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Guy Carpenter Enterprise Risk Management Briefing Finds Momentum Accelerating for Metric-Based Capital Models

New York, April 30, 2009

A briefing issued today by Guy Carpenter & Company, LLC, the leading global risk and reinsurance specialist, finds that the global financial crisis has hastened the pace of enterprise risk management (ERM) initiatives across the insurance and reinsurance industries. 
The briefing, Risk Profile, Appetite, and Tolerance: Fundamental Concepts in Risk Management and Reinsurance Effectiveness, available at www.GCCapitalIdeas.com, concludes that global regulatory, financial markets, and legislative developments have combined to accelerate the adoption of metric-based frameworks and capital models as an integral part of corporate governance and portfolio evaluation.  
ESTABLISHING COMMON ERM TERMINOLOGY
To help insurers and reinsurers better prepare for internal and external questions relating to risk and capital, the briefing offers a framework for defining common terminology:
· Risk Profile: The broad parameters a firm considers in executing its business strategy in its chosen market space.

· Risk Appetite: The level of uncertainty a company is willing to assume, given the corresponding reward associated with the risk.

· Risk Tolerance: The stated amount of risk a company is willing and/or able to keep in executing its business strategy.
BEST PRACTICES
Specifically, insurers and reinsurers should be prepared to:

· Link changes in the Risk Profile to corresponding Risk Appetite and Risk Tolerance developments.
· Implement enterprise-level risk monitoring and evaluation through economic or risk-based capital measures.
· Manage Risk Tolerance to influence operational decisions, e.g., through underwriting guidelines, zonal aggregates, and pricing discipline.
· Develop risk mitigation strategies for use when risk exceeds Risk Tolerance limits or could impair reputation.
ERM AND RISK TOLERANCE BENCHMARKING STUDY
· All 35 firms in Guy Carpenter’s survey of publicly disclosed information on risk tolerance indicate some form of consideration of risk tolerance at the enterprise or risk segment level.
· Though the firms in the study generally disclose the method for measurement, information on the amount or level of risk tolerance was shown to be scarce.
· More than 50 percent of firms from each region disclosed market/asset risk, with credit risk and insurance risk disclosures following.
· The most prevalent methods disclosed for measuring Risk Tolerance were Value at Risk and stress testing.
QUOTES

Susan Witcraft, Managing Director, Guy Carpenter

“As the global financial crisis continues to unfold, the implementation of ERM disciplines is gaining momentum.  With regulatory, legislative, and capital markets influences putting additional pressure on shareholders and boards of directors, the demand for more stringent risk management parameters is on the rise.  In this environment, we anticipate seeing a significant increase in both qualitative and quantitative transparency from firms with regard to their risk profile, risk appetite, and risk tolerance.”  
Iain Boyer, Chief Administrative Officer, Guy Carpenter’s Americas Broking Operations
“The terms ‘risk tolerance’ and ‘risk appetite’ are frequently misunderstood or used interchangeably. Our goal is to establish a common terminology to help move our industry forward, consistently, in this critical area.”
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About Guy Carpenter 
Guy Carpenter & Company, LLC is the world’s leading risk and reinsurance specialist and a part of the Marsh & McLennan Companies. With over 50 offices worldwide, Guy Carpenter creates and executes reinsurance solutions and delivers capital market solutions* for clients across the globe. The firm’s full breadth of services includes line of business expertise in Agriculture; Aviation; Casualty Clash; Construction and Engineering; Excess and Umbrella; Life, Accident and Health; Marine; Medical Professional Liability; Political Risk and Trade Credit; Professional Liability; Property; Retrocessional Reinsurance; Surety; Terrorism and Workers Compensation. GCFac® is Guy Carpenter’s dedicated global facultative reinsurance unit that provides placement strategies, timely market access and centralized management of facultative reinsurance solutions. In addition, Guy Carpenter’s Instrat® unit utilizes industry-leading quantitative skills and modeling tools that optimize the reinsurance decision-making process and help make the firm’s clients more successful. Guy Carpenter’s website address is www.guycarp.com. 
Guy Carpenter’s new intellectual capital website, www.GCCapitalIdeas.com, leverages blog technology, including Real Simple Syndication (RSS) feeds as well as searchable category tags, to deliver Guy Carpenter’s latest research as soon as it is posted. In addition, articles can be delivered directly to BlackBerrys and other handheld devices.

* Securities or investments, as applicable, are offered in the United States through GC Securities, a division of MMC Securities Corp., a US registered broker-dealer and member FINRA/SIPC. Main Office:  1166 Avenue of the Americas, New York, NY 10036. Phone: (212) 345-5000. Securities or investments, as applicable, are offered in the European Union by GC Securities, a division of MMC Securities (Europe) Ltd., which is authorized and regulated by the Financial Services Authority. Reinsurance products are placed through qualified affiliates of Guy Carpenter & Company, LLC.  MMC Securities Corp., MMC Securities (Europe) Ltd. and Guy Carpenter & Company, LLC are affiliates owned by Marsh & McLennan Companies.  This communication is not intended as an offer to sell or a solicitation of any offer to buy any security, financial instrument, reinsurance or insurance product.

###
News Release 





One Madison Avenue


New York, NY 10010-3658�917 937 3000












