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Preface

This European Standard of Actuarial Practice (ESAP) is a model for actuarial standard-setting bodies to
consider.

ways, including:

. adopting this ESAP as a standard with only the modifications in the Drafting Notes;

. customizing this ESAP by revising the text of the ESAP to the extent deemed appropriate by
the standard-setting body while ensuring that the resulting standard or set of standards is
substantially consistent with this ESAP;

. endorsing this ESAP by declaring that this ESAP is appropriate for use in certain clearly defined
circumstances;

. modifying existing standards to obtain substantial consistency with this ESAP; or

. confirming that existing standards are already substantially consistent with this ESAP.

A standard or set of standards that is promulgated by a standard-setting body is considered to be
substantially consistent with this ESAP if:

. there are no material gaps in the standard(s) in respect of the principles set out in this ESAP;
and

. the standard or set of standards does not contradict this ESAP.

If an actuarial standard-setting body wishes to adopt or endorse this ESAP, it is essential to ensure that

respects. Likewise, any customization of this ESAP, or modification of existing standards to obtain
substantial consistency with this ESAP, should recognize the important fact that this ESAP relies upon

If this ESAP is translated for the purposes of adoption, the adopting body should select verbs that
embody the concepts of “must” and “should”, as described in paragraph 1.5 (following the language of

[Drafting Notes: when an actuarial standard-setting organization adopts this standard it should:
1. Replace “ESAP” throughout the document with the local standard name, if applicable;
2. Modify references to ESAP 1 in paragraphs 1.3, 1.4 and 1.5 to point to the local standard(s)

appropriate;

Choose the appropriate phrase and date in paragraph 1.8;

conduct; and

5. Delete this preface (including these drafting notes) and the footnote associated with Formatted: Font: +Body (Calibri), 9 pt, Italic
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Section 1. General

1.1 | Purpose — This ESAP provides guidance to actuaries who have a material involvement in or

and are sufficient in the context of the Solvency Il framework; and

e the assumptions and methodology (including, but not limited to, models and modelling
techniques) are appropriate, and are used appropriately.

1.2 Scope — This ESAP applies only to actuarial services performed by an actuary in relation to the

)i . Wider adoption of this ESAP is encouraged, particularly amongst those actuaries Commented [HD(-E1]: Text added in response to comments
" N N " £ . . . from FRC and the Czech Society, but moved from where we

who provide actuarial services in support of those actuaries to whom this standard applies. originally put it in 1.1 following SPT input on 25th and 26th April.
Formatted: Font: +Body (Calibri) )

It is recognised that undertakings have adopted a variety of approaches for complying with the Formatted: Font: +Body (Calibri) ]

ORSA requirements. These include carrying out an identifiable set of activities specifically Formatted: Font: +Body (Calibri) ]

f:level.opled nen o c.o.nstltute Fhe ORSA proces.s (as envisaged in this ESAP) as well as . Commented [HD(.EZ]: New text added o avoid the implication

identifying and linking specified practices and calculations, that are embedded in the undertaking’s that the ESAP does not recognise re-use of existing material. The

\ point we were trying to make was to compare an explicit ORSA
\\ process with a more virtual approach (where aspects of the existing

management processes, which collectively satisfy the ORSA requirements. Whilst the
requirements set out in this ESAP are expressed in relation to the former approach, this does not
mean that the latter approach does not comply with ORSA requirements. However, when

ERM framework are badged as ORSA components, but a holistic
\ ORSA report is not necessarily produced). The Czech association
\\ didn’t read it in that way — rather, they thought the point we were
\\ making was regarding new versus existing, rather than explicit
\\ versus implicit. | hope this minor change, along with appropriate
\\ EAN text will be sufficient.
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out in this ESAP, in order to support a consistent application of the ORSA requirements across

member states, undertakings, groups and individual functions within undertakings. CEMEHEIIEY [[INEETE RRBEEy) ces B aikrbm

consistent with latest version from IAA etc

24th April : text in 1.3.3 updated to reflect the latest thinking from

1.3 the 1AA from Gabor.
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Formatted: Font: +Body (Calibri)

Formatted: Font: +Body (Calibri)

1.3.2 | Complies with requirements of the actuarial code of professional conduct applicable to
the work that conflict with this ESAP; or
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1.4 | Relationship to ESAP 1 - Insofar as possible, this ESAP does not repeat guidance already provided /{ Formatted: Font: +Body (Calibri)
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Section 2. Definitions

The terms below are defined for use in this ESAP.

2.1 | AAE — Actuarial Association of Europe.

2.2 | Actuarial Services — Services, based upon actuarial considerations, provided to intended users that
may include the rendering of advice, recommendations, findings, or opinions.

2.3 | Actuary — An individual member of one of the member associations of the AAE.

2.4 | AMSB - Administrative, Management or Supervisory Body.

2.5 | Communication — Any statement (including oral statements) issued or made by an actuary with
respect to actuarial services.

2.6 | Entity — The subject, in whole or in part, of the actuarial services, including an enterprise, an
insurer, a pensions or benefits plan, a social security scheme, an individual, a government
department or agency, a group, etc.

2.7 | ESAP 1 - European Standard of Actuarial Practice 1 General Actuarial Practice, approved as a
model standard by the General Assembly of the AAE on 3 October 2014.

2.8 | Exposures — The nature and extent to which an entity is exposed to areas of uncertainty (e.g.
increases in reserves, gains and losses, liquidity events, reputation, etc.).

2.9 | Intended User — Any legal or natural person (usually including the principal) whom the actuary
intends at the time the actuary performs the actuarial services to use the report.

2.10 | Law — Applicable acts, statutes, regulations, or any other binding authority (such as accounting
standards and any regulatory guidance that is effectively binding).

2.11 | ORSA cycle — The entirety of tasks to be performed regularly for the ORSA process.

2.12 | ORSA process — The framework of activities an entity has put in place in order to satisfy the
requirements of Article 45 of the Solvency Il Directive.

2.13 | ORSA run — Those parts of the ORSA cycle that consist of making the risk assessment, setting the
assumptions, running the models and drawing the conclusions from the results.

2.14 | ORSA-triggering event — A material change in the nature of the uncertainties or exposures
thereto, or in the understanding of those uncertainties or exposures.

2.15 | Principal — The party who engages the provider of actuarial services. The principal will usually be
the client or the employer of the actuary.

2.16 | Professional Judgement — The judgement of the actuary based on actuarial training and
experience.

2.17 | Report — The actuary’s communication(s) presenting some or all results of actuarial services to an
intended user in any recorded form, including but not limited to paper, word processing or
spreadsheet files, e-mail, website, slide presentations or audio or video recordings.

2.18 | Uncertainties — Things which happen in the larger world (e.g. movements in the equity markets,

lapses, policyholder behaviour, natural catastrophes, accidents etc.) or within the entity itself (e.g.

arise as a consequence of incomplete understanding of such things, leaving open the possibility
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that risk assessments and models may prove inadequate in due course.

2.19 | Work — All actuarial activities performed by an actuary related to a s. It usually
includes acquisition of knowledge of the circumstances of the assignment, obtaining sufficient and
reliable data, selection of assumptions and methodology, calculations and examination of the
reasonableness of their result, use of other persons’ work, formulation of opinion and advice,

[ED2 of ESAP 3 (ORSA), revised after formal consultation; th April 2017
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Section 3. Appropriate Practices

;

3.1| Design of the ORSA process

3.1

5413

Establishing a structured approach to uncertainty.

\
\

\
\

Commented [HD(-E4]: New text, based on what was
previously in the preamble to this section, to respond to comments
from the Czech Society and the FRC.

26April17 — minor, but helpful, corrections to the wording made at
the suggestion of SPT members — e.g. replacing « part of the
design » with « design of parts of ».
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o facilitates the coherent identification and quantification or, if appropriate, qualitative
assessment of all material risks relevant to the ORSA, taking account of the undertaking’s risk
appetite and risk profile, and how the latter may change over the time period considered
under the ORSA;

e provides appropriate clarity around which material risks are subject to qualitative assessment
and which to quantitative assessment and that, in both cases, appropriate mechanisms and
resources are in place in order that the assessment should be fit for purpose;

e enables new and emerging risks, and approaches to risk, to be incorporated as they are
identified;

e enables understanding of the interaction between risks and exposures as they evolve;

e enables the assumption setting process to take account of relevant business developments
planned by management;

e ensures appropriate scenario- and stress-testing is carried out, including reverse stress testing,
considering also relevant management actions;

[ED2 of ESAP 3 (ORSA), revised after formal consultation;
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e ensures appropriate back-testing is carried out of past assumptions in light of actual
experience and that the results are properly incorporated into assumption-setting for the

, if reasonably requested to do so. Commented [HD(-E7]: After the TF call on 7th April, |
wondered whether to replace « assessment » here with another word,
but I couldn’t think of one other than « consideration », and I didn’t
feel that that was a step forward. | propose leaving the noun
« assessment », but change the « assessing » to « considering » as
agreed on the call. (If we get push back from the Dutch, then we
could offer « conclusion », | suppose.

5123 Deviation from Solvency Il balance sheet approach and methodology.

....................... 25Aprill7 : At the SPT call, Gabor suggested replacing

measurement and/or risk quantification that deviates significantly from that used by the «assessment » with « his or her considerations ». The SPT agreed
and so | have made this change here and in 3.2.

e the extent to which the approach is consistent with, or deviates from, the principles and rules
of Solvency Il;

o the likely consequences of any such deviation, with particular attention paid to the extent to
which the financial projections included in the ORSA will facilitate the identification of any
material risks to the ability of the undertaking to cover its SCR during the projection period
chosen;

e the extent to which the ORSA is suitable for its intended business use; and

o the extent to which the ORSA takes reasonable account of any such deviation having regard to
its intended use.

are communicated appropriately to those directly reliant upon the ORSA for the purposes of
exercising significant decision making responsibility.

5.1.33 The ORSA consideration period. Formatted Table

In determining the appropriateness of the time period selected for the ORSA process, the actuary Formatted: Font: +Body (Calibri), 9 pt, Italic
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profile of the undertaking, including:

oe_the possible future run-off of existing business;

©e_the nature and possible run-off of any new business acquired in the future;

oe_expected changes to business practices, such as changes in underwriting and claims processes;
oo | changes in the economic environment ; and

changes in the economic environment

considered under the ORSA, if reasonably requested to do so.

3 Inconsistency with the undertaking’s risk management approach.

In whether the
should the extent to which:

. ny calculation simplifications or approximations adopted (relative to the approach taken for
published financial results) might result in an inappropriate indication of the significance of a
material risk driver X

. ssumptions used are appropriate, with sufficient clarity over their derivation; and

. cenario-, stress- and sensitivity-testing included are sufficient to indicate the significance of
material risk drivers

Formatted
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refined on the TF call on 7th April.
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of the Czech association. One could argue that « projections »
includes risk capital quantification already, and so the extra text is
not necessary. However, | am happy to add it, if only to appear
responsive to feedback received.
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Quialitative risk assessment

Commented [HD(-E10]: Added at the request of the Czech
association.
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call
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In whether the qualitative risk assessments are appropriate, the actuary
should the extent to which the assessments:
. ake use of relevant past data both from within the undertaking and from other

appropriate sources;
. ake into account an appropriately-wide range of relevant scenarios; and

. ave been subject to a sufficiently rigorous internal review process.
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