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Welcome to the Webinar
We will begin shortly

A few housekeeping items before we begin:

1.

Questions & Comments — Verbal capabilities have been turned off
however questions or comments can be submitted by clicking on

the Q&A icon at the bottom of your screen. All questions will be
answered during the Q&A session at the end of the presentations.
Recording and presentation — A YouTube recording along with the
presentation will be made available on the IAA website within the
next day or so. They can be found where the paper has been
posted in the Past Events Library on the IAA website at

www.actuaries.orq .
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l‘g‘g K\A\I Welcome and thank you for joining today’s webinar.

Disclaimer Note:

Any views or opinions expressed in this presentation and in the Q&A
session are solely those of the authors/presenters and do not necessarily
reflect the policies or positions of the International Actuarial Association
(IAA). While every effort has been made to ensure the accuracy and
completeness of the material, the IAA and authors give no warranty in that
regard and reject any responsibility or liability for any loss or damage
incurred through the use of, or reliance upon, the information contained
therein.
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- Why talk about the Internal Capital Adequacy Assessment Process?
- ICAAP regulatory requirements / guidance
- ICAAP building blocks
- Business Model & Operating Environment
- Material Risk Assessment
- Risk Appetite Statement (RAS)
- Capital Planning & Forecasting
- Enterprise-Wide Stress Testing (EWST)
- Management Actions
- Summary and Q&A?
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Why ICAAP?

Actuarial judgement / holistic view of the balance sheet




--'= Why ICAAP? real world practice
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Why ICAAP? real world practice (cont.)
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ICAAP requirements

Vary by region, size, business model & complexity
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i ICAAP requirements (global)
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The four key principles ICAAP: BUILDING BLOCKS

20.1 Principle 1: Banks should have a process for assessing their overall capital
adequacy in relation to their risk profile and a strategy for maintaining their
capital levels.

20.2 Principle 2: Supervisors should review and evaluate banks' internal capital
adequacy assessments and strategies, as well as their ability to monitor and
ensure their compliance with regulatory capital ratios. Supervisors should take
appropriate supervisory action if they are not satisfied with the result of this
process.

20.3 Principle 3: Supervisors should expect banks to operate above the minimum

[ | |
| |
regulatory capital ratios and should have the ability to require banks to hold
. capital in excess of the minimum.
20.4 Principle 4. Supervisors should seek to intervene at an early stage to prevent
capital from falling below the minimum levels required to support the risk

characteristics of a particular bank and should require rapid remedial action if
capital is not maintained or restored.

Source: hitps:/lwww.bis. org/baselframework/BaselFramework. pdf

An Actuarial Practice Guide to ICAAP —September 2025 9



./ll;l \
HIAA
S AAI

Practice guides

PRUDENTIAL
PRACTICE GUIDE P

Pt b - ivntrradl Capam ddbiguoaly daibaimesr Pracees

CPG 110 Internal Capital Adequacy
Assessment Process and Supervisory Review

Part ll - ARk b viiary v

Scairce: hitips -'u'WWW.ﬂEm.ED\!.JL

Qatar Central Bank

Guidance on the Application of the Internal Capital
Adequacy Assessment Process (ICAAT)

28" Febraary 10186

Source: hifps: e gob gov gaiDocumentsBankinstructions 20 4ARM B41-1090 _annexol 15 pdi
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ICAAP requirements: reporting
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ICAAP building blocks

Principle based approach
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The fundamental question that the ICAAP seeks to address is

“Will the Board be able to distribute its forecasted dividend payout to ordinary sharehalders, whilst meeting its regulatory
constraints (across capital, liquidity, funding and leverage), in light of its business model within the current operating
environment?”

Earnings are driven by the range of services the bank provides and the operating environment. Services for a modern bank range across:

- Acceptance of deposits, at-call and term, from counterparties with surplus funds and/or entities requiring transactional accounts

- Extension of credit facilities to the Sovereign, Financial, Corporate and Retail sectors

- Provision of payments, clearing, and settlement services to financial market participants

- Raising and extension of funds to the Wholesale Market (covering Securities Finance Transactions (SFTs) and risk transferal products,
such as SWAPs); and

- Participation in capital markets and provision of investment services, ranging across primary (issuance, underwriting) and secondary
markets (market making, proprietary trading) to advisory services

- Universal bank: characterized by a relatively high Net Interest Income as a percentage of the Operating Income; high ‘Loans and
Receivables’ relative to Total Assets, and a medium level of Income from Fees and Commissions relative to Operating Income

- Investment bank: characterized by a high ratio of Trading Income relative to Operating Income

- Wealth Management / Private Bank: characterized by a high ratio of Fees and Commissions relative to Operating Income, low lending
to deposit ratio, and low lending to total assets ratio

An Actuarial Practice Guide to ICAAP —September 2025 13
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ICAAP building blocks: material risk assessment / RAS

* Risk Appetite is a critical element of a Banks Risk Management Framework and therefore forms the key foundation of risk
assessment required for the ICAAP,

* The Board approved Risk Appetite statements are an articulation of the ‘amount’ of risk the Bank is prepared to take in
conducting its activities,
The management and control frameworks for the Bank's material risks are linked to these Appetite statements.
The strategy and capital plan is devised with this framework in mind and regularly checked to ensure they are consistent. Any
areas of divergence should be reported on and actively managed by senior committees in the Banking Group.

* |tis important the ICAAP demonstrates these relationships showing risk management and strategy are aligned.

Linkages
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C1: NPL ratio MNon-pesforming loans (MPL) as % of loan portfolio < 1.05%
[6]
C2: NPL coverage Provisions as % of NPL 25% > B5%
ratio [6]
C3: Unsecured NPL Provision / [NPL - Collateral Value] 25% > 150%
coverage ratio M
C4: NIL% Met impairment loss ratio {12 months) 20% < 0.35%
[6]
C5: Total Loan Total loan portfolio expected loss (IFRS 9) 15% < 0.35%
Portfolio EL [6]
Cii: Bond Portfolio Bond portfolio expected loss 10% < 0.45%
EL [4]
CT: Country Risk % in sub-investment grade countries over total 5 <10 %
ExpOsine [6]
C8 Concentration Bomrowers (Top 20) exposure as a % of Common 10% < 190%
Risk Exquity Tier 1 18
C9: Concentration Property exposures as % of Total Capital base 10% < 250%
Risk [Property) [8]

Alart

The bank supports stable growth with
a key focus on controlling
concentration risk, and on core credit
risk components closely managed
within the Bank's operating plan and
budget including the Non-Performing
Loan (NPL) ratio and Net Impairment
Loss (NIL) ratio. Credit risk
parameters are closely monitored
against internal limits and regulatory
requirements stipulated in the Credit
Risk palicies. Regular portfolio
reviews are conducted with ongoing
monitoring of high-risk industries and
countries. Prudent provisioning
principles are adopted and stipulated
in the Bank's policies and processes.

Operational Risk (loss % gross income), Market risk (Trading book VaR/Stress VaR), IRRBB (EVE, NII), etc...

An Actuarial Practice Guide to ICAAP —September 2025 15
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ICAAP building blocks: capital planning / forecasting

Annual Planning Cycle

+ The Capital planning element of the Group ICAAP is delivered from the output of the annual financial planning process.

+ This is primarily managed by Group Finance, with input from Group Treasury and Risk Management. It is built bottom up from
each business Division.

+ Once complete the plan is then stressed through different economic scenarios to understand its sensitivities and
vulnerahilities.

« Where appropriate the financial plan is amended or contingency plans put in place for management action, in the event of a
particular stress event materialising

An Actuarial Practice Guide to ICAAP —September 2025 16
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ICAAP building blocks: capital planning / forecasting
(cont.)

Pillar | modifications / additional Pillar Il risks

Credit Risk concentration charge

Market Risk & CCR stresses

Conduct & Reputational Risk

Interest Rate Risk in the Banking Book (IRRBE)

e Clrategic Risk

s  odel Risk

Pension Obligation Risk (Defined Benefit)

An Actuarial Practice Guide to ICAAP —September 2025 17



ICAAP building blocks: EWST (stress testing)
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Source: (Claxton, Davis, Thiruvengadam) https://assets.kpmg/content/dam/kpmg/pdf/2016/03/SG-

KPMG-Driving-Business-Value-Through-Stress-Testing.pdf
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ICAAP building blocks: management actions
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from the assessment of recovery planning, World Bank, 2020
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Summary and Q&A

Opportunities for Actuaries in Banking
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Pre-cursor to balance sheet optimisation
Actuaries able to communicate across finance, risk and treasury
Diverse range of practice observed

« Supervisory Review Process (SRP)

* Business model, operating environment, size & complexity
Material Risk Assessment

* Pillar | — Credit / Market / Operational (IRRBB — Australia)

« Pillar Il — Pillar | Adjustments + Additional Risk
Risk Appetite Statement

« {Solvency, Earnings, Funding, Reputation}
Capital planning & forecast (Capital Supply)

« Forward capital position and main assumptions related to the business plan (3-

5 years)

Enterprise-Wide Stress Testing (EWST) (Capital Demand)
Management Plans

An Actuarial Practice Guide to ICAAP —September 2025 21
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Thank you for joining today’s webinar!

Should you have any further questions or comments,
please send them directly to Technical Activities of the IAA
at the following email address:
technical.activities@actuaries.org
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