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General Update @ OOG

actuarial association of europe

= The NLWG met twice this session, consistent with the ToR
agreed at the Committee meeting in Cyprus.

= Key activities:
v' Reviewed the appropriateness and relevance of the Non-Life Insurance
topics.
v Shared the ‘A Practitioner’s Introduction to Stochastic Reserving’ paper by
Alessandro Carrato, et al, following on from his presentation to the IC last
year.

v Published an actuarial opinion on the AAE website in response to the
EIOPA Geo-Blocking consultation in April 2016.

v' Made connection with the Chair of the IAA Non-Life Committee, Bob Conger
to foster closer relationship and share our work.

v" Agreed and reviewed two relevant Non-Life topics to update at the Autumn
|IC meeting:
 Actuarial Function Report (AFR);
« Undertaking Specific Parameters (USP).
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ACTUARIAL FUNCTION
REPORT (AFR)



Background and Analysis

© Q0e

actuarial association of europe

= Background

— The objective of this study is
to provide guidance and
practical insight into the
production of AFR for non-life
iInsurance firms.

— The scope of this study is
limited to non-life insurance
AFRs and therefore with
specific focus on the
underwriting.

— The information come from
various sources including the
UK, Ireland, Netherlands 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
iInformation:;

Link with ESAP2 on any
useful information that can

translate into the work on
AFR.




Key Messages and Recommendation @ 008

actuarial association of europe

The AFR covers specific sections:
» 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.

= |tis important to ensure independence of the AF to avoid conflicts in
Interest.

= |tis interesting to note that 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.

= |tis also useful to note that there is consistency in the guidance from
national regulators.

= There are requirements over and above that of Solvency Il, imposed by
national supplementary guidance and/or local actuarial bodies.



Key Messages and Recommendation @ 008

actuarial association of europe

= Calculation of technical provisions

» Reasonably well understood — best estimate, methodologies,
assumptions, AVE, reliability and adequacy of calculations.

» Additional considerations:
o Appropriateness of IT systems;
o Business background;
o Shock events
o Operational issues and staff changes;

= Opinion on underwriting policy
» Reasoned analysis on profitability and premium rates movements;
> Not expected to perform reviews of controls and processes;
» Analysis on external and internal influences on premium rates.



Key Messages and Recommendation @ 008

actuarial association of europe

= Opinion on reinsurance arrangements
» Analysis of historical use and outcome;
» Not expected to perform reviews of controls and processes;
» Forecast gross and net profit distributions;
» Comment on perceived limitations;
» Process of decision making of reinsurers’ creditworthiness.

= Contribution to the effective implementation of risk management
(RM) system
» Provide RM function on elements of the SCR calculation that is in
his expertise; e.qg. TPs, pricing, data

» Review RM/Internal Audit function of the assessment of the
appropriateness of the internal model/standard formula.



Future Work and Next Steps @ ooe

* |n order to maximise the use of this working document, it is
beneficial to explore other sources of information from other
European states, both from a local regulatory and local
actuarial association perspectives.

* |t would be useful to understand the approaches different
associations and local regulators are taking in response to the
AFR requirement over and above that of the Solvency I
requirement, if any.

= Another relevant aspect is the possible introduction of audit
requirement on aspects of AFR, such as Solvency Il balance
sheet.

= \We propose that members of the AAE IC share their own
guidance (if any) to add to the working paper.

= The AAE IC is invited to comment and decide on the usefulness
of this proposal, in the context of other priorities.
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UNDERTAKING SPECIFIC
PARAMETERS (USP)



Background and Analysis @ 008

actuarial association of europe

= Background = Analysis

— Solvency Il offers various — Information gathering
alternative options to the through regulatory, industry
SCR standard approach, or professional body papers,
which have to be approved presentation, articles and
by supervisory/regulatory speeches;
authorities in advance. — Summarise in a paper and

— The most simple option is the compare and contrast
application of Undertaking guidance in different
Specific Parameters (USP) in countries and sources of
the Standard model. information;

— This option has been used in — Initial information gathering
some markets in Europe. from IC members.

— Not much information on
experiences is shared across
borders yet.




@a0e

= actuarial association of europe

Regulatory references for the adoption of USP parameters are

the following:

SOLVENCY Il DIRECTIVE
2009/138/CE

Art 104-7

DELEGATED REGULATION
2015/35

Art. 218 to 220 and annexe XVII, and in addition Art. 338 for
groups

ITS

Supervisory  approval procedure for undertaking-specific
parameters
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Key challenges for USP application 9 QOG

actuarial association of europe

The key challenges relating to the request for authorization to use the
USP parameters are :

Effectiveness of risk management

Data Quality requirements of input data

Not related to the will to lower the capital requirement.

Better reflects the underwriting risk profile of the undertaking.

Insurance companies may face significant risks when using USP’s.

= The calibration of the parameters strongly depends on the volatility of
data

= Any changes in regulations may result in the reduction of potential
benefit in terms of the Solvency Capital Requirement

= After the approval, insurance undertakings shall not revert to
calculating the solvency capital requirement by using the standard
formula parameters
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The French market

o actuarial association of europe

= By end of 2015, only 7
companies have
chosen USP for their
Pillar 1 calculations

= Most of them are
specialized in
Assistance Business,
such as travel and
roadside assistance
companies

* Do you plan to use
USP in a second time
for pillar 1 calculations?
(*)
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Initial information gathering from IC
members 9 ooe

The NLWG would be happy to learn about other EU
market experiences.

Our guestions:
= Are there any companies using USP in your market?
= How many use USP for pillar 1 calculations?
= Are these companies specialists or generalists ?
= \Was there any special guidance on USP application
issued by the local supervisor?
Next steps: NLWG Paper comparing experiences made and

contrast guidance in different countries and sources of

Information will be prepared; Information and volunteers highly
welcome.
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