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Key drivers of Risk Management requirements

Fiduciary Imperatives

Informed
decision
making

Greater understanding
of risk exposures

Structured
approach to
risk / return
discussions

Unrewarded vs
rewarded risks

Protect member

Sustainability
outcomes

& robustness
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The Key Questions Facing Trustees:

» How can trustees fulfil their evolving fiduciary
duty to effectively manage risk?

» What does a proportionate risk management
system/function look like?

» What knowledge and experience will trustees
need to manage risk effectively?

» How can | comply with new formal risk
management requirements?

» How should a scheme best allocate its resources
to manage risk?

» Whatshould | be doing now to manage risks?
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_ Fail the funding
Funding level standard?
volatility?

Value at Risk?

“As a trustee, what keeps you awake at night?”
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What do we mean by “Risk”?

Arisk is a potential event, that impacts the ability to achieve an objective

Events that impact sustainability of benefit payments, security of assets
or the ability of the scheme to continue as a going concern

Non-compliance with

Sponsor regulations
Assets lower support

Benefit than unavailable

payments expected when Operational Failure
higher than needed

expected

Strategy failure
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What do we mean by Risk Management?
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Risk managementis a A pension schemeis a Instead risk management
systematic approach to financial institution. aims to ensure schemes
managing therisks faced : . .
ging It's purpose is to take & take the rightrisks

by a pension scheme.

pool investment & .
demographic risks at a sustainable level

L L and in a structured manner
Eliminating all risks is not

sustainable or affordable. with appropriate governance
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What does IORP II require?

Key Principles:

Forward looking prudential regulation
“effective risk management system”

“well-integrated into the
organisational structure and in the
decision- making processes of the
|IORP”

A designated risk management
function

Own Risk Assessment process every
three years
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Must include the following risks

Underwriting and reserving
Asset liability management

Investment, in particular derivatives,
securitisations and similar commitments

Liquidity and concentration risk
management

Operational risk management

Insurance and other risk mitigation
techniques

ESG risks relating to the investment portfolio
and its management
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What does IORP II require?
Components of the Risk Management System
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Risk Management :’I Risk Management ."/ Risk Management Key \\‘. ‘i
System: | Function: i Function Holder (“KFH"): | i
Overarching Operational i Responsible i |
System i Team Individual b
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Risk Management Function
Choosing a proportional & appropriate operating model

Significant internal resources Limited internal resources

FULL IN-HOUSE MIXED FULL
STRUCTURE MODEL OUTSOURCING
" TrusteeBoard/ " TrusteeBoard/ " TrusteeBoard/
Sponsor Sponsor Sponsor

Function Function
Holder
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Where does Risk Management fit within the Scheme?
Three lines of defence model

Trustee Board

3" Line
2"d Line
T Independent check
15t Line . .
Objective advice & challenge & assurance of process,

Day to day risk management on risk management controls & governance
Follow process & controls Oversee & Coordinate RMS

Contribute to risk management Internal Audit
Risk Management Function

Function

Operating
Functions
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How can trustees structure themselves efficiently?
Trustee Sub-Committee Structure Options

- Or - Delegate to Sub-Committees

Retain all work at Full Board Level : . .
(various combinations possible)

Trustee
Board
I
I | |
- Or - Pool Expertise across Sponsor’s Schemes Goéeg?;?(:e
with joint sub-committees
| | | Board

Trustee
Board

|
| | |
vestmen. [ COeTIance ek
AVESHINEN Risk & Audit
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The Key Questions Facing Trustees:

» How can trustees fulfil their evolving fiduciary
duty to effectively manage risk?

» What does a proportionate risk management
system/function look like?

» What knowledge and experience will trustees
need to manage risk effectively?

» How can | comply with new formal risk
management requirements?

» How should a scheme best allocate its resources
to manage risk?

» Whatshould | be doing now to manage risks?
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