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Preface

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

jurisdiction. This can be achieved in many ways, including:

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

. customising 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 existing standards are substantially consistent with ESAP1 as this ESAP
relies upon ESAP1 in‘'many respects. Likewise, any lcustomisation of this ESAP, or
modification of existing standards to obtain substantial consistency with this ESAP, should
recognise the important fact that this ESAP relies upon ESAP1 in many respects.

If this ESAP'is translated for the purposes of adoption, the adopting body should select
lthree verbs }that embody the concepts of “must”, “should”, and “may”, as described in
paragraph 1.5.1 Language of this ESAP, even if such verbs are not the literal translation of
“must”, “should”, and “may”.

fThis ESAP ]uses various terms whose specific meanings are defined in the document
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Commented [JKvS(2]: Note that links have been
removed as these pointed to definitions that are no
longer in ESAP3 but in the AAE Glossary.

Commented [JKVS(3]: Note that spelling has
changed to the spelling used in ESAP2
(“customisation” and “recognise” instead of
“customization” and “recognize”).

Commented [JKvS(4]: “may” added and
reference to 1.5 updated. [copied from ESAP2]

Commented [JKvS(5]: Added as definitions have
been removed. [copied from ESAP2]

Commented [JKVS(6]: The statement that the
ESAP3 is non-binding as it is a model standard
has been updated using the text used in ESAP2.




[Drafting Notes: when an actuarial standard-setting organisation adopts this standard it

should:

7.

ESAP3

Replace “ESAP” throughout the document with the local standard name, if
applicable;

Modify lreferences to ESAP1 Vn paragraphs 1.3, 1.3.1 and 1.4.1 to point to the local
standard(s) that are substantially consistent with ESAP1, rather than referring to
ESAP1 directly, if appropriate;

Choose the appropriate date for insertion in paragraph 1.6.1;

Review this standard for, and resolve, any conflicts with the local law and code of
professional conduct; and

Delete this preface (including these drafting notes and the reference in the Table of
Contents) and the footnote associated with paragraph 1.6.1.]
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Section1l. General
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[1.3\ Relationship to ESAP1 Commented [JKvS(8]: Former Section 1.3
“Compliance” has been removed as ESAP1 has
1.3.1 Insofar as possible, this ESAP does not repeat guidance already provided in ESAP1. Any tl)(.e:;a?etj([t)(:gt:gglr;Zir?lg%nlgrca?rt[;ogﬁtggAﬂ;i.former
actuary who asserts compliance with this ESAP (as a model standard) must also comply
with ESAP1. References in ESAP1 to “this ESAP” should be interpreted as applying equally
to this ESAP3, where appropriate.
[1.3.2‘ A failure to follow the principles in this standard need not be considered a departure if[ Commented [JKvS(9]: Added, similar to ESAP2. }
does not have a material effect. The contents of this standard should be read in that
context, even where the term material is not explicitly used or where the word “must” is
used.
14 Language Commented [JKvVS(10]: This section is copied
from ESAP2, meaning:
1.4.1 Some of the language used in all ESAPs is intended to be interpreted in a very specific v 3 '\R/Ieefaer::?r?gig‘mé”g;:i;:&y;dﬁ%ed
in the context of a decision of the actuary. In particular, the following words are to be | Text involving the verb “must” no longer marked
understood to have the meanings indicated: in bold font [no reason to have a double way of
“ ” - NI . pointing out must standards]. Also, must and
a. “must” means that the indicated action is mandatory and failure to follow the | o /14 requirements are now in separate sub-
indicated action will constitute a failure to comply with this ESAP, unless the numbers.
departure is due to a conflict withJ_I_a__\Nl(ESAPl 1.3.1) or code of professional cond| commented [JKvS(11]: Note that “law” is not
(ESAP1 1.3.2). marked as defined term in ESAP2, section 1.5.1a
b. “should” (or “shall”) means that, under normal circumstances, the actuary is and 1.5.1b.
expected to follow the indicated action, unless the departure is due to a conflict EglgTaLtitget?t:B?L?ged heavy underline, Font
Jaw.(ESAP1 1.3.1) or code of professional conduct (ESAP1 1.3.2). However, in all
other cases, if following the indicated action would produce a result that would i Formatted: Dotted heavy underline, Font
. : . . . . color: Light Blue
inappropriate or would potentially mislead the intended users of the actuarial
services, the actuary should depart from that guidance and disclose that fact and| Formatted: Dotted heavy underline, Font
provide the reason for not following the indicated action as described in ESAP1 color: Light Blue
1.3.3.
c. “may” means that the indicated action is not required, nor even necessarily
expected, but in certain circumstances is an appropriate activity, possibly among
other alternatives. Note that “might” is not used as a synonym for “may”, but rather
with its normal meaning.
d. “any” (asin e.g. “any report”) means all such items if they exist, while acknowledging
they may not exist. Such a reference does not give rise to a requirement to create
such an item.
1.4.2  This ESAP uses various terms whose specific meanings are defined in the AAE Glossary.
These terms are highlighted in the text with a dashed underscore and in blue (e.g.
actuary).
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[1.5\ [Cross-references‘

Commented [JKvS(12]: Old section 1.6 Defined
terms removed (integrated in section 1.4).

Commented [JKvS(13]: First part of the text
updated.

1.5.1  This ESAP refers to the content of the Solvency.|l.Directive and the Commission Delega

relevant.

1.6  Effective Date O\ Commented [JKvS(14]: Text made more specific
to ESAP3.

1.6.1 This standard applies to actuarial services relating to the design or performance of the

! Date to be inserted by standard-setter adopting or endorsing this ESAP
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Section 2.  Appropriate Practices Commented [JKVS(15]: Section on definitions
has been removed. Note that there was no
definition of “ORSA”. This has been added in the

2.1 Design of the ORSA process AAE Glossary, and “ORSA” is now formatted as

defined term in ESAP3.

addressed within the sub-sections within 2.1 and, in the case of sub-section
2.1.1, which of the areas mentioned in the bullet points fall within the scope
of the work.

2.1.1

2.1.11

2.1.1.2

appropriate, qualitative assessment of all material risks relevant to the Formatted: Dotted heavy underline, Font
ORSA, taking account of the undertaking’s risk appetite and risk profile, color: Light Blue
and how the latter may change over the time period considered under Formatted: Dotted heavy underline, Font
the ORSA; color: Light Blue, Not Highlight

. provides appropriate clarity around which material risks are subject to Formatted: Dotted heavy underline, Font
qualitative assessment and which to quantitative assessment and that, color: Light Blue, Not Highlight
in both cases, appropriate mechanisms and resources are in place in Formatted: Dotted heavy underline, Font
order that the assessment should be fit for purpose; color: Light Blue, Not Highlight

. enables new and emerging risks, and approaches to risk, to be Formatted: Dotted heavy underline, Font
incorporated as they are identified; color: Light Blue

. enables understanding of the interaction between risks and exposures

as they evolve;
. enables the assumption-setting process to take account of relevant
business developments planned by management;
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2.1.13

2.1.2

2.1.21

2.1.2.2

ESAP3

. ensures appropriate seepario—and-stress-testingscenario testing and

stress testing is carried out, including reverse stress testing,

considering also relevant management actions;

3 ensures appropriate baek-testingback testing is carried out of past
assumptions in light of actual experience and that the results are

has taken to his or her considerations, if reasonably requested to do so.

Deviation from Solvency Il balance sheet approach and methodology

into account:

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

. 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 1

P in]

| risks to the ability

deviation having regard to its intended use.
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2.1.2.3 The actuary must take reasonable steps to ensure that any such deviation and

the QRSA for the purposes of exercising significant decision-making Formatted: Dotted heavy underline, Font

responsibility. color: Light Blue, Not Highlight

2.13 The ORSA consideration period

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

under the ORSA process is appropriate for its ‘intended usepurpese, Commented [JKvS(16]: “intended purpose” is a
mix of “intended use” and “purpose”. For

- . . . consistency within this document, replaced by
2.1.3.2 In determining the appropriateness of the time period selected for the ORSA “intended use”. [at three places]

planning purposes and the evolving risk profile of the undertaking, including: Formatted: Dotted heavy underline, Font
. the possible future run-off of existing business; color: Light Blue, Not Highlight
. the nature and possible run-off of any new business acquired in the
future;
. expected changes to business practices, such as changes in

underwriting and claims processes;

Pl tetn o o 1S i

A N Formatted: Dotted heavy underline, Font
. changes in the economic environment which are considered likely to

color: Light Blue, Not Highlight

happen; and
. changes in the economic environment which are considered possible
and plausible, but currently not considered likely.

2.1.33
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2.2 Performance of the ORSA process

2.2.1  Quantitative risk assessment and financial projections

2.2.1.1 The actuary must take reasonable steps to ensure that the risk quantifications

intended usepurpese.

2.2.1.2 In considering whether the quantifications and projections are appropriate,

. any calculation simplifications or approximations adopted (relative to
the approach taken for published financial results) might result in an

Formatted: Dotted heavy underline, Font
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risk;

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

. scenario testing, stress testing and sensitivity. testingscenario—-stress-
and-sensitivity-testing included are sufficient to indicate the
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2.2.1.3 The actuary must be in a position to explain-and justify the approach he or she

has taken to his or her consideration of appropriateness, if reasonably
requested to do so.

2.2.1.4 Where the actuary has reasonable grounds for believing that there is a

material shortcoming in the quantifications or projections that renders the

e i B
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2.2.2 Qualitative risk assessment

2.2.2.1 The actuary must take reasonable steps, to the extent relevant to his or her

usepurpese.

2.2.2.2 In considering whether the qualitative risk assessments are appropriate, the
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. take into account an appropriately-wide range of relevant scenarios;
and
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. have been subject to a sufficiently rigorous internal review process. < ‘ Formatted: Bulleted + Level: 1 + Aligned at:

has taken to his or her consideration of appropriateness, if reasonably
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