Comments on the Exposure Draft of ESAP3

Comment Template
Exposure Draft of ESAP3 — Actuarial practice in relation to
the ORSA process under Solvency I

NOTE: The Actuarial Standards Committee (ASC) of the International Actuarial Association (IAA)
is pleased to have an opportunity to provide comments on the exposure draft of ESAP 3. Please
note that this response has not been through the full IAA due process for making formal
statements and, as such, represents the views of the ASC only.

1. Do you think that the ED achieves the goal of the drafting team in reaching a balance
between the desire for high-quality actuarial work and ensuring the guidance is
neither inefficient nor unduly burdensome?

X Yes

No

If not then please indicate your concerns:

2. Do you think that the guidance in the ED achieves the right level of detail (not too
detailed, not too general)?

X Yes

No

If not then please indicate the topic(s) where the standard should be more/less
detailed:

3. Is any of the proposed guidance inappropriate for inclusion in ESAP3? If so, please
indicate which one(s) and explain why the particular topic(s) should not be included.

4. What other topics should be included in ESAP3? Please indicate which one(s) and
explain why you wish guidance in the area(s).


http://www.actuaries.org/index.cfm?lang=EN&DSP=CTTEES_ASC&ACT=MEMBERS

. Any additional comments

Paragraph Comment/ Change proposed
reference
General The terms “uncertainties” and “risks” are used interchangeably throughout the ESAP. “Uncertainties” is a defined term and is defined
Comment as what we commonly refer to as “risks”. For many ERM practitioners, “uncertainty” is commonly regarded as broader than "risk" in
that an "uncertainty" is not quantifiable because it is so unknown.
We recommend consistent use of terminology throughout the ESAP and suggest that the ESAP use "risk" rather than "uncertainty".
1.1 There appears to be a wording problem (should the “or” in the second line of the stem be deleted?). It would be clearer if it read:
This ESAP provides guidance to actuaries when performing actuarial services in relation to any Own Risk and Solvency
Assessment (ORSA) as required under the Solvency Il framework, in order to give intended users confidence that:
1.2 Sentences 2 - 4:

An actuary who is performing these actuarial services may be acting in one of several capacities, such as an employee,
management, director, external adviser, auditor, or supervisory authority of the entity. Regardless of the role the actuary
has within the group or the undertaking (e.g. a member of the actuarial function, the risk management function, any other
key functions or any other roles), the guidance in this ESAP applies to the actuary in so far as the actuary provides
actuarial services in relation to the ORSA process. When a team is performing certain tasks in relation to the ORSA
process and the actuary has a certain role in performing actuarial services within that team then the actuary should identify
which member of the team is responsible for those tasks and consider that member of the team to be the principal. In most
cases, it is expected that this person will be the team leader.

are generally similar to, but differ from, paragraph 1.4 of ESAP1. If the guidance is intended to be different that fact should be
clearly stated.

We obviously prefer the wording of ESAP1 paragraph 1.4 as it is identical to ISAP 1, and struggle with the ESAP 3 articulation. 1.2
and 2.12 seem slightly contradictory. 2.12 says the principal “will usually be the client or employer”; 1.2 on the other hand identifies
the team leader as the principal in the common situation where the actuary is part of a team. This doesn’t seem consistent with
2.12’s “client or employer”, which are entities, not persons.

We think the guidance in ESAP1 paragraph 1.4 is clearer and more straightforward, and we recommend ESAP3 reference it, rather
than restating it in a conflicting manner.
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1.6. Unnecessary space after 23 in 1.6
2.14. Does not need to refer to “actuary’s communication”, since communication is defined as being that of the actuary
Section 3 Not sure it’s necessary; somewhat confusing at first.
Opening
paragraph
3.1.2. Second bullet is unclear, particularly regarding “the limitations”. Limitation of what? It also seems to combine two things: supporting
business uses and differences from Solvency Il modeling, which should be in separate bullets.
3.1.4. In the last sentence replace “record” with “document” so that the revised sentence reads as:
The actuary should document his interactions with these other business units and recommend how these interactions could be
improved.
Such documentation should be subject to materiality.
3.1.7. 2nd bullet seems to partially duplicate 2nd last bullet of 3.1.5.
3.2.2. e Inthis wording, delete “to”:
For all risks to which the underlying group or the entity has or could have
e Inlastline, change “re(insurer)’s” to “entity’s”
3.2.3. This para comes across a bit ambiguously:

S

Subject to 3.2.2. the actuary should quantify risks to the extent possible. taking account of the
precision required for the intended purposes. Where the required precision is not possible. risks
should be handled qualitatively. The qualitative measurement thereof should consider the nature of
the remaining uncertainty as well as the need for precision (proportionality).

We say something is required, then we say “well then, don’t do it.” Precision then couldn’t really have been “required” in the first
place, since the solution is to bypass the whole calculation. This should be expressed better.
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3.2.5. Normally we’ve preferred the active voice “the actuary should document the reasons” to the passive “reasons should be
documented” used here:
are so inconsistent or unrealistic that the resulting ORSA report would be misleading. If this is the

case. the reasons should be documented.

In this paragrpah (and in 3.3.2) the ORSA report is referred to as if it is a “report” as defined, which happens to be on the subject of
ORSA. The “ORSA report” is different, for which the actuary is often not responsible.

3.3.1. Here the ED requires the Business Plan to actively do something (“the Business Plan should consider”). The actuary is not necessarily
the one writing an entity’s Business Plan, and cannot make it do anything.
The implementation of ORSA should be consistent with the Business Plan used by the group or:
andertaking and the Business Plan should consider the risk appetite. the expected and stressed risk:
profile and the cost of capital generated as elements for the strategy definition process.

3.3.2. Heading of 3.3.2 should have ORSA run marked as a defined term.
3.4.1. 3.4.1 (and 3.4.4) 1st line: “evidence” is usually considered as a noun. So consider re-wording as “The actuary should provide evidence
3.4.2. A true statement, but there’s no “should” or anything else in there that states what impact this has.

Communication needs to be in blue and underlined, as it is defined.

This paragraph creates the impression that the ORSA report is a report by the actuary. In the Republic of South Africa the ORSA
report is a report by the Board (AMSB in terms of this ESAP), so the AMSB would not be an intended user, but the owner (accepting it
may be different in the EU).

Definitions e A number of items related to ORSA are defined, e.g. ORSA run, ORSA cycle etc., yet terms like ORSA methodology, ORSA process
ORSA policy are not defined. Are the last three so much clearer than the first two?
e Consider defining AMSB in the definition section rather than in introductory paragraph. Similarly ESAP and ORSA.
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IMORTANT:

Please check if the relevant check boxes are ticked appropriately and save the file renamed with the name of your organization (i.e.
CommentTemplate_ ED_ESAP3_[ name of your organization].Doc). E-mail the file as an attachment to

mlucas@actuary.eu, with “Comments to the ED of ESAP3 by [name of your organization]” in the e-mail subject.



