IAA Webinar on ISAP 1A and ISAP 5

% 4:00 p U0 &

B

= = —
= - =
S —
= =
< = S -
e ’ | S = (70
= = I
> = D




Welcome

Brief overview of the purpose of the webinar

Moderator:
= Alf Gohdes - Chair, Actuarial Standards Committee (ASC)

Presenters:
=  Godfrey Perrott - ASC Liaison to the ISAP 1A Task Force
0 Al Beer - ASC Liaison to the ISAP 5 Task Force
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Disclaimer

We are members of the IAA Actuarial Standards
Committee (ASC)

Our remarks today are our personal opinions

They are not, and should not be construed as, official
positions of the IAA or the ASC
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= Welcome, introductions and brief overview of the
purpose of the webinar

= |SAP 1A, Governance of Models
= |SAP 5, Insurer Enterprise Risk Models
= Questions and Answers

= Close
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Issues the TFs had to deal with

Each TF and each commenter had their own views
as to what each standard should contain but ...

> The ISAP 5 TF and their commenters had own views
as to what ISAP 1A should contain

> The ISAP 1A TF had its own view as to what
ISAP 5 should contain

ISAPs 1A and 5 were rightfully developed in paraliel

The coordination alone was a big challenge! @
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How the TFs advanced the ISAP model
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ISAP 1A
Governance of Models

Presented by Godfrey Perrott

= Exposure Draft: October 2015
= Final Review Draft: August 2016
= Adoption by Council: November 2016
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ISAP 1A
Task Force Members

Gabor Hanak Hungary

Godfrey Perrott = U.S. (chair and ASC liaison)
Francis Ruygt Netherlands

Jesus Zuniga Mexico
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ISAP 1A

Issues we were addressing

= Emergence as a hot topic, since ISAP 1 (2012)
= Impacton:ISAPs4,5,6 and 7

= Choice we had:

= Update ISAP 1
=  Write a separate ISAP
= Insertinto ISAPs 4,5, 6, & 7 (repetition and possible conflicts)
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Why has Model Governance become such a
Hot Topic so Fast?

Possible Reasons
Lack of adequate MG exacerbated the 2008 financial crisis
Internal models viewed with suspicion by regulators
Effect of climate change deniers
People using complex models without understanding them
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Focus:

Purpose:

Overview of ISAP 1A

Governance of Models, not Modeling

Prevent inappropriate modeling

Geography: Why ISAP 1A and not revision of ISAP 1

Scope:

Reliance:

Governance of virtually all models

Principle of Proportionality
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ISAP 1A
What did we exclude

= How to model

= Education on the modeling process
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ISAP 1A Contents

Section1l General
Section 2  Appropriate Practices

2.1 Overview

2.2 Selecting an Existing Model
2.3 Modifying an Existing Model
2.4 Building a New Model

2.5 Using a Model

Section3 Communication @
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ISAP 5
Insurer Enterprise Risk Models

Presented by Al Beer

= Exposure Draft: October 2015
" Final Review Draft: August 2016
= Adoption by Council: November 2016
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Al Beer

Arthur Els

Gabor Hanak
David Ingram

Greg Martin
Masaaki Yoshimura

ISAP 5
Task Force Members

U.S. (ASC Liaison)
South Africa
Hungary

U.S. (Chair)
Australia

Japan
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ISAP 5 - Introduction

= Growing global need for ERM guidance

* ICP 16 — ERM for Solvency Purposes ; ICP 17 - Capital Adequacy
* Solvency ll
 Own Risk and Solvency Assessment (ORSA)

= Actuaries playing more important roles in the ERM

* Regulatory Compliance

 Management Decision Making
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Overview of ISAP 5

Focus: Actuarial services involving Enterprise Risk Models
for insurers

Purpose: Increase public confidence in actuaries’ Enterprise
Risk expertise

Scope: Selection, modification, development, and use of
Enterprise Risk Models

Reliance: Principle of Proportionality
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ISAP 5

Section 1. General

1.1. Purpose

= “Guidance to actuaries when performing actuarial services
involving enterprise risk models for insurers.”

= To help increase public confidence in the ERM work
provided by actuaries
. €
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Enterprise Risk Model (ISAP 5) — Those models that
are developed to comprehensively and consistently
evaluate the risks of an entity. Examples include
internal models as specified by the International
Association of Insurance Supervisors (IAIS), and capital
models.
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ISAP 5
Section 1. General

1.2. Scope

“This standard applies to actuaries when performing actuarial
services involving the selection, modification, development,
and use of enterprise risk models,

including stress tests and scenario tests,

to assess solvency, assess capital adequacy, and produce risk
metrics for ERM programs of insurers.”
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Glossary

= Stress Test (ISAP 5) — A process for measuring the impact of adverse
changes in one or relatively few factors affecting an entity’s financial
position.

= Scenario Test (ISAP 5) — A process for assessing the impact of one
possible event or several simultaneously or sequentially occurring
possible events on an entity’s financial position.”
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ISAP 5
Section 1. General

1.3. Relationship to ISAP 1 and ISAP 1A

1.4. Defined terms
" Enterprise Risk Model

m Stress Test and Scenario Test

1.5. Effective Date
y i
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Section 2. Appropriate Practices

2.1. Understanding of Risk and Uncertainty

“the actuary should consider, or may rely on others who have appropriately
considered...”

Financial strength, risk profile, business management, and risk
environment of the insurer;

The insurer’s own risk management framework and approach, including
its attitude to the assumption of risk;

Significant inconsistencies should be reflected in the risk assessment and
in the report.
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ISAP 5
Section 2. Appropriate Practices

2.2. Proportionality
= |SAP 1 paragraph 1.5.2

=  “In respect of the nature, scale and complexity of the
underlying risks.”
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Section 2. Appropriate Practices

2.3. Assumption Setting (2.3.1)

“When choosing or advising on the choice of assumptions...”

ISAP 1 paragraph 2.7. Assumptions and Methodology Set by
Actuary

ISAP 1 paragraph 2.8. Assumptions and Methodology

Prescribed
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ISAP 5

Section 2. Appropriate Practices

2.3. Assumption Setting (2.3.1)

= The actuary should consider

— Internal policies, management actions, contractual
requirements, policy wording and past experience;

— Factors outside of management control, such as policyholder
behaviour, taxation, regulatory requirements, and reserving
requirements; and

— Risk mitigation techniques (reinsurance, hedging) @
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Section 2. Appropriate Practices

2.3. Assumption Setting (2.3.2)

=  Obtain and review information from appropriate sources, such as:

Management and other knowledgeable persons at the insurer

The insurer’s business plan and recent assessment of
performance under severely adverse scenarios

Industry experts, legal requirements and other subject matter
experts

26



Section 2. Appropriate Practices

2.4. Stress Testing and Scenario Testing

= Disclosures

* Significant assumptions including actions assumed
to be taken by management

* Limitations of the tests and potential impact on

the results
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Section 2. Appropriate Practices

2.5. Assessing Consistency Among Models

= Multiple models and stress and scenario tests are often
developed for the same entity (e.g. accounting requirements,
regulatory valuation, risk evaluation to determine capital needs)

=  Where practical, assess the reasons for and the impact of using
multiple models and multiple stress tests or scenario tests

= Provide an explanation of any material differences in results
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— ISAP5
Section 3. Communication

3.1. Disclosures in the Report

=  Summarizes disclosures detailed in the prior sections
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B cstions

3




Was this useful? Any recommendations?
Please send us your feedback (technical.activities@actuaries.org).

Comments and questions on any ISAP may be addressed to:
ISAP.comments@actuaries.org
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mailto:ISAP.comments@actuaries.org

Thank you

IAA

www.actuaries.org

Moving the profession forward internationally
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