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First things firsté 

some ground rules for ERMé 
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ERM Rule 1: 

ERM = Risk Management + Return Maximization 

Å Enterprise risk management deals with risks 

(ñdownside risksò -- ) and opportunities 

(ñupside risksò -- ) affecting value creation 

or value preservation 

 

Å Value is maximized when management sets 

strategy and objectives to strike an optimal 

balance between growth and return goals and 

related risks (i.e., maximizing risk-adjusted 

returns), and efficiently and effectively deploys 

resources in pursuit of the entityôs objectives 

(value preservation) (value creation) 
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ERM Rule 2: 

The very essence of Enterprise Risk Management 

is in its ñmanagementò 

Å In business, everything we do involves some 

form of Risk Management but not everything 

is Enterprise Risk Management 

 

Å ERM is an oversight function ï ñsecond lineò 

of defense ï but is also a business partner 

for senior management to provide value 

adding solutions 
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ERM Rule 3: 

What is NOT ERM? 

 

1. ERM is not another (or additional) form 

of compliance 

 

2. ERM does not aim to solve or eliminate 

all risks 

 

3. Risk Management is not solely the 

responsibilities of the ERM function 

ñIn a risk business, risk is everyoneôs businesséò 
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Chartis APAC ERM Framework 
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2 

Risk Management Framework 

Risk Management Framework ï Overall 

 
-Risk Policies and Procedures 

-Risk Management Processes  

-Risk Analytics/Systems/Tools 

-Risk Management Resources 

Risk Management Operations  

 

-Visible Leadership 

-Communication 

- Involvement 

-Compensation 

-Professional Development 

 

Change Management 

 

 

-Roles and Responsibilities 

-Risk Committees 

-ERM Function 

 

Governance  
 

-Objectives 

-Scope 

-Guiding Principles 

-Risk Appetite 

Strategy 

1 

1. The Risk Strategy drives the Risk Governance Structure.  

2. Together Risk Strategy and Risk Governance provide the basis for risk management operations 

including risk policies and procedures, business processes, risk analytics/methods/tools and resources 

supporting risk management. 
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Risk Strategy: Chartis APAC ERM Scope 

The scope covers the whole risk profileé  

Scope Across: 

ÅAll business segments 

ÅAll locations 

ÅRisks to future income, 

not just current 

monetary losses 

ÅRisks from external 

events, even if out of 

our control 

ÅRisks due to third 

parties, such as 

competitors, suppliers / 

vendors, regulators, 

etc. 

 

Insurance Risk 

Market Risk 

Liquidity Risk 

Credit / 

Counterparty 

Risk 

Regulatory / 

Ratings Agency 

Risk 

Business Risk 

(Competitors, 

industry events 

etc.) 

Group Risk 

Operational Risk 

Scope of Risks 
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ƴ Economic Capital allocation 

ƴ Risk based compensation 

ƴ Portfolio optimization 

ƴ Product pricing 

ƴ Emerging risk management 

 

ƴ Risk identification 

ƴ Risk assessment 

ƴ Risk measurement 

ƴ Risk modelling 

ƴ Risk reporting 

 

ƴ Risk Response 

     (remove, reduce, transfer, retain) 

ƴ Underwriting Policy 

ƴ Reinsurance Strategy 

ƴ Investment Strategy 

ƴ Capital Management 

ƴ Liquidity Management 

 

ƴ Risk Structure 

ƴ Risk Committees 

ƴ Risk Function 

ƴ Risk Control 

ƴ Risk policies 

 

 

 

ƴ Maximize profitability 

ƴ Desired growth 

ƴ Optimized Risk Profile 

ƴ Enterprise risk appetite 

ƴ Risk specified appetite 

ƴ Risk limits by operating unit 

ƴ Individual limits / authority 

 

 

 

ƴ Insurance risk 

ƴ Asset / Market risk 

ƴ Credit risk 

ƴ Operational risk 

ƴ Liquidity risk 

ƴ Solvency / Capital 

 

Risk  

Objectives 

Risk  

Governance 

Risk  

Appetite /  

Limits 

Risk  

Process 

Risk  

Planning 

Strategic  

Risk  

Management 

Desired  

Risk Profile 

Integrated 

ERM 

Framework 

Risk Strategy: ERM Control Cycle 

1 

2 

3 

4 

5 

6 

7 
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Risk Management Implementation in APAC 

 

Part 1 ï Getting the Form in shapeé 
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ƴ Economic Capital allocation 

ƴ Risk based compensation 

ƴ Portfolio optimization 

ƴ Product pricing 

ƴ Emerging risk management 

 

ƴ Risk identification 

ƴ Risk assessment 

ƴ Risk measurement 

ƴ Risk modelling 

ƴ Risk reporting 

 

ƴ Risk Response 

     (remove, reduce, transfer, retain) 

ƴ Underwriting Policy 

ƴ Reinsurance Strategy 

ƴ Investment Strategy 

ƴ Capital Management 

ƴ Liquidity Management 

 

ƴ Risk Structure 

ƴ Risk Committees 

ƴ Risk Function 

ƴ Risk Control 

ƴ Risk policies 

 

 

 

ƴ Maximize profitability 

ƴ Desired growth 

ƴ Optimized Risk Profile 

ƴ Enterprise risk appetite 

ƴ Risk specified appetite 

ƴ Risk limits by operating unit 

ƴ Individual limits / authority 

 

 

 

ƴ Insurance risk 

ƴ Asset / Market risk 

ƴ Credit risk 

ƴ Operational risk 

ƴ Liquidity risk 

ƴ Solvency / Capital 

 

Risk  

Objectives 

Risk  

Governance 

Risk  

Appetite /  

Limits 

Risk  

Process 

Risk  

Planning 

Strategic  

Risk  

Management 

Desired  

Risk Profile 

Integrated 

ERM 

Framework 

Risk Strategy: ERM Control Cycle 

1 

2 

3 

4 

5 

6 

7 
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ERM Rule 4: 

ÅIn order for ERM to work, we need the Board (and 

Senior Management) Buy-in 

 
VA successful ERM program can help the Board to 

discharge its responsibilities 

 

VA supportive Board can help ERM through setting the 

right culture, direction and allocation of resources in the 

company 

 

A successful Board relies on ERM, and 

a successful ERM relies on the Boardé 
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The ERM journey beginsé 

1. Set up the whole APAC Risk Governance structure  

V Board Committees, Risk Committees and Control Committees (Audit, 

Compliance)  

V Appropriate suite of charters for accountability and scope of work 

 

2. To kick-start all the Risk Sub-committees 

V Includes 3 sub-committees (Insurance, Asset-Liability, Operational 

Risks) 

 

3. To set up ERM functions within APAC countries 

V Generalists ï In-country risk officers and risk champions Ą with 

mentor/buddy system of support 

V Specialists ï Insurance Risk & Portfolio Specialist, Operational Risk 

Specialist, Asset-Liability Specialist, CAT Modeler 

The Form needs Substance to be effective. 

The Substance needs Form to be efficient. 
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Board Executive 

Committee 

Management Executive 

Committee 

Asset-Liability  

Sub-committee 

Risk & Capital 

Committee 

Legend:  

            : Board Committees 

            : Management Committees 

            : Management Sub-Committees 

 

 

Advisory 

Council 

Nominating 

Committee 

Setting up of Governance Structure  
Board of Directors | Board Committees | Management Committees and Risk Committees 

Audit  

Committee 

Remuneration 

Committee 

Insurance Risk 

Sub-committee 

Operations Risk 

Sub-committee 

Compliance Committee 

Board of Directors 

Risk Committees 
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Board Executive 

Committee 

Management 

Executive 

Committee 

Asset-Liability 

Sub-Committee 

Advisory Council 

Nominating 

Committee 

Remuneration 

Committee 

Audit 

Committee 

Insurance Risk 

Sub-committee 
Operations Risk 

Sub-Committee 

Compliance 

Committee 

APAC 

Board of Directors 

Risk & Capital 

Committee 

(RCC) 

Á Independent advisors 

with diverse backgrounds 

Á Oversight on Management 

Á Approves Management 

policies and strategies 

Á Reports performance 

Á Highlight key risks 

and issues 
Á Specialized sub-

committees advises BOD 

Á Specialized sub-committees 

advises RCC 

Á Reports key risks and issues 

Á RCC provides 

guidelines and oversight 

Á BOD provides oversight 

Á Country risk committees 

report to BOD 

Á APAC Risk Committees 

provide oversight 

Country 

Risk Committees 

Country 

Board of Directors 
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The Dynamic of Governance Structure  
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Purpose of ERM Function 

1. Monitor overall risk profile against Board/RCC approved risk appetite 
 

2. Implement a comprehensive set of risk management policy 
 

3. Document a consistent risk ñlanguageò with standardized definition 
 

4. Develop risk management culture, include conducting trainings to staff 
 

5. Drive risk management processes, include assessment of methodology   
 

6. Design tools for management information and other risk reporting  
 

7. Work as business partner to senior management and other key 

stakeholders to define value adding solutions 
 

8. Work with internal audit and compliance function as ñsecond line of 

defenceò 
 

9. Communicate with internal / external stakeholders on ERM matters 
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ƴ Economic Capital allocation 

ƴ Risk based compensation 

ƴ Portfolio optimization 

ƴ Product pricing 

ƴ Emerging risk management 

 

ƴ Risk identification 

ƴ Risk assessment 

ƴ Risk measurement 

ƴ Risk modelling 

ƴ Risk reporting 

 

ƴ Risk Response 

     (remove, reduce, transfer, retain) 

ƴ Underwriting Policy 

ƴ Reinsurance Strategy 

ƴ Investment Strategy 

ƴ Capital Management 

ƴ Liquidity Management 

 

ƴ Risk Structure 

ƴ Risk Committees 

ƴ Risk Function 

ƴ Risk Control 

ƴ Risk policies 

 

 

 

ƴ Maximize profitability 

ƴ Desired growth 

ƴ Optimized Risk Profile 

ƴ Enterprise risk appetite 

ƴ Risk specified appetite 

ƴ Risk limits by operating unit 

ƴ Individual limits / authority 

 

 

 

ƴ Insurance risk 

ƴ Asset / Market risk 

ƴ Credit risk 

ƴ Operational risk 

ƴ Liquidity risk 

ƴ Solvency / Capital 

 

Risk  

Objectives 

Risk  

Governance 

Risk  

Appetite /  

Limits 
Risk  

Process 

Risk  

Planning 

Strategic  

Risk  

Management 

Desired  

Risk Profile 

Integrated 

ERM 

Framework 

Risk Strategy: ERM Control Cycle 

1 

2 

3 

4 

5 

6 

7 
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A risk appetite statement is a clear articulation of the risk profile Chartis is willing to 

accept in the pursuit of its strategic goals. It builds the foundation to meet strategic 

objectives, to carry out day-to-day business management and to develop and 

execute appropriate courses of action during times of stress and crises.  

 

Á A structure for cascading overall risk appetite articulated at the Chartis Inc. level 

down to various risk categories, to individual businesses and ultimately to limits and 

authorities for various risk-taking activities and individuals 

 

Á A consistent set of criteria that should be considered when setting risk appetite 

across risk categories and businesses 

 

Á Guidance on the use of risk metrics in setting risk appetite to ensure clear 

understanding and management of underlying model risks 

The Framework provides: 

 

Chartis Risk Appetite Framework 
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Risk Appetite Concepts 

Risk Appetite ÁA framework that establishes the risks that the insurer wishes to 

acquire, avoid, retain and/or remove. (S&P definition) 
 

Risk Preference ÁThe qualitative risk appetite statements that guide the insurer in 

the selection of risks. (S&P definition) 
 

Risk Tolerance ÁThe quantitative risk appetite statements that guide the insurer 

in the selection of risks. (S&P definition) 
 

Risk Limits ÁThe quantitative boundary that serves to constrain specific risk 

taking activities at the operational level within the business. 

(S&P definition)  
 

Risk Target ÁThe optimal level of risk that an organization wants to take in 

pursuit of a specific business goal, considering the risk-return 

trade-off and companyôs capacity to manage those risks 

 

Risk Capacity ÁThe volume of risk that an organization can take as measured by 

some consistent measure, such as Economic Capital 
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Illustration of Risk Appetite Concepts 

Son:  I want to eat bread. (Risk Preference) 

 

Wife: How many do you want? (Risk Target) 

 

Son: I want two breadé(Risk Tolerance) 

 

Wife: No, you can only eat one bread. (Risk Limit) 

 

Wife: You have just drank milk, and you are going to eat 

lunch later. If you eat two bread you will be too full for 

lunch later. (Risk Capacity) 

Conversation overheard at homeé 
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Individual Limits / 

Authorities 

ÅLimits & authorities 

applicable at point of 

risk-taking activity 

ÅDeveloped at 

operating unit level 

ÅEnable management 

of risks within overall 

risk limits of the unit 

ÅContinuous monitoring 

of appropriateness 

4 Level 
Risk Limits by  

Operating Unit 

ǐAllocation of appetite  

is based on capacity 

and constraints 

ǐReviewed regularly to 

reflect local changes in 

regulatory constraints, 

capacity of legal 

entities, local market 

fluctuations and 

financial performance 

3 Level 

Risk Specific 

Appetite 

ǐTranslation of 

overall risk profile 

into numerical limits 

on exposure to 

specific risk classes 

and events 

ǐOrganized along 

dimensions that 

typically do not 

aggregate 

ǐReviewed and 

updated annually 

2 Level 

The risk appetite statement is constructed in a top-down manner in four stages, starting at the 

Chartis, Inc. level 

E&O 

D&O 
Primary 

Cas. 

Credit 
Sector; Rating 

Obligor 

 

WC 

Equities 

Munis 

Aviation 

Alt. 

Assets 
A&H 

Personal 

Auto 

Enterprise Level 

Risk Specific 

Appetite 

U.S. 

Intl 

Risk Limits 

XS 

Cas. 

Home 

owner 

Marine 

1 Level 

Enterprise Level 

ǐThe overall risk profile 

Chartis is willing to 

accept 

ǐDerives from strategic 

objectives for growth, 

profit and risk to support 

long-term viability and 

value creation 

ǐReflects competing 

objectives for  

ï Solvency/capital 

adequacy 

ï Earnings volatility  

ï Profitability 

ǐLong term view and only 

adjusted to reflect major 

changes in the external 

or internal business 

environment 

 

Property 

Geography 

Chartis Risk Appetite Structure 



23 

There exists a spectrum from pure qualitative statements to most quantitative 

aspects 
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Chartis 

ñconservativeò ñconsiderable appetite for venturesò 

ñaggressively pursue opportunitieséò ñwe have a war chest foréò 

ñlow appetite for risk except if ñguaranteedò 

directly related to core skillsò ñbacked by first mortgagesò 

ñwe have no appetite for systematic ñlow risksò 

operational riskò ñspeculativeò 

ñnot tolerate damage to reputationò ñaggressiveò 

ñless than a 10% chance of a loss each yearò 

ñless than x% chance of a breach of MCR in next 10 yearsò 

ñmaintain S&P rating of AAéò 

ñno more than y% decline in economic capital with 95% probabilityò 

ñCost of rectification for operational issues no more thanéò 

ña negative return once in about every 7 yearsò Quantitative 

Qualitative 

Articulating a Risk Appetite 
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Risk 

Limit 

Risk Target / Limit  

Risk Appetite can be developed using ñbottom-upò or ñtop-downò approach, or a combination of 

the two. 

Developing Risk Appetite in an organization 

Individual 

Limits / 

Authorities 

4 Level 

Risk            

Limits by  

Operating 

Unit 

 

3 

Risk        

Specific 

Appetite 

2 Level 

1 Level 

Enterprise 

Level 

 

Level 

Organiz-

ational 

ñTop-Downò 

(Cascade) 

 

Functional 

Operational 

Individual 

ñBottom-Upò 

(Aggregate) 

Risk Preference / Tolerance  

Risk Tolerance / Target  
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Criteria for Cascading Risk Appetite 

V  Relative exposure vs. peers ï This 
criteria relates to impact on reputation 
as a result of being an outlier among 
peers or industry 

There are four criteria considered when cascading enterprise level risk 

appetite to specific limits and individual business units. 

These are often competing considerations and will require assessing the extent to which negative 

considerations related to one or more criteria are offset by positive impacts due to other criteria. 

Capital adequacy vs. profitability ï  

The relative risk/return profile of the risk is 
a key consideration in setting appetite. It 
ensures consistency between risk appetite 
and methods used to optimize portfolio mix 
and assessing risk-adjusted performance 

Organizational capabilities ï In addition to 

financial considerations, risk appetite should 

consider the capabilities of managing the risk.  

These include, for example: 

Å Knowledge, experience and size of the 

 underwriting team responsible for risk 

 selection and pricing 

Å Completeness and accuracy of data 

 needed to reliably assess the risk 

Å Availability of methods and tools to 

 reliably assess the risk 

Å Knowledge and experience of management 

 team with respect to the risk Time ï Consideration should be given to how 

quickly exposure can be reduced in adverse 

circumstances in needed.  It includes: 

ÅDuration of the policy 

ÅAbility to cost effectively reinsure or 

hedge risk 

ÅTime required to reliably assess the 

true cost of the underlying risk 
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Risk Management Implementation in APAC 

 

Part 2 ï Getting the Substance in placeé 
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ƴ Economic Capital allocation 

ƴ Risk based compensation 

ƴ Portfolio optimization 

ƴ Product pricing 

ƴ Emerging risk management 

 

ƴ Risk identification 

ƴ Risk assessment 

ƴ Risk measurement 

ƴ Risk modelling 

ƴ Risk reporting 

 

ƴ Risk Response 

     (remove, reduce, transfer, retain) 

ƴ Underwriting Policy 

ƴ Reinsurance Strategy 

ƴ Investment Strategy 

ƴ Capital Management 

ƴ Liquidity Management 

 

ƴ Risk Structure 

ƴ Risk Committees 

ƴ Risk Function 

ƴ Risk Control 

ƴ Risk policies 

 

 

 

ƴ Maximize profitability 

ƴ Desired growth 

ƴ Optimized Risk Profile 

ƴ Enterprise risk appetite 

ƴ Risk specified appetite 

ƴ Risk limits by operating unit 

ƴ Individual limits / authority 

 

 

 

ƴ Insurance risk 

ƴ Asset / Market risk 

ƴ Credit risk 

ƴ Operational risk 

ƴ Liquidity risk 

ƴ Solvency / Capital 

 

Risk  

Objectives 

Risk  

Governance 

Risk  

Appetite /  

Limits 
Risk  

Process 

Risk  

Planning 

Strategic  

Risk  

Management 

Desired  

Risk Profile 

Integrated 

ERM 

Framework 

Risk Strategy: ERM Control Cycle 

1 

2 

3 

4 

5 

6 

7 
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Functional 

Department 

Scope of Risks 

Insurance Market Credit Liquidity Other 

ERM 

Actuarial 

Investments 

Credit 

Treasury 

Reinsurance 

Underwriting 

Senior Management 

CAT Modeling 

Capital Management 

analysis 

data 

review 

The ERM Function will work closely with the senior management and other functions on risk management 

related activities. 

The ERM processes are interconnectedé 
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ERM Rule 5: 

ÅERM is like the police. If someone tries to rob you and 

we are there, you love us. But if you are speeding and 

we catch you, you hate us 

 

ÅIf ERM managers can persuade Business Units that they 

want them to make money ï but safely ï they gain 

credibility 

 

The two 4-letter ñFò words to deal with 

Business Units are ñFIRMò and ñFAIRò! 
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ERM Process 

 

Example 1: Insurance Risk 

 

Risk Measurement ï  

Risk-Adjusted Profitability (RAP) 
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ERM Rule 6: 

ÅERM should focus on things that add value. Things that 

add value, people will value. Things that donôt add value, 

people will not value 

People donôt care how much you know, 

until they know how much you ñadd valueò 
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1. Marakon 

Linking Intrinsic Value and Market Value 

S&P 500 P/E Ratio and EPS GrowthS&P 500 P/E Ratio and EPS Growth

0

20

40

60

80

100

120

140

-20% 0% 20% 40% 60% 80%

R2 = 21%

Projected EPS Growth2 (2009-2012 CAGR)

P/E Ratio (Forward)

100

1,000

10,000

100,000

1,000,000

100 1,000 10,000 100,000 1,000,000

Intrinsic Value ($M)3

Market Value ($M)1

S&P 500 Market Value and Intrinsic ValueS&P 500 Market Value and Intrinsic Value

R2 = 88%

Senior Managementôs ultimate responsibility is shareholder value creation and enhancement, 

as evidenced by total shareholder return: market value appreciation and dividends 

Market Value (MV) follows Intrinsic Value (IV) over time more closely than with other metrics 

such as earnings per share (EPS) growth1 
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The US insurance sector on average have underperformed vs. other industries and returns are on 

average  below the cost of capital 

Insurance Industry Has Unperformed 

-30% 

-20% 

-10% 

0% 

10% 

20% 

30% 

$0 $500 $1,000 $1,500 $2,000 $2,500 $3,000 $3,500 $4,000 

Insurance  

Brokers 

Property & Casualty Insurance 

Asset Mgmt and Custody Banks 

Life and Health Insurance 

Multi - Line Insurance 2 

Wtd . Avg. = 3.0% 

Reinsurance 

IT Consulting & Other Services  

Tobacco 

Household Products 

Soft Drinks 

Pharmaceuticals 
Integrated Oil & Gas 

Industrial Conglomerates 

Aerospace & Defense 

Other Diversified Financial Services 

Movies & Entertainment 

Automobile Manufacturers 

Communications Equipment 

Wireless Telecommunications Services 

Broadcasting 

Avg. Return on Equity  - Cost of Equity  ô 00 - ô 09 1 

Avg. Beginning of Year Equity  ô 00 - ô 09 ($B) 

Top Quartile 

Median 

Bottom Quartile  

6.9% 

2.0% 

(3.9%) 

Top Quartile 

Median 

Bottom Quartile  

6.9% 

2.0% 

(3.9%) 

US Industries 

Avg. Return on Equity  - Cost of Equity 

ô 00 - ô 09  

Avg. Return on Equity  - Cost of Equity calculated as the weighted average of 2000 - 2009 Risk - Adjusted Profit /  BoY Equity for all companies currently classified within a given  

industry; 2. Includes AIG; Excluding AIG increases Multi - Line Insurance Spread from (10.2%) to (2.6%); Note: Universe of  companies is S&P 1500 

Source: Capital IQ, Marakon analysis 
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(20%) 

(15%) 

(10%) 

(5%) 

0% 

5% 

10% 

15% 

0 50 100 150 200 250 300 350 400 450 500 

Return on Equity less the Cost of Equity computed as the weig hted average over a ten - year period (2000 - 2009) for sample of S&P 500 insurance companies plus selected AI G  

peers; excludes companies without 10 years of data (Assurant and Genworth  ï 8, Axis  ï 7, Ameriprise  ï 6, Allied World Assurance  ï 5); 2. Multi - Line average excluding AIG =  
(0.5%); 3. Only includes 9 years of data for Travelers. Source:  Capital IQ, Marakon analysis 

Avg. Return on Equity  ï Cost of Equity  ô 00 - ô 09 

Avg. Beginning of Year Equity  ô 00 - ô 09 ($B) 

Insurance  

Wtd Avg =  (1.5%) 

Multi - Line 2 

Property & Casualty 

Life & Health 

Other (e.g., Reinsurance, Brokers) 

Avg. Return on Equity  ï Cost of Equity 

ô 00 - ô 09 

(5.8%) 

1.8% 

(0.3%) 

2.7% 

Multi - Line 2 

Property & Casualty 

Life & Health 

Other (e.g., Reinsurance, Brokers) 

Avg. Return on Equity  ï Cost of Equity 

ô 00 - ô 09 

Avg. Return on Equity  ï Cost of Equity 

ô 00 - ô 09 

(5.8%) 

1.8% 

(0.3%) 

2.7% 

A Wide Dispersion within the Insurance Sector   

Within the insurance sector there is a wide dispersion in terms of risk adjusted performance.   
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Risk Adjusted Profitability (RAP) 

ÅRisk Adjusted Profitability (RAP) introduced the 

concept of ñIntrinsic Valueò ï i.e. quality (not 

quantity) of earnings is key 

V Can track riskiness and capital load of each 

transaction 

V Can determine which lines, which geography, via 

which distribution channel we generate real value 

from 

V Clear correlation with Market Value and Stock 

prices 

Å  Move away from traditional measures: 

V Loss Ratio / Combined Ratio 

V Underwriting results  

V Net Operating Profit After Tax (NOPAT) 

V Return on Equity (ROE) 

Value Preservation = Risk Optimization 

ÅThe objective of ERM is to optimize (not minimize) risk-return 

Return 

Risk Capital 

Capital,  

performance  

and risk  

management 

Solvency 
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>ROE = Net Income / Allocated Equity 

ÁComparability across countries and regions to consider differences in 

operating environment 

 

 

 

 

 

 

>RAP = ROE minus the cost of capital 

ÁRAP needs to be greater than 0 

ÁRAP can be expressed in either % or $ 

ROE & RAP Are Key Measures of Performance 

Net Income 

Equity 
ROE = 

Å Value Preservation => (Focus on ñrisk-adjusted returnsòé) 

Å Reflect the time value of money & the cost of riské 

Å Link between Risk, Capital and Returnsé 

ÅValue Creation => (Focus on ñreturnsòé) 

ÅLink between Capital and Returnsé 
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ROE and RAP Definitions 

RAP ($) = 
Net Income ï Cost of 

Capital 

= Net Income ï (Cost of 

Capital Rate) x Capital 

=(ROE ï Cost of Capital 

Rate) x Capital 

ROE (%) = 
Net Income / Capital 

20

10

30

10.5

19.5

7

12.5

U/W P&L NII Operating Inc Tax Net Income Cost of  Capital Risk Adjusted Prof it 
($)

Assume NPE of 

$100MM 

ÅLR:  50% 

ÅER: 30% 

ÅCR: 80% 

1 

Assume interest Rate of 

5%, Payout Period of 2, 

and Required Capital of 

100 (Solvency Ratio of 1x) 

2 

Tax Rate 

35% 

3 

Cost of Equity  

Rate of 7% 

multiplied by 

Required 

Capital of 100 

5 

RAP ($) is 

Net Income 

- $ Cost of 

Capital 

6 

ROE is 19.5%  

= Net Income/ 

Required 

Capital 

4 

Illustrative Example  

RAP Spread (%) 

= ROE ï Cost of Capital 

Rate 

 

OR 

= RAP / Capital 

RAP Ratio (%) 

= RAP / NPE 

Net Income = 
NPE ï Loss Incurred ï Commissions ï GOE + NII ï Tax 

= (NPE ï Loss Incurred ï Commission ï GOE + NII)  

   x (1 ï ETR) 

Marginal RAP 
= (NPE ï Loss Incurred ï Commission ï GOE x 60% + NII)  

   x (1 ï ETR) ï Cost of Capital 

(Assumption: GOE are 60/40 variable/fixed) 
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Line Management 

Control 
Senior Management Control 

U/W and 

Investment 

Growth 
ÅTop Line Production: 

ÅRenewal and new 

business 

ÅInvested Assets 

ÅBusiness Mix 

Risk 
ÅRequired Cap 

ÅExternal environment 

ÅBusiness mix 

Returns 
ÅLR, ER, CR, U/W P/L 

ÅAsset yield, NII 

Return on 

Capital 

Cost of  

Capital  

Existing 

Capital  

Value 

Creation 

(Franchise 

Value) 

 Market  

Value  

 

Total 

Shareholder 

Return 

Risk-

Adjusted 

Profits 

Over 

Time 

Investor driven 

Intrinsic 

Value 

RAP linked to Key Performance Indicator (KPI) 
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ÁReduce production 

in lines with 

significantly 

negative RAP 

ÁIncrease 

production in RAP 

positive lines 

Business Mix 

ÁRestructuring loss 

sensitive business, 

reducing capital 

requirements and 

thus cost of capital 

and improving 

RAP, while placing 

less emphasis on 

top line numbers 

(NPW) 

ÁOptimizing 

reinsurance 

purchase with a 

combination of 

capital markets and 

traditional 

reinsurance, 

reducing future 

year catastrophe 

protection 

spending relative to 

current year 

spending 

Capital 

Management  

ÁStrategic business 

expansion in the 

growth countries 

informed by a 

historical and 

projected RAP 

assessment of the 

markets and 

strategies 

ÁDirect marketing 

strategies include 

an assessment of 

value of new 

business through 

RAP measures as 

well as the reported 

financials 

Growth 

Strategies 

ÅRAP and intrinsic 

value analysis 

played a key role in 

decisions regarding  

various M&A and 

divestiture 

transactions 

M&A and 

Divestiture 

ÁTechnical pricing 

includes an explicit 

profit margin 

informed by capital 

utilization, ROE 

hurdle rate, and 

RAP 

ÁBreak-even or 

maximum 

allowable 

combined ratio 

concept introduced 

to businesses 

Technical 

Pricing 

RAP linked to Business Decisions / Strategic RM 

Risk-adjusted profitability and intrinsic value are key inputs to business decisions 

 

 



40 40 Rating Agency Presentation S&P 

ERM Process 

 

Example 2: Operational Risk 

 

Risk Identification ï  

Risk & Control Self-Assessment (RCSA) 
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RSCA is a process to assess risks and evaluate the  

effectiveness of the business control 

environment. 

   

Risk & Control Self-Assessment (RCSA) 

V  RCSA was developed to create a robust framework for operational risk 

management (ORM) in Chartis.   

 

V  The RCSA process supports the identification, analysis, reporting and 

monitoring of key processes, risk, controls and remediation plans across 

Chartis.   

 

V The four data forms which include risks, controls, issues and action items are 

created to collect risk data from process owners in each business entity.   

 

V With the implementation of a broad, accurate and comprehensive risk data 

aggregation, we are positioned to perform full scale risk analysis to minimize 

and mitigate operational risks. 


