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Preface

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

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 three verbs that
embody the concepts of “must>” and “should”, and-“may>-as described in paragraph 1.6-Languages

[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 3-4-21.5 to point to the local

directly, if appropriate;
Choose the appropriate phrase and date in paragraph 1.8;

conduct; and
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5.  Delete this preface (including these drafting notes) and the footnote associated with paragraph
1.8]
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Fhis | Purpose — This ESAP provides guidance to actuaries,

Ewr | amaterial involvement in relatien-toeor responsibility for the precessesdesign or performance, of the
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e actuarial services are carried out professionally and with due care in compliance with the
Solvency Il framework;

Act | e the results are relevant to theirintended users’ needs, are presented clearly and understandably,
var and are eompletesufficient in the context of the Solvency Il framework; and

al o the assumptions and methodology (including, but not limited to, models and modelling
Prae techniques) _are appropriate, and are used are-disetesed-appropriately.
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Section 1. General

11

Purpose — This ESAP provides guidance to actuaries,
a material |nvolvement in relation-toor respon5|b|I|ty for the proeessesdesign or performance, of the

%%HWH&@A#%MWA&SWORSA)W%%W

e actuarial services are carried out professionally and with due care in compliance with the

Solvency Il framework;

o the results are relevant to theirintended users’ needs, are presented clearly and understandably,
and are eompletesufficient in the context of the Solvency Il framework; and

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

*

1.2

ORSA process—An-actuar W
several-capacities;-such, msofar as 3
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/ material |nvolvement in or respon5|b|I|ty for the
design or performance of the ORSA process, When-a-team-is-performing-certain-tasks-inrelation-to
the- Wider adoption of this ESAP is encouraged, particularly amongst those actuaries who provide
actuarial services in support of those actuaries who have material involvement i inor responS|b|I|ty
for the desmn or performance of the ORSA process

It is recognised that undertakings have adopted
a variety of the-team-isresponsible-forthesetasksapproaches for complying with the ORSA

requirements. These include carrying out an identifiable set of activities specifically developed to
constitute the ORSA proceJas env'sired in this ESAP) as WeII as identifying and linking

processes which collectlvelv satisfy the ORSA requuements. 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 performing ORSA-related
actuarial services for an undertaking that does not undertake a separate, explicit ORSA process, any
actuary who has a material involvement in or responsibility for these ORSA-related actuarial
services should ensure that the substance of the requirements of this ESAP are adhered to as
appropriate in his or her work.

A

It is envisaged that non-actuaries may also consider memberwhere appropriate following the h
pr|n0|ples set out in thls ESAP in order to support a conS|stent application of the team—to—be—the

1.3
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1.3.1 | Complies with requirements of law that conflict with this ESAP;

1.3.2 | Complies with requirements of the actuarial code of professional conduct applicable to the
work that conflict with this ESAP; or

1.3.3 | Departs from the guidance in this ESAP and provides, in any feport, an appropriate
statement with respect to the nature, rationale, and effect of any such departure.

‘ 14

Relationship to ESAP 1 — Wherelnsofar as possible, this ESAP does not repeat guidance already

applying equally to this ESAP 3, where appropriate.

Language — Notwithstanding paragraph 1.3, this ESAP adopts the practice of ESAP 1 in intending
that the following verbs are to be understood to convey the actions or reactions indicated:

a) “must” means that the indicated action is mandatory and failure to follow the indicated action
will constitute a departure from this ESAP; and

b) ‘“should” (or “shall”) means that, under normal circumstances, the actuary is expected to
follow the indicated action, unless to do so would produce a result that would be
inappropriate or would potentially mislead the intended users of the actuarial services. If the
indicated action is not followed, the actuary should disclose that fact and provide the reason
for not following the indicated action.

In this ESAP, bold font is used to highlight the text involving the verb “must”.

1.6 Defined Terms — This ESAP uses various terms whose specific meanings are defined in Section 2.

These terms are highlighted in the text with a dashed underscore and in blue, which is a hyperlink to

Cross references — This ESAP refers to the content of the Solvency Il Directive (Directive
2009/138/EC as amended on 23. 05.2014) and the Commission Delegated Regulation (EU) 2015/35
as published in the Official Journal on 17.01.2015 in compliance with the Solvency Il Directive. If
the Solvency Il Directive or the Commission Delegated Regulation is subsequently amended,
restated, revoked, or replaced after the dates mentioned above, the actuary should eensiderapply the

guidaneeprinciples in this ESAP to the extent itremainsthey remain relevant-and-appropriate.

| 1

[Phrase to be selected and date to be inserted by standard-setter adopting or endorsing this ESAP.].
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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.
2.42.4 Communication — Any statement (including oral statements) issued or made by an actuary with
respect to actuarial services. ( Formatted: Font: Bold
2.52.6 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.
2.62.7 Exposures — The nature and extent to which an entity is exposed to areas of uncertainty (e.g. (Formatted: Font colr: Black
increases in reserves, gains and losses, liquidity events, reputation, etc).
2.72.9 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.
2.82.9 Law — Applicable acts, statutes, regulations, or any other binding authority (such as accounting
standards and any regulatory guidance that is effectively binding)., ( Formatted: Font: Bold
2.92.1 ORSA cycle — The entirety of tasks to be performed regularly for the ORSA process.
2.11 | 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.
2.102| ORSA run — Those parts of the ORSA cycle that consist of making the risk assessment, setting the (Formatted: Font color: Black
assumptions, running the models and drawing the conclusions from the results.
2.112| ORSA-triggering event — A material change in the nature of the uncertainties or exposures thereto,
or in the understanding of those uncertainties or exposures.
2.122| Principal — The party who engages the provider of actuarial services. The principal will usually be
the client or the employer of the actuary.
2.132| Professional Judgement — The judgement of the actuary based on actuarial training and
experience.
2.142| 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.
2.152| 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. ( Formatted: Font color: Black
operational or control issues) which weare commonly referreferred to as “risks”.
2.162| Work — All actuarial activities performed by an actuary related to actuarial services. 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,
documentation, reporting and all other communication.

Draft 7.7 of the Exposure Draft of ESAP 3 (ORSA); 245" September 20452016 11



Section 3. Appropriate Practices

Fhe-scope-{orexclusion-from-scope)-of theBefore presenting work as being compliant with this ESAP, the

actuary should eeverconfirm with his or her principal the extent to which the scope of his or her work
includes the topics addressed within the sub-seetionsections (e.g. 3.1.1) within this Section. Where the

scope includes the topic addressed within an individual sub-heading-{e-g—3-1-1);section, the
guidancerequirements within each-relevant-subheading-apphesthat sub-section all apply to the actuary.

[ Formatted: Font color: Black ]

The actuary must take reasonable steps to ensure that the ORSA process typicathy-takes-the

fepmef—teeumngﬁsks%e—bedeneat—least—wfollows an annual-eyele—\Where the seope-ef-the-work

requires-the-actuary-to-establish-{er-contribute-to-establishing)-a-appropriately structured and

deeumented-approach to uncertainty.

In assessing whether the ORSA process;-he-ershe- follows an appropriately structured approach to

3.1 | CensiderationsinrelationtoDesign of the ORSA process
Where the actuary has material involvement in, or responsibility for, the design of the ORSA N {Formatted: Normal, Space Before: 0 J
process, it is envisaged that the scope of his or her work will cover each of the sub-sections within pt
3.1

3.1.1 | Establishing a structured and-decurmented-approach to uncertainty, - Formatted: Font color: Auto
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uncertainty, the actuary should ensure{orcontribute-to-ensuring-whicheveris-appropriate)}-thatthe

precessconsider whether it;

o enablesthe-maintenance-and-increasedfacilitates sufficient understanding and effective b
management and communication of the-areas of uneertairtiesuncertainty (“risks”)-and-the-”), of

evolving gxposures to these-risks, and of the ORSA process;

o facilitates the coherent identification and quantification or, if appropriate, qualitative assessment
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of all material risks to-be-covered-byrelevant 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 ORSAo-;

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 uhdenymgg;wpepepmtw&emmwef%pesed-

medet&er—t#eated—usmguqﬁalmmemedsassessment should be fit for purpose;

e enables new areaeref—uneeﬂamtyand emerqlnq I'ISkS and approaches to rlsk to be mcorporated
as they are identified } P

o enables the-evelving-natureunderstanding of the interactions-of-theinteraction between risks and *
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exposures to-be-tnderstoodas they evolve;

o enables the assumption setting process to censiderpotential-futuretake account of relevant
management actions-apprepriately;

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

e ensures appropriate back-testing is carried out of past assumptions versusin light of actual
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experience to-be-properly-carried-eut-and that the consequences-te-beresults are properly
incorporated into asstmptionsassumption-setting for the future;andcurrent ORSA cycle;

e ensures appropriate ongoing review and updating of the ORSA process;

o facilitates the effective maintenance-and-transfer-of the-knowledge-of risks-exposurestriggering

and operation of an ORSA run within a periodic, annual or more frequent ORSA cycle, and as a
result of an appropriately defined ORSA triggering event; and

e enables coherent integration of the ORSA process within the undertaking’s wider business units
and processes, and within the relevant decision making of its AMSB.

«  The actuary must be in a position to etherinterested-partiesexplain and justify the 1 [ Formatteu No bues or umbering |
approach he or she has taken to this assessment, if reasonably requested to do so. ( Formatted: Font: Bold %

R . ) R Lo Lo ) [Formatted: Font: Bold
3.1.2 | Censiderationsfor-consistency-with-er-deviationDeviation from Solvency |1 requirements-palance

sheet approach and methodology.

o [ Formatted: Font: Bold ]

to-whatextentWhere the ORSA process involves an approach to any aspect of balance sheet
asset or liability measurement and/or risk quantification that deviates significantly from that
used by the undertaking for its supervisory reporting of solvency capital requirement
coverage, the actuary must document the extent of that difference, the rationale for it and its
potential conseguences.

In considering the significance of any such deviation, the actuary should consider:

o the extent to which the approach is consistent with, or deviates from, the principles and the-rules

of Solvency Il-are—heconseauepesseapydesioioncsand;
o theextentto-which-the-ORSA-supports-the-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;

o the extent to which the ORSA is suitable for its intended business usesuse; and

o the extent to which the ORSA takes reasonable account of any such deviation having regard to
its intended use.
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3.1.3

ConsiderationsThe ORSA consideration period.

The actuary must take reasonable steps to ensure that the period considered under the ORSA

process is appropriate for theits intended purpose.

In determining the appropriateness of the time period selected for the ORSA process, the actuary
should consider the projection period used for business- planning periedpurposes and the

m&e;aenensameny%eapﬁﬂ—and—vmevolvmq risk profile of the undertaking, mcluqu
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o therun-offofthe-the possible future run-off of existing business;
o the possible run-off of theany new business acquired in the future;

o expected changes in the economic environment; and
o unexpected changes in the economic environment;.

«—The actuary must be in a position to explain and justify the selection of the time period
considered under the ORSA, if reasonably requested to do so.
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Inconsistency with the undertaking’s risk management approach.
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The actuary must take reasonable steps to ensure that the projections used in the ORSA
process are appropriate for its intended purpose.

In assessing whether the projections are appropriate, the actuary should consider the
exposuresextent to which:

e Any calculation simplifications or approximations adopted (relative to the approach taken for
published financial results) might result in an inappropriate indication of the significance of

the-particularentity-te-a material risk eencentrationsdriver;

e Assumptions used are appropriate, with sufficient clarity over their derivation; and

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

The actuary must be in a position to explain and justify the approach he or she has takento <«
this assessment of appropriateness, if reasonably requested to do so,
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The actuary must take reasonable steps to ensure that the qualitative risk assessments used in

the ORSA process are appropriate for its intended purpose.

In assessing whether the qualitative risk assessments are appropriate, the actuary should consider
the extent to which the assessments:

o Make use of relevant past data both from within the undertaking and from other appropriate
sources;

e Take into account an appropriately-wide range of relevant scenarios; and

e Have been subject to a sufficiently rigorous internal review process.

The actuary must be in a position to explain and justify the approach he or she has taken to

this assessment of appropriateness, if reasonably requested to do so.
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in the qualitative risk assessments that renders the ORSA unsuitable for its purpose, then the
actuary must ensure that such shortcoming is appropriately communicated.
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