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Bradford: Larry, thanks for taking the time to speak
with us today. Before we dive in to some of the hot risk
topics of the day, we’d really like to hear a little about
your background and experiences. To start, what are
your responsibilities as the CRO of SCOR?

Larry: As a com-
pany, we are in the
business to take
risk, but we want to
take the right risks,
the right amount
of these risks, and
we want to get an
appropriate return
on these risks, so
my role involves
determining how
we can best do
that. That includes
identifying  risks,
assuring that prop-
er governance is in
place, assuring that
appropriate mitiga-
tion has occurred
when necessary, proactively optimizing the value of
our in force business including the use of retrocession,
being as transparent as possible through risk dashboards
so that senior leadership can make the best business
decisions possible, dealing with regulators in the United
States and Europe on risk and solvency issues, etc. Risk
dashboards must be useful to help focus attention on the
most important risk challenges. The worst thing you can
have is a 50-75 page document in 6-point type with no
margins, which may have “everything in the world” in
it, but it doesn’t crisply communicate key risk messages
effectively in order that we can focus on taking correc-
tive action where needed.
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Bradford: That sounds like quite a challenging job.
Can you discuss what your career path has been like and
what experiences you’ve had that have led you to your
current position?

Larry: I think my background is probably ideal because
I believe that the most effective risk person is someone
that has an extremely broad background. In my career,
I’ve been able to do so many things that it’s allowed
me to really see the business from so many different
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perspectives. I would recommend to anybody who
really wants to get into risk to get as much exposure as
they can—jump around to as many different product
lines (individual & group life, health, disability income,
long-term care, auto, homeowners, commercial lines—
ideally from a primary and reinsurer perspective) and
disciplines (actuarial, finance, ALM, strategy, distribu-
tion, investor relations, underwriting, I.T., operations,
M&A, etc.) as possible. Depending upon the culture
of the company, it is sometimes quite difficult to get
some experience outside of the actuarial arena, but go
for it if the opportunity is there. I would also say that I
can’t imagine being a chief risk officer in an insurance
company—particularly a life insurance or reinsurance
company—without an actuarial background. I just rely
so much on these skills. I’'m not saying that a non-actu-
ary can’t perform the CRO role, but I personally would
find it quite difficult to be effective if I didn’t have that
broad and deep base of knowledge.

Evan: I can see how it could take a diverse background
to really lead an effective risk management practice. You
mentioned earlier that one of the challenges you face is
balancing risk and return. What kind of strategy do you
take to be able to do that?

Larry: There are four key stages that companies and
individuals go through when it comes to risk manage-
ment maturity and effectiveness. Many people initially
think that risk management means “thou shalt not do”;
the risk management police are coming down the hall-
way; everybody hide! Getting beyond that is stage one
of basic traditional risk management. Enterprise risk
management is stage two, where you look holistically at
risk throughout the enterprise and not through the lens
of individual business divisions or functions. We’ve now
covered the easy part.

Then you move to what I call ERRM—Enterprise Risk
and Return Management. If you’re going to take on
risk, you better get a proper return, and if you’re going
to get a good return on something, you better find out
what risks you are assuming to get that return; you can’t
talk about one without the other as there is no “free
lunch.” Then you get to the ultimate stage four, which I
call ERRO—Enterprise Risk and Return Optimization.
That’s where you really get into determining the best
mix of risks that provides the optimal rate of return
to maximize the embedded value of the enterprise.
This is easy to say but difficult to do, but ERRO is the



“Enterprise Risk & Return Optimization (ERRO) is the
'holy grail” or "efficient frontier’ that we all should be
striving to achieve.”

“holy grail” or “efficient frontier” that we all should be
striving to achieve. Do not think you ever fully reach this
stage because you never do... always room for continu-
ous improvement and further optimization!

Evan: What tools do you use to perform this analysis?

Larry: Our most important tool is our Group Internal
Model that was developed for Solvency II. This model
helps measure our various risk profiles on both a stand-
alone basis and on a holistic basis reflecting the various
correlations and dependencies among our various busi-
nesses.

Evan: It sounds like it’s a very sophisticated level of risk
optimization that you have at SCOR, but how do you get
the culture at SCOR to embed that risk philosophy, and
how do you influence senior management to be on board
with that kind of a vision?

Larry: It happens at the top. Our CEO is very much in
tune to risk and return optimization; we even call our
three-year strategic plan, “Optimal Dynamics” and our
CEO personally chairs our Group ERM Committee.
When he came to the company about 12 years ago,
SCOR had some difficult financial issues to address in
order to get the company back on track. This was the
beginning of our very strong risk and return culture that
clearly continues to this day. In our public disclosures,
we state that we have only two corporate goals—a
return goal and a solvency target. There’s no revenue
goal although we certainly want to grow profitably with
a high degree of discipline. Management is not forced
into a situation where we have to write a particular piece
of business to get rewarded. We’re a public company, so
we want to see the stock price grow, our shareholders get
rewarded, and all other stakeholder interests addressed,
but it all starts with a strong risk & return mindset. In
summary, there’s two overriding goals that shape the
whole company—return and solvency—and that’s it!

Evan: You’ve brought up how even within the Americas
company, there’s a corporate role. How does the nature
of SCOR, as a P&C and life company, as well as being
such a global firm, affect your role as the CRO of the
American unit?

Larry: I’'m one of the few people in the company that
actually has P&C and life experience and responsibil-
ity. When we acquired Transamerica Reinsurance and
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Generali U.S. to become the #1 player in life reinsurance
in the U.S. and with growth on the P&C side as well,
the chairman came to me and said he would like me to
be the CRO of all the Americas from a holistic risk and
return perspective now that over 40 percent of our global
business is in the Americas.

It is not that unusual that the P&C and life sides do not
talk to each other on a regular basis. The clients on the
P&C side are different from the clients on the life side,
and the P&C clients tend to be more global while the life
business is more national in scope (within each country).
The whole reason we believe so strongly in the global
P&C and life reinsurance structure has to do with the
diversification of risk. A pure life reinsurer might have
a more difficult time being capital efficient without
covariance credits from uncorrelated P&C risks... and
vice versa.

Evan: Regarding the acquisitions of Generali U.S. very
recently and TransAmerica a few years back, to what
extent did they affect you, and did you have any sort of
input into the analysis that went into the acquisition or
the integration of the parts since then?

Larry: I lived and breathed the acquisitions when
they were happening; I was on the sell side of the

CONTINUED ON PAGE 8
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equation when I was part of Transamerica being
acquired by SCOR, and I was on the buy side when
SCOR was acquiring Generali U.S. last year. Risk
plays a huge role in this because we run the business
through our group internal model capital formulas to
see how much capital we need to hold in the enter-
prise in total once we bring the acquired businesses
and the corresponding set of risks into the company.

With acquisitions, we also evaluate their senior manage-
ment very heavily as far as leadership, integrity, repu-
tation, client relationships, technical skills and industry
knowledge. We want them to remain with the team
because the people are just as important as the ongoing
business that’s being purchased. We’ve been very fortu-
nate in both cases that the senior team has for the most
part stayed intact.

Evan: It seems that a lot of attention is being paid to
the U.S. market; what effect does the market-consistent
capital standard of Solvency II have on SCOR’s ability
to compete against other firms that are playing in the
U.S. market?

Larry: The market consistent approach in Solvency
1I tends to penalize businesses with long-term guaran-
tees... particularly long-term capital markets guaran-
tees, whether it’s fixed or variable annuities... but those
are two product lines for which SCOR has no risk appe-
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tite. We’re not looking for capital markets risk beyond
what you would normally generate from cash flows in
running the business. So for us, Solvency II hasn’t been
a game changer in the U.S.

Evan: Are there any other regulatory developments—
such as Own-Risk Solvency Assessments or reinsurance
collateral regulation changes in the United States—that
are on your risk dashboard?

Larry: Yes, there are a lot of things in the regulatory
arena today that appear on the dashboard in addition to
just regularly running the business. There is uncertainty
today because the NAIC doesn’t necessarily have agree-
ment among all its commissioners on the approach it
wants to take in many respects; for example, there’s a
question of when and if principle-based reserves will be
implemented. Also, with outdated redundant statutory
reserve requirements, the situation with life insurance
captives is certainly a hot issue today. It’s all reflected
in our risk dashboard, and it’s something that wouldn’t
have been there 10 years ago.

Evan: Is there anything that you’re trying to do to either
prepare or take some sort of preemptive measures in
advance of impending regulations or events?

Larry: Absolutely. We’re doing things so that no matter
what scenario comes up, we’ll be protected in the best
way possible. We should be doing that on all risks—
whether it’s regulatory risk, economic risk, mortality
risk, or even operational risk. For example, we have an
office in New York on Water St., and I guess when the
name is Water St., that should be a sign that there may be
a significant risk there. And there certainly was—when
Superstorm Sandy hit, we had seven feet of water in the
lobby for a few weeks. That was an operational risk for
us in that office; it was out of commission for a while,
so it tested our remote capability to an extent we never
expected, but we lived through it and further improved
our business continuity plans.

Evan: What are some of the key elements to creating
an cffective risk dashboard, and what does SCOR do to
accomplish them?

Larry: It’s critical that dashboards are as transparent
and measureable as possible. After all, being “chief
transparency officer” might be the most critical part of
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... the more experience you have seeing different

sides of the business, the somewhat more prepared
you'll be for those “black swans” that just suddenlly
pop up from nowhere.

being chief risk officer. You can put a whole bunch of
subjective comments in there, but when you have the
tangible measures that support why you feel a risk is a
red, yellow or green, I think that helps a lot. I tell my
dashboard folks that I want to be tangible, crisp, and
measureable—whether its risk limits by individual or
the amount of exposure we have in any one building or
geographical area. We do utilize heat maps, which really
helps communicate to management what’s happening.

Evan: A topic that seems to be really prominent in rein-
surance discussions today is the role of capital markets
in alternative risk transfer mechanisms. From reading
SCOR’s annual report, it seems that the company is try-
ing to not just view it as competition, but also to use it
as a retrocession tool and to try to help clients structure
some of these transactions. What is your role in that
process, and what is your view on the future of capital
markets activity?

Larry: I think it’s here to stay. Both P&C and life com-
panies are looking at both capital markets and reinsurers
to help provide certain solutions at a fair price. Some
of them are using it to get economical rates, and some
to spread out counterparty credit risk—both are valid
reasons. We use cat bonds as innovative risk mitigation
vehicles on both the life and P&C side. But you’re
right—on the other side of it, capital markets become a
competitor for us in the traditional reinsurance market
space, especially with P&C. There is clearly increasing
convergence between reinsurance and capital markets
which one could view as both a threat and an opportuni-
ty. I think this helps make us a better company overall.

Bradford: I’ve noticed that not as many actuarial stu-
dents go right into reinsurance coming out of college
as some of the other fields, but what advice would you
give to actuaries who are new to the industry and want to
work in reinsurance at some point in their career?

Larry: I think it’s very beneficial for anyone to get
experience in the reinsurance area. Not only is it kind of
fun and you see the industry from a broader perspective,
but you also get to see things that different companies
are doing. For example, companies that might have
the exact same underwriting standards and the exact
same target market can have vastly different mortality.
That was an eye-opener for me. You wouldn’t get that
knowledge if you just stayed in a primary company. I

was somewhat naive about it before I moved over to
reinsurance, but now I certainly see the industry from a
different holistic perspective.

Bradford: Whatwould you say is the future of actuaries in
non-traditional roles such as enterprise risk management?

Larry: I would disagree that ERM is a non-traditional
role; I think it’s becoming the heart and soul of a lot of
insurance and reinsurance companies. You’ll always
have product development and valuation actuaries, but
I think risk is just as important as either one of those.
Like I said before, if you go into risk and just stay there,
it wouldn’t give you a broad enough base of knowledge
to really be effective. One of the biggest problems with
risk is that you don’t know what you don’t know. You
can be thinking things are really good—that you have
a real good handle on everything—but then something
will blow up, and you’ll wonder why you didn’t know
about it earlier. But the more experience you have see-
ing different sides of the business, the somewhat more
prepared you’ll be for those “black swans” that just
suddenly pop up from nowhere.

Evan: Larry, thanks so much again for speaking to us
today. Your thoughts have been very insightful and we
appreciate your willingness to share your knowledge
and experience. Is there anything else you’d like to add
before we wrap up?

Larry: It’s important to make sure that risk is not con-
sidered as just a compliance function. Yes, there are
certain compliance standards that you have to meet such
as ORSA, but the whole reason you do enterprise risk
and return is to make better business decisions to drive
optimal business value. You’re not doing it to look good
or to put together fancy presentations; you’re doing it to
optimize the value of the business so everyone wins—
clients, shareholders, employees, agency forces, regula-
tors, rating agencies, society as a whole, etc. l
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