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Context

61

the actuarial function

01,/01,2016

{1} A firm muwst provide for an effective actuarial function to:

{a) coondinats the cilculation of tachnicol provisions:

{b] ensure the appropriateness of the methodologies and underlying models wsed, as well as the
assumptions made in the clculation of technicol provisions;

{c) assess the sufficency and quality of the data used in the caloulation of technical provisions;

{d} compare the best estimote against experiencs;

{=] inform the governing body of the relicbifty and sdegquacy of the clculation of tachnicel provisions:
{f] cwers=e the calculation of technicol provisions in the cases s=t out in Tachnical Provisions 12;

|5} express an opinion on the overall underwriting policy:

{h} express an opinion on the adequacy of einsurenoe arrangements; and

{i} contribute to the effective implementation of the risk-managzment system referred toin 3. in
particular with respact to the risk modeliing underhying the calculation of the SCR and MCR and to the
firmz ORSA.

{2]) The actuarial function must be carried out by persons who hawve knowledze of actuarial and financil
mathematics, commensurate with the nature, scale and complexity of the risks inherent in the firm’ business,
and who are able to demonstrate their relevant sxperience with applicable professional and other standards.

[Mote: Art. 48 of the Solwency I Dirsctive]

-+ Nearing end of 3" year of
“existence”

— a technical function
— not a reserved role

— relevant knowledge and
experience
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Our work with the “Chief Actuary” community

Chief Actuary
forum

Successful first event
heldluly 18 aspart of
creation of Chief
Actuary Community

Dear Chief Acti
letters
First letter inFeb2018
on content ofreports.
Second letter Sept 2018
on reserving, board
engagementand
underwriting 5

Individual
Meetings
JamesOrr metwith
individua Chief

Actuariesto discuss
their experiences

External Events

We havespokenat
numerousindustry
eventsto share our
polidesand listen to
views. Inciuding IFoA
events, Lioyds and JFAR,2

Reviewing AFRs

Reviewed AFRs for larger
firmsto assessfor
compliance, potential
issues and usefulnesto
Board

Individual Firm
Feedback
Provided feedbackon

AFR reviewsto
individug firms
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Dear Chief Actuary letters —the actuarial function

+ Key messages coming out from our discussions with chief actuaries
— Board engagement
Generally seen as good but could be improved upon
— Technical areas

Tend to be more comfortable with reserving and reinsurance requirements than
underwriting

— AFRs are still seen by many firms as a regulatory requirement
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Dear Chief Actuary letters— Reserving work

Example - Recent years vs. prior years ultimate loss ratios
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Source: Figure 1 of PRA’s Dear Chief Actuary Letter dated 17 September 2018. Derived from aggregated SlI data extracted from National ,.ﬁ \.\ and Faculty
Specific Templates for a sample of firms reporting on an accident year basis. U of Actuaries
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Dear Chief Actuary letters— Reserving work

Progression of gross ultimate claims by accident or
underwriting year vs. year 1 value
(year 1 = 100%)
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Gross ultimate claims vs. year 1
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initial year later later later later later later I~
2{52.5 Institute
Source: Figure 2 of PRA’s Dear Chief Actuary Letter dated 17 September 2018. Analysis of gross ultimate claim triangulations from ,J x.\ and Faculty
publicly available annual report and accounts as at year end 2017 for a sample of firms included within our review. See Dear Chief M of Actuaries
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PRA'’s oversight of firms’ actuarial function activities

PRA's
assessment

Firm’s
oversight tasks

Firm’s
execution tasks
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PRA’s comparative analysis across firms

443 3

Firm A Firm B Firm C Firm X

<
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Across sector analysis

PRA’s core activities - quality of execution and robustness of oversight
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Insights from PRA'’s other technical work

General Insurance Stress Test (GIST)
Monitoring the Market (MtM)
Internal Model Output (IMO)

Assessment of exposure management in firms

External factors — climate change
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Insights ...GIST

 Participants to past exercises (2015 and 2017) have been

— largest firms only (Category 1 and 2) & General Insurers only

* For future exercises we are considering
— extending to largest Life Insurers albeit in a more limited manner

— possibly including smaller firms and specific sectors

- Additional considerations

— Cost Benefit Analysis: additional supervisory insights vs. burden on firms (given learnings in
2015 & 2017)

— avoid duplication with similar exercises, or where data is available through other means: in the
past, scope of PRA insurance stress testing did not include Life insurers as their main risks are
fairly systemic and coverage through EIOPA stress tests

— ability to obtain a consistent view across the whole financial sector
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Insights .... GIST
GIST 2017: Nat Cat events footprints
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Insights ...MtM

Chart 3: View of Price Adequacy by line of
business 90% 100% 110%

Cyber (standalone)
FinPro

Casualty
Reinsurance
Marine & Energy
Property

Aviation & Space
Motor

SME

120%

Source: Chart 3 and 4 are from the PRA’s Dear CEO Letter dated 31 May 2018.

Chart 4: View of Price Adequacy between
Renewed and New business
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Insights ... IMO SCR movements

Movements in Internal Model Firms Total 1Yr SCR

SCR (£m)

Chgin Chgin mean 2017YE
investment credit, Op and

Chgin Chgin uw

Chg in credit Chgin Op risk Chgin other Chgin

2016YE  Chginresrisk Chginprem Chgin mkt
risk risk risk risk diversificationdiversification profit
due tochgin duetochgin income other risks
mix corr
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Insights ...IMO Reserve and Premium Risk movements

Reserve Risk (£m)

Movements in IM Firms Total Reserve Risk (Deviation from Mean)

2016YE Chginvolume Chgingrvolatility  Newlines Chgin Chgin  Chgindiscounting  Other effect
diversification due diversification due & Netting
tochginmix  tochgin corr

2017YE

Premium Risk (£m)

Movements in IM Firms Total Premium Risk (Deviation from Mean)
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Insights ...IMO Cross-risk Dependency As-if Analysis
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Insights ...experience from 2017 losses in EM

 Insured losses from 2017: noteworthy not only because of the total losses

* Exposure management reviews gave us insight in two areas:
1) Non-modelled element from 2017 losses
— Harvey: flood element and motor claims

— HIM: clustering of major hurricanes

— California wildfires: not only an attrittional loss

2) Exposure management practices could improve:
— difficulty for firms to quantify exposure at risk in a timely manner

— lack of interconnectivity across firm’s activities

— over-reliance on tools unfit to serve all purposes
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Governance
Board to understands risks and long-term view

identify senior manager with responsibility

Risk management

BANK OF ENGLAND.
PRUDENTIAL REGULATION
AUTHORITY

use existing risk management framework Consultation Paper | 23/18 _
Enhancing banks’ and insurers’

approaches to managing the
financial risks from climate change
October 2018

consider possible accumulation of risk in investments

Scenario analysis and stress testing
do scenario analysis

both short term and long term

Disclosure

make disclosures
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PRA'’s Future areas of focus

Reserving

Optimistic business plans

Rate adequacy

Capital implications of the above areas

Claims inflation
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Questions

The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the IFOA. The IFoA do not endorse any of the
views stated, nor any claims or representations made in this [publication/presentation] and accept no responsibility or liability to any person for loss or damage
suffered as a consequence of their placing reliance upon any view, claim or representation made in this [publication/presentation].

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this
[publication/presentation] be reproduced without the written permission of the IFOA [or authors, in the case of non-IFoA research].
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