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On the Development of
Enterprise-wide Risk Management of
Insurance Enterprises

Zeng Zhongdong

Currently, the tide of ERM rises in the international
financial industries. With a brand-new risk management
principle, ERM has provided a new effective solution for
management risk and acquisition values of the financial
institutions. Many international financial institutions are all
promoting ERM and have obtained accomplishment greatly.
Therefore, the research and study on ERM launched by the
insurance enterprises in - developed countries is of great
significance in stability and healthy development of finance and
economy worldwide, and furthermore, in deep exploration of the
Chinese insurance institutions practically and theoretically.

This article is composed of seven chapters and divided into
three sections.

The first section is the theoretical study, which contains the
first 2 chapters. In Chapter 1, the author compares the concepts

between traditional risk & modern risk and traditional risk

.



] | I e ol 2 AU S PR ERMOBIF 5

management & Enterprises-wide . risk management. Then, it
presents the characteristics of ERM. The author holds that our
insurance industry should equip itself with the new notion of risk
and insist in “double-side” risk management, that is to say, pay
attention to “upside risk” while focusing on “downside risk”.
Chapter 2 makes an overall introduction of financial risk
managément theory, and comments on leading ideas integrated
with the theoretical evolution on anterior financial risk
management, modern risk management and new risk
management. This chapter indicates that ERM is nothing but a
trend in the contemporary development, after the investigation
and analysis of the theoretical skeleton of ERM.
Section two is mainly about the empirical analysis of ERM in
the insurance industry, composed of Chapter 3 and Chapter 4.
Chapter 3 analyzes the application of ERM in insurance
enterprise and emphasizes on the essence, frame and approaches
of ERM according to its risk characteristics, combined with the
ERM framework declared by COSO in 2004 and ERM framework
in GARP. ERM in the insurance industry is a combination of
strategy, process, infrastructure and environment, and it should
be based on some key approaches, named VAR, economic
capital, CAR and RAROC. Chapter 4 makes a clear analysis on
the implementation of ERM in insurance industry both at home
and aboard. Based upon the survey made by Pricewaterhouse
* Coopers in 2008 and Towers Perrin in 2008 on global leading
insurance companies, the author expounds the operational
significance for our insurance enterprises to carry out ERM. All

practice has proved that ERM in international insurance was

___E=



¢

FRESVEENEE

carried out step by step, and ERM is the optimization of ALM.
ERM cannot go far without the active promotion of insurance
authority and affirmative practice of insurance institutions
themselves.

Section three has attempted to apply the theory of ERM to
the Chinese practice, which contains three chapters from 5 to 7.
Chapter 5 discusses how to construct the foundation of risk
management system in our insurance business under the
framework of ERM. The author suggests that we can form a
good foundation for the future practice of ERM, and carry it out
step by step. First of all, inner control of risk should be on the
top concern, for an effective inner control severs as the
precondition and fundamental safeguard to the implementation of
ERM. Our internal risk control mechanism should be formed
through three levels—internal control system, technology
platform and cultural environment; secondly, the external risk
supervisory mechanism should be developed. The author holds
the view that we should actively promote risk-based supervisory
approach, and lays special emphasis on the importance of the
implementation of risk based capital system and the RBC
standards. Chapter 6 constructs a new model for obtaining risk
early warning of insurance enterprises by utilizing fuzzy optimum
selection and the BP artificial neural network method, and
provides the theoretical basis of the model, in view of the
characteristics of China’s insurance market, such as small
volume of samples and less valid data. Case study shows that the
model is effective and feasible. The model offers a new way of

dynamic early warning of the risk of insurance enterprises in
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