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General Update

 The NLWG met twice this session, with a few written 
procedures in between.

 Key activities:
 Updated the Actuarial Function Report (AFR) paper to make it more 

comprehensive.
 Constructed a proposal for Undertaking Specific Parameters (USP) survey.
 Collated a summery of non-life insurance market conditions to highlight the 

landscape and associated issues for wider awareness.
 Considered the impact of IBER on non-life pools such as P&I Clubs.
 Continue linking with the Chair of the IAA Non-Life Committee, Bob Conger 

and made connection with the AAE SII task force to foster closer 
relationship and share our work. 

 Highlighted potential future research on how Article 256 on Group SFCR is 
interpreted in different member states.

 Consideration of impact of IBER on pooling arrangements such as P&I 
Clubs, terrorism pools, etc.
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ACTUARIAL FUNCTION 
REPORT (AFR)
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Workings

 Background
– The objective of this study is 

to provide guidance and 
practical insight into the 
production of AFR for non-life 
insurance firms.

– The scope of this study is 
limited to non-life insurance 
AFRs.

– The information come from 
various sources including the 
UK, Ireland, Netherlands, 
France and Germany.

 Analysis
– Information gathering 

through regulatory, industry 
or professional body papers, 
presentation, articles and 
speeches;

– Summarise the paper and 
compare and contrast 
guidance in different 
countries and sources of 
information.

 Next steps
– We propose that we draw a line under this paper and only revisit if 

there is significantly more new guidance in Europe.
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Paper Summary
No Source Date 

Published
Key messages/
summaries

1 EIOPA Jan 2015 This document provides guidance on the actuarial function in relation to the calculation of technical provisions, 
best estimates, future claims and expenses, underlying risks, reinsurance, stress scenarios and underwriting 
policy.

2 CBI AFR May 2016 The main focus is providing guidance on the responsibilities of the HoAF role as well as what is expected of the 
AF.

3 CBI AFH Nov 2015 The central bank intends to introduce a new pre-approved control function (“PCF”) role, the head of Actuarial 
Function (HoAF) to be responsible for the actuarial function and for the tasks carried out by the function under 
Solvency II and requirements of the Domestic Actuarial Regime.

4 IFoA 2015 To provide insights and suggestions around the requirements of the Solvency II Directive. The paper considers 
only the requirements of the Actuarial Function.

5 Lloyd’s of 
London

April 2016 This paper is official guidance for Lloyd’s syndicates. The paper splits into 3 sections, guidance on AF reporting, 
Lloyd’s own review template, and lastly the requirements of a syndicate AF (SAF). 

6 NBB July 2016 Coverage on several topics including the governance of the Actuarial Function. Other key areas highlighted in 
the paper include governance, AFH requirements, opinion on underwriting policy, opinion on reinsurance 
arrangements and implementation of risk management system.

7 Danish Society 
of Actuaries

Sept 2012 A paper produced by the Danish Society of Actuaries on their view of the current role of the actuary with 
comparisons to the actuarial function and the risk management function under Solvency II. Note that this paper 
was written in 2012 and therefore might give an outdated view.

8 Institut des 
Actuaires

Jan 2017 A comprehensive paper on not just the key sections but the operational aspects of producing an AFR. The paper 
includes useful examples and case studies to help readers put the theory into context.

9 Dutch Actuarial 
Association

Feb 2017 Additional guidance on the AFR on top of the ESAP2 to support the quality and consistency of the AFR by Dutch 
actuaries.
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Key Messages and Recommendation

 The AFR and AFH documents cover:
 Effective actuarial function to the calculations of technical provisions;
 Opinion on overall underwriting policy;
 Opinion on overall reinsurance arrangements;
 Contribute to the effective implementation of the risk management 

system.
 Depth of experience and influence on decision making.

 It is important to ensure independence of the AF to avoid conflicts in 
interest.

 Whilst there is regulatory level standard as defined in the Directive, 
there is also an exploration on the industry best practice, especially if 
the source of information is not from a national regulator. 

 It is also useful to note that there is consistency in the guidance from 
national regulators.

 There are requirements over and above that of Solvency II, imposed by 
national supplementary guidance and/or local actuarial bodies.
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UNDERTAKING SPECIFIC 
PARAMETERS (USP)
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Workings

 Background
– The objective of this study is 

to understand the USP 
landscape and ultimately 
provide guidance on USP 
process and calculation.

– The scope of this study 
focusses on non-life but life 
is implicitly covered.

 Analysis
– Survey to be agreed with the 

IC Committee.
– Member associations 

feedback on the survey.

 Next steps
– Collate and analyse the survey results.
– Summarise findings and report back in the Autumn AAE IC meeting.
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NON-LIFE MARKET  
CONDITIONS UPDATE
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Non-Life Observations 
Immediate Term

Soft market, low premium rates
• Increased supply – increased competition.
• Lower rates, extended terms & conditions.
• Abundance of reinsurance capacity, easier access to capital markets.

Low interest rates
• Low investment return.
• Less reliance to drive profitability.
• Increased use of alternative investments.

Catastrophe events
• Benign catastrophe environment, absent of significant natural catastrophes.
• Recent UK storm clusters did not cause extensive insured wind losses, despite the 

proximity of multiple storms in time and space.
• Although European flood more than doubled since 1980.

Reserves releases
• Highest now in 30 years to cushion against price/investment decline.
• Pressure to top-line growth.
• Not sustainable in the long run.

Presenter
Presentation Notes
Low interest rates
A recent survey by AXA IM (122 Insurance companies) confirms the trends witnessed over recent years, with 59% of participants expecting to increase their use of alternatives, employ more tactical asset allocation (38%) and create more diversification in their traditional fixed income portfolio (36%)

Cat risk
http://www.actuarialpost.co.uk/article/challenges----responsibilities-of-the-future-of-cat-modelling-4951.htm
http://www.bankofengland.co.uk/publications/Documents/speeches/2016/speech921.pdf

Despite falling premium rates, general insurer profits in the past few years have been sustained partly due to benign catastrophe experience. 
The recent UK storm clusters did not cause extensive insured wind losses (although the resulting floods were costly), despite the proximity of multiple storms in time and space.
The number of devastating floods that trigger insurance pay-outs has more than doubled in Europe since 1980, according to new research by Munich Re. Globally, 2016 saw 384 flood disasters, compared with 58 in 1980
Catastrophe losses returned to more normal levels by historical standards in the first half of 2016. 
Uncertainty around frequency and severity of weather systems is increasing. Paid claims on weather related catastrophes have doubled every decade since the 1980s.

https://www.theguardian.com/environment/2017/jan/19/flood-disasters-more-than-double-across-europe-in-35-years
https://www.insuranceday.com/news_analysis/special_reports/european-windstorms-clusters-of-uncertainty.htm?origin=internalSearch
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Non-Life Observations 
Immediate/Medium Term

Reserves strengthening
• In the UK, Ogden rates used in personal injury compensations changed from 2.5% 

to -0.75%.
• Substantial upward correction in market pricing.
• Underwriting profits coming to unexpected pressure.

Regulatory impact on capital
• Move to non-traditional assets classes, outsourcing greater proportion of portfolio.
• Better risk management
• Some reduced overall risk profile of asset portfolios due to higher solvency capital 

charge attached to traditional risk assets such as equities.

Cyber risk
• Insurers are giving cyber risk sufficient focus, with varying level of commitment.
• Insurance modelling uncertain by lack of expertise and an insufficient amount of 

data. 
• New European privacy data laws in 2018, will give a real push to the demand for 

cyber insurance in the EU. 

Broker facilities
• % broker commission per premium income has increased (reflection of increased 

competition)
• Preferred supplier

Presenter
Presentation Notes
Ogden
Reinsurers will be hit the hardest by the UK government's steep reduction in the rate, with reserves and underwriting profitability set to come under unexpected pressure.
There is also likely to be a substantial upward correction in market pricing.  
As a direct result of this change, there is an anticipated increase on an average comprehensive motor insurance policy.
Claims costs have the potential to soar, making it inevitable that there will be an increase in motor and liability premiums for millions of drivers and businesses across the UK.

Cyber risk
http://www.bankofengland.co.uk/pra/Documents/about/letter141116.pdf 
https://www.insuranceday.com/id/news_analysis/reinsurers-appetite-for-cyber-risk-grows.htm

Extended Points:
Aviation underwriters are comfortable providing implicit cyber coverage (i.e. no exclusions are used currently) despite a background of continuous technological advances in aviation electronics
The same holds true for motor despite the developments in autonomous vehicles and questions in relation to their cyber security. 
There is currently insufficient investment from firms in developing their internal knowledge and expertise.
Firms are limited by a lack of expertise and an insufficient length of claims data. 
The main catastrophe modelling vendors have expressed their commitment to developing fully probabilistic cyber catastrophe models. However, development is at an early stage.
Any perceived geographic diversification benefits for insurers could be offset by an increase in cyber risk aggregation potential. 
New European privacy data laws, which will kick off in 2018, will give another real push to the demand for cyber insurance in the EU – and, as a result, for reinsurance as well. Munich Re is seeking to apply its experience of writing cyber risk in the US to other parts of the world.


Additional Information:
Cyber risk
In the past few years, cyber insurance has been a key growth area for insurance and reinsurance firms against a background of softening rates and challenging market conditions. The prudential risks emanating from this fast-evolving field, if not managed well, are potentially significant to the viability of the firms involved and the reputation of the UK insurance industry as a centre of excellence and innovation. 
The PRA’s work found an almost universal acknowledgement of the loss potential of cyber exposures endemic in ‘silent cyber’. However, most firms did not demonstrate robust methods for quantifying and managing ‘silent’ cyber risk. (where ‘silent’ cyber risk is the implicit cyber exposure within ‘all risks’ and other liability insurance policies that do not explicitly exclude cyber risk).
It is the PRA’s view that the potential for a significant ‘silent’ cyber insurance loss is increasing with time. As both ‘silent’ cyber insurance awareness and the frequency of cyber-attacks grow, so does the loss potential from ‘silent’ cyber exposures. There was some recognition that insurance firms may find it increasingly challenging to argue that all risks or other liability policies did not intend to cover this type of risk given the publicity and awareness of the issue. 
The PRA’s thematic work showed that aviation underwriters are comfortable providing implicit cyber coverage (ie no exclusions are used currently) despite a background of continuous technological advances in aviation electronics, arguing that the risk is zero or minimal, which is concerning
The same holds true for motor despite the developments in autonomous vehicles and questions in relation to their cyber security. Property underwriters acknowledged the potential for cyber aggregation resulting for example from cyber attacks on high-profile commercial or industrial targets, or from smart-house technology. Despite that, there are currently no widespread exclusions for cyber risk and the thinking around how to price or manage this risk does not appear to the PRA to have developed sufficiently. 
There is currently insufficient investment from firms in developing their internal knowledge and expertise on both the affirmative and ‘silent’ cyber risk elements. This is due to a combination of: a) the early stage of development of their cyber offering; and b) the lack of supply of skilled professionals with cyber underwriting expertise. 
The advent of the cloud and the continuous evolving nature of the cyber landscape create significant challenges that potentially are unique to this line of business. Firms are limited by a lack of expertise and an insufficient length of claims data. Moreover, using past claims data to estimate future cyber losses may not be appropriate due to data being non-stationary. 
The main catastrophe modelling vendors have expressed their commitment to developing fully probabilistic cyber catastrophe models. However, development is at an early stage and it may take a few years before the first versions are available. Catastrophe modelling vendors have developed small sets of deterministic cyber scenarios to assist their clients in managing aggregation, and data schemas have been developed for categorising cyber exposures
Any perceived geographic diversification benefits for insurers could be offset by an increase in cyber risk aggregation potential. 

Regulation
http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2015/q2prerelease_2.pdf

http://www.actuarialpost.co.uk/article/regulation-and-low-interest-rates-pose-problems-for-insurers-10894.htm

Solvency II has introduced market-consistent valuation of assets and liabilities; enhanced quality of capital and a forward-looking and risk-based approach to setting capital requirements.
In an AXA IM survey, nearly 40% of respondents cited ‘outsourcing a greater proportion of the portfolio’ as a direct impact of Solvency II on their investment portfolio, a commonly used technique to get greater access to non-traditional asset classes or expertise.
The survey also proves that some of the intended consequences of Solvency II have begun to emerge, 53% of total respondents noted better risk management by improving their Asset and Liability Management (ALM), more specifically a reduction of the portfolio’s duration gap. Similarly just over half (52%) of insurers have reduced their overall risk profile of their portfolios - a logical consequence to the higher solvency capital charge attached to traditional risk assets such as equities.
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Non-Life Observations 
Medium/Long Term

Climate change
• More frequent and intense winter storms in Europe. Coupled with rising sea levels, 

flood damage will increase in the long term.
• Study on Northern European coastal flood damage conclude that a water level 

seen once in a 1000 years occurring – on average – more often than every 30 
years.

• New climate change related opportunities but also may reduce sector’s appetite to 
cover.

InsurTech
• Lots of investment into digital technology but arguably there is still lack of 

leadership in digital innovation.
• Billions are invested into InsurTech which are aiming to challenge the big players.

Big data
• A lot of research into big data and how it can be used in pricing and marketing.
• Regulation lagging behind, which can be seen as opportunity by insurers.

Autonomous vehicles
• Development and uptake likely to be gradual. The extent of differing views is 

based on technological, ethical and regulatory hurdles.
• Expect contraction of the traditional motor market. Survey suggests UK motor 

market is expected to contract by 21% by 2040.

Presenter
Presentation Notes
Climate change
http://www.bankofengland.co.uk/pra/Documents/supervision/activities/pradefra0915.pdf 
http://www.swissre.com/rethinking/the_effects_of_climate_change.html
http://www.bankofengland.co.uk/pages/climatechange.aspx

Extended Points:

Climate change will lead to more frequent and intense winter storms in Europe. Coupled with rising sea levels, flood damage will increase in the long term.
Scientists have combined Swiss Re’s loss model with climate and storm surge models to quantify the impact of climate change on Northern European coastal flood damage.  One conclusion was that a water level seen once in a 1000 years occurring – on average – more often than every 30 years.
While there are opportunities for the sector from writing new climate change-related business, it is also possible that climate change would reduce the sector’s appetite to provide insurance cover for specific sets of activities, assets or customers. 
The use of reinsurance and, increasingly, alternative risk transfer through capital markets, allows individual firms to smooth out their peak exposures. 
Liability risks may take a long time to crystallise compared to catastrophe claims as it can take years to establish whether the insured party was at fault and to determine the amount of loss that has arisen as a result. 
The true cost of liability claims can often be uncertain and complex to determine. Historical events have shown that over time, liability claims can be more disruptive to the insurance industry than losses caused by individual extreme weather events, especially when new sources of claims emerge. 
In February 2015, The Bank of England launched their One Bank Research Agenda, which outlined their research priorities. Under the theme ‘Response to fundamental change’, they identified the impact of climate change and the role of central banks in addressing systemic environmental risks as an area which requires further research. On behalf of the United Kingdom, the Bank co-founded and is co-chairing the G20 Green Finance Study Group (GFSG) with the People’s Bank of China, and the UN Environment (UNEP) Inquiry as secretariat. Recognising the need to scale up green finance and to deploy tens of trillions of dollars over the coming decade, the Study Group’s mandate is to ‘identify institutional and market barriers to green finance and, based on country experiences, develop options on how to enhance the ability of the financial system to mobilize private capital for green investment’. 


Additional Information: The PRA’s analysis suggests that there is potential for climate change to present a substantial challenge to the business model of insurers. 
While there are opportunities for the sector from writing new climate change-related business, it is also possible that climate change would reduce or eliminate the sector’s appetite to provide insurance cover for specific sets of activities, assets or customers. 
The number of registered weather-related natural hazard loss events has tripled since the 1980s and inflation-adjusted insurance losses from these events have increased from an annual average of around US$10 billion in the 1980s to around US$50 billion over the past decade.
By insuring a diverse range of risks, general insurers reduce exposure to any one specific hazard or event. The use of reinsurance and, increasingly, alternative risk transfer through capital markets, allows individual firms to smooth out their peak exposures. Meanwhile, the predominance of annual contracts enables insurance firms regularly to adjust prices in response to a changing environment.
The global transition to a lower carbon economy could have an impact on insurance firms through their investments in carbon-intensive assets. This is particularly relevant for two tiers of financial assets: (i) securities of firms that may be impacted directly by regulatory limits on their ability to produce or use fossil fuels, ); and (ii) securities of firms that are energy-intensive, which might be affected indirectly via an increase in energy costs 
Between them, these two tiers of assets account for around a third of global equity and fixed-income assets. 
These asset-side impacts might be felt across general insurers and a range of factors could influence the speed of the transition, including public policy, technology and changing investor preferences and market sentiment. There could also be a separate, probably more limited, liability-side impact on general insurance firms through a potential reduction in insurance premiums from carbon-intensive sectors; the energy sector accounts for around 4% of total UK premiums.  
Liability (risks that could arise from parties who have suffered loss and damage from climate change, and then seek to recover losses from others who they believe may have been responsible) risks are those which can arise as a result of parties which have suffered loss from climate change seeking to recover losses from others who they believe may have been responsible. Liability risks may take a long time to crystallise compared to catastrophe claims as it can take years to establish whether the insured party was at fault and to determine the amount of loss that has arisen as a result. The true cost of liability claims can often be uncertain and complex to determine. Historical events have shown that over time liability claims can be more disruptive to the insurance industry than losses caused by individual extreme weather events, especially when new sources of claims emerge. 

InsureTech & Big data
https://www.ft.com/content/bb9f1ce8-f84b-11e6-bd4e-68d53499ed71 

In a recent survey of insurers by broker Willis Towers Watson, 74 per cent of respondents felt the industry had failed to show leadership in digital innovation. 
Axa is putting more than €3billion into IT and digital developments. And others, from Allianz and Munich Re in Europe to XL Catlin in Bermuda, are also investing heavily.
Billions more are going into “insurtech” start-ups which are aiming to challenge the big players. The likes of Sosure, Friendsurance, Lemonade Guevara, Brolly and a host of others.
It is not all a question of buying more insurance. In some areas we may find that we need less. For example, Car Insurance with the introduction of Driverless Cars. 
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QUESTIONS
COMMENTS
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