
    



P rincipal Risks and Uncertainties 













 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 



 

 

 

 

 

 



 

 

 

 

 

 

 

 





 

 

 

 

 





    



Risk Man agemen t fun ction  

Sta ndard Life Aberdeen plc and its subsidiaries (“the Group”) is committed 
to buil ding and continuously improving a sound and effective s ys te m of 
internal control a nd a risk management fra me work tha t is  e mbe dde d 
within its  ope ra tions ;  this  is  the  Group’s  firs t l ine  of de fe nce .  

The  Group’s  Ris k Divis ion, as the second line of defence, exis ts to s upport 
ma nagement in the identification a nd mitigation of r is ks  a nd provide s  
inde pendent monitoring of the bus iness. The Divis ion includes Conduct & 
Compl iance, Ope rational Ris k and investment r isk Ove rsight. The team is  
he aded by the Group’s  CRO,  who reports to the Chief Executive Officer of 
the  Group. The Risk Divis ion achieves its objective  through embedding the 
Ris k Ma nagement Framework throughout the  org a nis a tion us ing  the  
Group’s  ope ra t iona l  r is k ma na g e me nt s ys te m . 

The  Group’s  Internal Audit De partment is independent of the Risk Divis ion 
a nd reports directl y to the  Group CEO a nd to the  cha ir  of the  Audit 
Committe e  of the  Group’s  Boa rd of Dire ctors . The  Inte rna l  Audit 
De pa rtment is  responsible for providing an independent assessment of the 
Group’s  control environment; it is  the  Group’s  third l ine  of de fe nce .  

The  Group’s  corporate governance structure  is  s upporte d by s e ve ra l  
committees that bring together Group’s  s ub je ct ma tte r e xpe rts  from 
diffe rent departments, to assist the Boards  of Directors  of Sta nda rd Life  
Abe rdeen plc, its subsidiaries  a nd the  funds  to ful fil  the ir  rol e s  a nd 
res pons ib il itie s . The  Group’s  Ris k Divis ion is  re pre s e nte d on a l l  
committees, with the exception of thos e  tha t de a l  with inve s tme nt 
re commendations to the Boards . The specific goals and g uidelines on the  
functioning of these committees are described in their respective terms of 
re fe re nce . 

 

Description of the process of identifying, assessing and 
man agin g risks  

 M arket risk: Is  monitored through factor modelling us ed to calcul a te  
both a bsolute and relative ex a nte quantities such a s  tra cking  e rror 
(TE) a nd Value at Ris k (VaR). The VaR is  computed on a  NAV basis a s  
the  maximum loss that the portfolio should incur ove r 20 da ys, 99% of 
the  time under normal market conditions. The fund’s  portfolio risks  are 
de compos e d into intuitive  compone nts  to pinpoint a re a s  of 
une xpe cted market risk. The techniques are a ppl ie d to a l l  re l e va nt 
a s set classes. The ma rke t r is k is  furth e r monitore d throug h the  
computation of the level of l e ve ra g e  by both the  g ros s  a nd ne t 
a pproach. The leverage is calculated by converting ea ch FDI into the  
e quivalent pos ition in the underlying assets of thos e derivatives,  on a  
NAV bas is. The market risk linked to the concentration risk is  mitigated 
through investment restrictions s et according to the basic principl e  of 
dive rs ifica tion. 

 Li quidity risk: The Group has a Liquidity Risk Ma nageme nt Pol icy in 
pl a ce applicable to the funds  and s et out in a ccordance with its ove rall 
Ris k Ma nagement Process, relative to the s ize, s cope and complexity of 
the  funds. Liquidity Ris k is  monitored on both the asset a n d l ia b il ity 
s ides. To measure and monitor asset liquidity r isk the Group employs a 
number of methods  specific to the underlying assets.  In all cases,  the  
a pproach is to reference the a ctual holdings of the sub-fund against a  
true  measure of the market at both an aggregate and a pos ition le ve l . 
The  Group has implemented a Group Pricing Policy which details  the  
ope rational responsibilities for pricing assets , this  policy is owne d a nd 
ove rs een by the Group pricing  Committe e . On the  l ia b il ity s ide ,  
inves tor transactions and, beyond this, investor behaviour are the main 
drive r of liquidity within each sub-fund. In this context, the articles and 
pros pectus es contain certain key provis ions or l imits  which provide  
prote ction to the funds and ultimately investors, i n situations  whe re  
l iquidity might become a concern. In addition, the fund rece ive s  a nd 
a nalyses pe riodic reports in respect of the s hareholder conce ntra tion 
within e a ch s ub -fund. Any s ha re hol de r conce ntra tions  a nd 
tra nsactional behaviour are  ide ntifie d a t  s ub-fund l e ve l  a nd a ny 
pa rticular concerns  note d a re  e s ca l a te d to the  re l e va nt Group 
Committe e  a nd re s pe ctive  Boa rds ,  if ma te ria l . 

 Cr edit and counterparty risk: The credit and counterparty risks  linked 
to de rivatives transactions are managed through processes outlined in 
the  Group’s  Counterparty Credit Ris k Policy. This Policy underpins  on 
the  following principles: Internal Credit assessme nts ;  cre dit l imits ;  
e xpos ure calculation and oversight and Control. Cre dit re s e a rch on 
counte rparties is  carried out by the Credit Investment Team. Research 

is  conducted on the basis of qualitative and quantitative analysis  a nd 
is  presented for dis cus sion at the Cre dit Committe e  on a  monthl y 
bas is. Each counte rpa rty is  re vie we d a t l e a s t once  pe r a nnum. 
Furthe rmore the Ris k and Expos ure Committe e  (REC) a nd/or cre dit 
Committee can impose hous e level restrictions  on conce ntra tions . 
Cre dit r isk expos ures are calculated net of col l a te ra l  re ce ive d. The  
me thodology for calculating a n amount for potential e xpos ure a rising  
from move me nts  in ma rk to ma rke t is  a pprove d by the  REC.  
Acce ptable collateral and other comme rcia l  a nd cre dit te rms  for 
inclus ion in the International Swap and De rivative As sociation ( ISDA)  
docume ntation is  defined in the Group De rivative Management Policy. 
Counte rparty credit expos ures are monitored against internal limits by 
a n investment control  te a m a nd monitore d by the  Group Cre dit 
Committe e  a nd Ris k a nd Expos ure  Committe e . 

 Legal risk: All key contractual arrangements entered into by the funds 
a re reviewed by the Lega l  De pa rtme nt a nd,  whe re  re quire d,  by 
e xte rnal legal  couns e l . If the s e  contra cts  re fe r to de l e g a tion 
a rrangements, where applicable, there is  an operating memora ndum  
de fining information flows  between the pa rties, frequency of s ervices  
a nd deadlines, a clear attribution of r ights and responsibilities of each 
pa rty and, when applica b l e ,  the  ke y pe rforma nce  indica tors  to 
me asure performance. Any litigation issues are also ha ndl e d by the  
Le g a l  De pa rtme nt.  

Ea ch OTC de rivatives are framed within the legal  provis ions  of the  
ISDA Ma s ter agreement which defines the r ights and ob l ig a tions  of 
pa rties engaging in deriva tives trading. The ISDA master agreeme nts  
a re negotiated and signed between each umbrella/s ub-fund a nd the  
counte rparty. The Credit Support Annexe (CSA) is a leg a l l y b inding  
docume nt which is annexed to the ISDA agreement and de ta il s  the  
Minimum Transfer Amount (MTA) or colla te ra l  re quire d by AAML 
whe n engaging in OTC de rivatives trading with counterpa rtie s . The  
Group De rivative  Ma na g e me nt Committe e  is  re s pons ib l e  for 
a pproving  the  comme rcia l  te rms  a s s ocia te d to de riva tive  
docume nta tion for the  Group.  

 Tax r isk: The Group us es external tax cons ultants to a dvis e  on ta x 
s tructuring ,  tra ns a ctions  a nd ta x re porting . 

 Op erational risk: The Ope rationa l  Ris k Ma na g e me nt Fra me work 
e ns ures that the ope rational r isks  taken and their contribution to the  
ove rall risk profile are accurately measured on the basis of s ound a nd 
re liable data and that the risk measurement arrangements, process e s  
a nd techniques a re a de qua te l y docume nte d. The  ide ntifica tion,  
me asurement, management and monitoring of ope rational r isk within 
the  Group a re achieved through the us e of the Group’s  Ope ra tiona l  
Ris k Ma nagement System. This sys tem provides the following ke y Ris k 
Ma na g e me nt Modul e s :  

 Eve n t Management: This module serves as a his torical data ba s e  
in which any operational failures (Events) will be re corde d. The  
re cords  include professional liability damages. The  proce s s  for  
re cording, investigation and mitigation of Eve nts aims to ens ure  
tha t the y a re  not re pe a te d. 

 Issu es and Action s P lan: The issues a nd actions module provides a 
s tandardised mechanism for identifying, prioritising, classifying ,  
e s calating and reporting internal audit finding s  a nd othe r on -
g oing / unresolved matters impacting the Group from a  r is k or 
re g ul a tory pe rs pe ctive  ( Is s ue s ) . 

 R isk and Control Self Assessment (RCSA): The RCSA process  is  to 
e ns ure key r isks  and key controls are ide ntifie d a nd ma na g e d 
e ffe ctively in order to satisfy, at a  Group level, Interna l  Ca pi ta l  
Ade quacy ( ICAAP) require me nts . The  RCSA a l s o provide s  a  
s ys tematic and holistic means of identifying r isk and control gaps  
tha t could impact bus iness or proce s s  ob je ctive s  which a re  
a g re e d by s e nior ma na g e me nt to compl e te . 

Measurin g risk 

Whe re a ppropriate the Group applies the following measurements  for e a ch 
fund:  

 Leverage: Has the effect of gearing a fund’s  expected performance by 
a llowing a  fund to gain g reater expos ure to unde rl ying  inve s tme nt 
opportunities (gains and los ses). The higher the leverage the  g re a te r 
the  r is k (pote ntia l  l os s ) . 

 Vol atility, Value-at-R i s k  (VaR ) an d Con di ti on al  VaR  (CVaR ): 
Vol a tility measures the size of va riation in returns that a fund is like l y 
to e xpe ct. The higher the volatility the higher the r isk. Va R mea s ure s  



with a  degree of confidence the maximum the  fund coul d e xpe ct to 
l os e in any one given da y,  assuming a normal (Gaus sian) distribution,  
this  is  a function of the volatility of the fund. The higher the volatility,  
the  higher the VaR,  the greater the r isk. CVaR calculates the expe cte d 
l os s ,  unde r the  a s s umption tha t the  Va R ha s  be e n re a che d. 

 Tr acking error (TE): Measures the expected magnitude of divergence  
of re turns betwee n the  fund a nd be nchma rk ove r a  g ive n time . 

 Sys tem atic and stock  specific risk: Sys tematic r isk repre s e nts  the  
proportion of a  fund’s  risk that is attributable to market expos ure; a nd 
s pecific risk represents the r isk that is  intrinsic to individual stocks  ( i.e . 
pa rticul a r to a  g ive n s tock’s  a ttr ibute s ) . 

 Str ess test and scenario analysis: Captures how much the  curre nt 
portfol io wil l  ma ke  or l os e  if ce rta in ma rke t condi tions  occur. 

 Con cen tration  r i s k : By g rouping  the  portfol io throug h va rious  
diffe rent expos ures: country, sector, issuer, asset etc., to identify where 
conce ntra tion r is k e xis ts . 

 

Escalation  an d rep ortin g 

The  Group recognises timely and adequate reporting measures as well a s  
e s calation channels to be ke y components of the  control  proce s s  a nd 
ma na g e me nt of r is k. 

The  Ris k team  provide regular upda tes to the Board/s enior manage me nt 
on the  adequacy and e ffectiveness of the  Ris k Ma na g e me nt Proce s s  
indicating, where applicable, a ctual or anticipated deficie ncie s  a nd the  
re me dia l  me a s ure s . 

In a ddition, all is sues and events impacting any Group entity or the funds  
a re logged in the relevant s ystem, by the relevant area within the 
pres cribed time limits. 


