integration of risk
management with strategy

Lack of visibility into the impact of
risks to strategic goals and
objectives

Repeatable framework to analyze
and mitigate risk

Continuous monitoring of key risk
indicators (KRls) across strategic
objectives

Limited ability to monitor key
risks automatically

Optimized performance

Maximized visibility across risk and
strategy management initiatives

Increased strategic effectiveness
through automated monitoring of
tisks

Integrated Finance and Risk Management

Key Stakeholders & Objectives

Aunified approach to Integrated Finance and Risk

enabling risk adjusted performance strategy, planning and decisioning

S e w
a8 Bl

Board

Corporate Governan

orporate Performan

How do we obtain more
timely insight into risk
adjusted metrics for strategy,
planning and decision

ing?

How do | maximize corporate
performance while managing
risk and ensuring

compliance? accurate and compliant
making

Improve overall Increase visibility Reduce losses and risk
exposure and improve

Maximize capital Manage risk profitability

allocation and return Ensure auditable processes

on capital for sk & capital assessment

Increase shareholder
value and economic
value added

L

Chief Risk Officer

- Adl“s‘“‘ Peﬂo’man“ SR

How do | proactively miigate
risk, maintain a proper balance
of risk and equity, and ensure

ite performance by

M\AL I
Financial Performance
Management

How do | maximize corporate
performance and allocate
capital based on risk?

el

processes and reporting?

Enforce accountabilty
Enable continuous control
monitoring through
automation

Reduce cost of compliance

Reduce risk mitigation costs
and reinsurance premiums

Top 3 ERM Challenges

Figure 5. People and data challenges will slow ERM implementation
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#1: People with right
skills and experience

#2: Data quality & control

#3: Embedding a Risk
Culture
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ERM Priorities for 2010-2011

Short-term priorities emphasize risk control processes, risk appetite,
economic capital modeling and use of economic capital in decision making

CHARTIS

#1: Improvements in risk
monitoring and reporting

« Although risk monitoring and reporting is a key area in enhancing business
performance, it is also a priority for improvement
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KPIs needed for ERM
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Key Performance Indicators

Value at Risk Metics (Credit and Market)

‘Credit sk Metrics (LGD, PD) by Obigor
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Investment Volatity

Net Investment Income.
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Sample of Data Requirements for ERM KPIs

Data Requirements

+ Required Capial
« Operating come
« Gross and Nt Premium by Line

"  Business.

+ Expensesty Category

« Netincome.

= Undenwiting Pofitby Line of Business
« CashFiow

= Claiminformation by e by accident or underwriting year
+ 1B estimates by line by accidentor underwriing year
« Gross and Net Premium by Line

+ Measurementof reserve voatity by e

« Exposureinformation

Risk & Capital
« Catastropho model inputs and outputs

Management

= Scenario efiiions (aggregations,stresses)
« Baseline and stross defintons

- identfedkey rsks

+ identfied operationallosses

« Type of availabl capialfurs

+ Marketvalve of investments
+ Type and qualty of ivestments
+ Duration

+ Liabilty payment pattersby e
+ Netinvesiment income by asset
+ Benchmarks

+ CashFiow

Difficulties with Data

Timeliness of collection and updating
Availability

Converting to automated processes without losing the granularity that can be obtained
through manual processes

Metrics come from both system data as well as outputs from a series of models
Quality control

Maintaining strong processes around the collection, extraction, reconciliation and
applicability of information

Capture of relevant exposure information for risk assessment and monitoring

Issues for multinational companies

= Various bases of data and need to convert GAAP or Stat to Economic

= Monitoring of . risk valuations
= Multplo systems at iffering levels of maturlty

= Inconsistent availabilty
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70% of Data Needed for ERM is Finance Data

Finance

Estimated
70% re-use
of Finance
Data for
ERM

Management Enterprise

Risk

Management

Enterprise Data Warehouse

Integrated Risk & Finance Data Mart

Financial Data Risk Data

CHARTISﬂ
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Enterprise Risk & Performance Mgmt.
Maturity Model

Basic

+Manual data clean up «Using clean up using tools +Automated data feeds +Automated data feeds
but not automated from most data sources from all data sources
Data +Changes posted ~Changes posted weekly  -Changes posted daily | +Changes posted
end-o-month immediately
Management | .paa definiions undefined ~Data defiitions defined  -Data defintions defined  -Common data definitions
ut no concurrence and agreed butlimited et across enterprise;
change management change management
«Desktop modeling Desktop modeling with «Desktop modeling with «Enterprise modeling and
local distributed computing| enterprise distributed distributed computing
= computing
Risk
Modeling «Model building process | *Model points within local  +Model points available for ' «Model points auditable,
spreadsheet based database multiple users reusable, optimized
«Abilty to reproduce results +Reproduce results with  +Standardized process  -Automated versioning and
sporadic manual archive across enterprise reproduce results
+Key metrics/indicators  +Key metrics available from +Key metrics and leading  +Key metrics with dill down
Reporting & defined but not complete  multiple reports indicators in an enterprise ~ analyses an
Analytics scorecard exploration
«No integration between  +Reports are standard but  +Results updated through  +Real time aggregation
financial modeling aggregation of results periodic batch processes
applications ual

Enterprise Risk and Performance Management
High-Level Architecture
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Ul layer Dashboards Internal Reporting External Reporting
* t* *

£ Universes Financial uw Operational Business Finance
] Risk Risk Risk Risk Performance
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3 * *
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Federated Data using Metadata Management

Claim Adm.

Polcy Adm.

RiskCale. Models

Other Data Mart

39 Pany/Extoral




Creating a Trusted Financial Data Source

With Standardized A ing Rules

CHARTISC'

« " Accountingfor ransactionalcalculatons nclucing:
Dopositaccounting payorts.
lssuo poley.
Premium payments
Fee payments, including late fees and TPA fees:
‘Glaims paymonts (oss and loss cxpens)
Case reserves
Incur polcy acquistion exponse
Policy acaisiion expan payment,incuding technical DAC

‘Accounting for perodic calcultions

includng:
IBNR
Premium defciency reserve
Contingont commission
Polcyholdor didond
Aogrogated acguisiion expense

payment
« Manual business events trough
Standard izad Accounting Puies

Calculations (scope o bo defined)
Earmings Methods
Siralghtino oarming method (365 day, 12 month and 24 monh option)
Immodiate oarning method (on policy ssuance)
100% earming method (efectve cate)
+ Handio muitlo accounting basis incuding
UsGaRe.

Local GAR®
Local STAT
+ Suport Account dotormination

rigored mass roversals
« User dofined varatle earnings
iocs

Porcontage completionmathod
Wartaniy earnings.
+ Comploto ruos itxary and
management functonaly
« Handie IFRS accourting basis

« Intogration wih Colletions & Disburserrerts.
« DataVaidation

* Wakback faciiy (iraceabitty)

« ity to access future eamings calculations

+ Basicuos orary and management fucionalty

« Enhanced usabity, updated user
intertace

« Changes inaccourting ues.
simuation capabities

Financial Data & Information

C
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Income Statement
Wiitien Premum

Pi
Underwiting

d
Deferred Accuisiton Costs (GAAP)
Eamed Premum
PaidLoss/Beneit

Ghange n Loss/Benef Reserves
PaidLoss Adustmont Exponso

Financial Reporting
GAAP

SAAP

Business
Management

Undorwriing Exponse
OtrerExponse
Investment income
Investrent Expense
Tares

Balance Sheet
Cash

Accounts Recelvable
sets

Aocourts Payabi
Unearned Premum
Loss Roserves
BN

Capitaland Supls

Experience
Analysis

Predictive
Modeling

Data Mining

Financial Behavior

[External Financial Data
Interest Rate Yiels
[Secuty and Exchange Index
Finance price Index

|Competiive Benchmark

BuyiSel Sec
Manage Investmorts

Analysis

Financial Measures & KPIs

Reporting Measures/KPls

Annual Report Return on Capital > RAROC
Government/ NetInvestment Yield
Treasury Earnings Per Share
.
ettt
-l o o
e

Cost Gerter Underviing PaL

Annual Statement & ED""‘R'";’ Ratio
Statutor Exhibits. oss Hatio
v e R

Associations Operating Ratio

‘Special Fllngs Change in Surplus
Change in Premium Writien
Liabiiies to Surplus

Leverage Netand Gross
Current Liquidity

Reserves o Surpls
Statistical Plans Promium Persistoncy.
Actuarial Mortalty and Clams
Medical Trend

CHARTISC'

Analysis

Revenue Growth
Earnings Growth
Relurn on Capital > RAROC

AgentPolcyholder Retenton
Catastrophes

Reinsurance.

Policy Class/Sub Class.

Policy Term
State
Agent State

Price Target/Achieved
Quotes AcceptediDecined
Premium Persistence.
Expose Mix

Exposure Urits




Enterprise Risk & Performance Mgmt.
Solution Components
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Corporate Strategy & Performance Management

Solvency

Pillar 1 Pillar 2 Pillar 3

Semantic Data Model, Internal Dashboards & Rep External Rep
Integrated Trusted Data Source

Data Quality & Data Integration

Risk Calculation Engines GRC Operational Risk

Core Source Systems (GL, Policy M

Summary cHarTIs®
Capabilities Needed [Sand
Key Area Capabilities Needed

Organizational Alignment Aligning Risk & Finance & Alignment Roadmap
Risk Aware Culture

Organizational Maturity Assessment

Education & Training

Financial Risk (Market, Liquidity, etc.)
Operational Risk

Underwriting Risk (Life, Non-Life, Health)
Business Risk (Reputation, et al.)

Risk Aggregation

Risk Models & Calculations

Data Governance & Quality Data Governance & Stewardship
Data Quality

Data Traceability

Information Management Foundation Common Semantic Layer (KPI Framework)
Metadata Management
Data Warehouse/Data Marts

Dashboards, Reports and Advanced Analytics




Thank You!
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