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What Board wants from the AFR 

– Interesting information that 

provokes discussions! 

Explanations, trends, AOC etc. 

Graphs, charts, tables 

Bullet points, not long paragraphs 

Key drivers, most important issues: 

• e.g. 3 points only 

Main sources of uncertainty: 

• e.g. 3 points only 
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What Board wants from AFR 

– Interesting information on TPs 

Comparison to stat reserves 

Explanations of AOC 

Key assumptions and any changes 
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What Board wants from AFR 
– TPs: Comparison to stat reserves 
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What Board wants from AFR 
– TPs: Explanations of AOC 

 
Comparison of 2015Q2, 2015Q4 & 2016Q2 Technical Provisions - Conv£m

2015Q2
Proportion of 

GAAP TPs
2015Q4

Proportion of 

GAAP TPs
2016Q2

Proportion of 

GAAP TPs

UK GAAP TPs 259.6  135.3% 267.3  130.6% 304.3  134.2%

UK GAAP (net of BS mvmts) 191.9  100.0% 204.7  100.0% 226.7  100.0%

3-Year Best Est. Net of FP. 144.2  75.1% 162.7  79.5% 162.9  71.9%

Earned Margin (10.4) (5.4%) (19.0) (9.3%) (20.3) (9.0%)

Profit in UPR (excl. Future RI) (14.7) (7.7%) (15.4) (7.5%) (19.1) (8.4%)

Future RI Cost adjustment 3.2  1.7% 4.1  2.0% 4.0  1.8%

BBNI business (1.5) (0.8%) (2.4) (1.2%) (1.5) (0.7%)

LCAs & Overdue debtors (1.8) (0.9%) (1.2) (0.6%) 1.3  0.6%

Net Best Estimate 166.6  86.9% 170.8  83.4% 191.0  84.3%

Expenses & RI Bad Debt 12.1  6.3% 12.3  6.0% 12.8  5.7%

Allowance for ENID 3.8  2.0% 7.1  3.4% 8.1  3.6%

Risk Margin 13.7  7.1% 13.0  6.4% 15.1  6.6%

Discounting (7.0) (3.7%) (7.3) (3.6%) (4.5) (2.0%)

Net Total 189.1  98.6% 195.9  95.7% 222.5  98.2%

SCR for risk margin 65.8  34.3% 64.9  31.7% 75.5  33.3%

Movement to a Solvency II best estimate

Solvency II technical provisions
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What Board wants from AFR 
– TPs: Key assumptions and changes 

 Data & assumptions Description
As at 

date
Source

Summary of updates since 

previous year-end's approach

1 Paid Premiums Extract from XXXX's forecasting system gives breakdown of paid 

premium amounts at a class, currency and YOA level.

2016Q2 Finance No change in approach.

2 Paid Claims Extract from XXXX's forecasting system gives breakdown of paid 

claims amounts at a class, currency and YOA level.

2016Q2 Finance No change in approach.

3 Claims provisions - future 

premium best estimates

Extract from XXXX's forecasting system gives contract level 

breakdown of written, earned and paid premium amounts. 

2016Q2 Underwriters No change in approach.

4 Claims provisions - future 

claims best estimates

In line with external actuary year-end earned claims reserve 

estimates. 

2016Q2 Solvency II Reserving 

Committee

No change in approach.

5 Premium provisions - 

future premium estimates

Extract from XXXX's forecasting system gives contract level 

breakdown of written, earned and paid premium amounts. 

2016Q2 Finance No change in approach.

6 Premium provisions - 

future claims best 

estimates

In line with underwriter unearned loss ratio estimates for all  

syndicates. 

2016Q2 Underwriter estimates No change in approach.

7 Profit in UPR In line with underwriter unearned claims estimates for all 

syndicates.

2016Q2 Underwriter estimates No change in approach.

8 Outwards XLs Adjustment The SII TPs include an element of the cost of unwritten LOD XLs 

that will protect existing unearned business. 

2016Q2 Underwriters / Finance No change in approach.

9 Bound but not incepted 

business (BBNI)

Level of BBNI as per systems extract at class and currency level. 2016Q2 Systems extract No change in approach.

10 Loss ratio on BBNI Extract from XXXX's forecasting system gives class level breakdown 

of underwriter unearned loss ratios for current YOA. 

2016Q2 Underwriters No change in approach.

11 SCR (used in risk margin 

calculation)

Level of the SCR produced by Capital Modelling team is assumed 

appropriate.

2016Q2 Capital Modelling team No change in approach.

12 ENID (events not in data) ENID loading calculated using a truncated distribution approach 

based on reserve risk analysis from the Capital Modelling team.

2016Q2 Solvency II Reserving 

Committee

No change in approach.

13 Discount rates The risk-free interest rates used in the discounting of future cash-

flows have been prescribed by EIOPA.

2016Q2 EIOPA No change in approach.

14 Expenses Expense allowance based on Finance expense projection for the 

forthcoming year of account. 

2016Q2 Finance Method streamlined at 16Q2.

15 Risk Margin calculation 

method.

Risk Margin calculated using cost of capital method. 2016Q2 Solvency II Reserving 

Committee

No change in approach.

16 … … … … …

17 … … … … …

18 … … … … …
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What Board wants from AFR 

– Interesting information on SCR 

Trends in risk amounts 

Explain the asset stack 

 

This list is not exhaustive! 
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What Board wants from AFR 
– SCR: Trends in risk amounts 

06 September 2016 

Explain to the Board trends over last 5 years 
– Helps when you have to explain next 5 year trends in ORSA Report! 
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What Board wants from AFR 
– SCR: Explain the asset stack 
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Asset Stack available to cover risk (1 in 200) 

GAAP / ICA -versus- TPs / SCR 

 

 

 

2016 ICA 

UK GAAP 

Technical 

Provisions 
(31/12/2015) 

 

 

 

2016 To-Ultimate 

SCR 

 

 

 

 

 

Solvency II 

Technical 

Provisions 
(31/12/2015) 

GAAP Basis Solvency II 

Asset Stack of the 
current basis ICA = 
Asset Stack of the 
Solvency II basis 

“To-Ultimate SCR” 
(both measured at 

the 1 in 200) 
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What Board wants from AFR 

– Interesting information on Underwriting 

Profitability IM versus plan 

Consistency with risk appetite: 

• Tail risk, earnings risk 

Concentration risk percentages 

 

Key drivers, most important issues: 

• e.g. 3 points only 

Main sources of uncertainty: 

• e.g. 3 points only 
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What Board wants from AFR 

– Interesting information on R/I Programme 

Impacts on metrics: tail risk, earnings risk, ROC 

• With/without main contracts   [why you buy RI]  

• What-if your 3 main contracts +/-25%?  [optimisation] 

What if [modelled] gross exposure +25%? [uncertainty] 

How do you go out the top?   [RST] 

Entry / exit return periods   [risk appetite] 
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What Board wants from AFR 
– RI programme: Entry / exit return periods 

Example Heat Map All figures in $m

Mean Frequency: 3.7829 Mean Severity: 11.6           Mean Total Losses: 43.7          

Max Number of Losses: 23             Maximum Severity: 3,932.5      

Heat Map Showing Return Periods (in coloured cells)

of at least X Losses each of $Ym or greater

4,000 -            -            -            -            -            -             -            -            -            -            -           -         

3,500 250,000   -            -            -            -            -             -            -            -            -            -           -         

3,000 250,000   -            -            -            -            -             -            -            -            -            -           -         

2,500 62,500     -            -            -            -            -             -            -            -            -            -           -         

2,000 35,714     -            -            -            -            -             -            -            -            -            -           -         

1,500 8,621        -            -            -            -            -             -            -            -            -            -           -         

1,250 3,968        -            -            -            -            -             -            -            -            -            -           -         

1,000 2,016        -            -            -            -            -             -            -            -            -            -           -         

750 868           -            -            -            -            -             -            -            -            -            -           -         

500 333           -            -            -            -            -             -            -            -            -            -           -         

400 204           250,000   -            -            -            -             -            -            -            -            -           -         

300 116           27,778     -            -            -            -             -            -            -            -            -           -         

250 84             15,625     -            -            -            -             -            -            -            -            -           -         

235 75             10,870     -            -            -            -             -            -            -            -            -           -         

220 67             7,813        -            -            -            -             -            -            -            -            -           -         

210 62             6,250        -            -            -            -             -            -            -            -            -           -         

200 57             5,102        250,000   -            -            -             -            -            -            -            -           -         

185 49             3,731        250,000   -            -            -             -            -            -            -            -           -         

170 42             2,660        250,000   -            -            -             -            -            -            -            -           -         

150 33             1,736        125,000   -            -            -             -            -            -            -            -           -         

130 25             919           62,500     -            -            -             -            -            -            -            -           -         

110 18             523           22,727     -            -            -             -            -            -            -            -            -          

100 16             379           14,706     250,000   -            -             -            -            -            -            -            -          

75 10             148           2,907        62,500     -            -             -            -            -            -            -            -          

55 6.3            64             769           13,158     -            -             -            -            -            -            -           -         

40 4.4            30             283           2,747        50,000     -             -            -            -            -            -            -          

30 3.4            18             117           865           8,333        250,000    -            -            -            -            -            -          

20 2.5            9.4            44             234           1,366        11,905       125,000   -            -            -            -            -          

10 1.8            4.5            14             49             191           926            3,846        83,333     -            -            -            -          

0 1.1            1.2            1.5            2.0            3.0            4.7              7.6            23             156           1,309        10,000     125,000 

1 2 3 4 5 6 7 9 12 15 18 21

Number of losses at least X

Losses covered by the OWRI Programme - Black Box shows this program 

$
Y

m
 o

r 
gr

e
at

e
r 

in
 S

e
ve

ri
ty Example 1: The return period of a loss of 

$130m or greater is 25 years. (Alternatively 
this can be expressed as a probability of 4% 

of having at least 1 loss of $130m or 
greater.)

Example 3: The return period of 12 losses of any 
size is 156 years. (Alternatively this can be 
expressed as a probability of 0.6% of having at 

least 12 losses of any size).

Example 2: The return period of 4 losses each of $10m 
or greater is 49 years. (Alternatively this can be 
expressed as a probability of 2% of having at least 4 

losses each of $10m or greater.)

Coverage Box shows the return period of losses 
covered by Outward Reinsurance Program.
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What Board wants from AFR 
– Information on Data Controls 

If your data is poor, it doesn’t matter 

how good your methods are Slide 13 

What Board wants from the AFR 

– Interesting information! 

Explanations, trends, AOC etc. 

Graphs, charts, tables 

Bullet points, not long paragraphs 

Key drivers, most important issues: 

• e.g. 3 points only 

Main sources of uncertainty: 

• e.g. 3 points only 

 
Required reading: CALM Actuarial Function Report 

Working Party April 2014 Slide 14 

Colour palette for PowerPoint presentations 

Dark blue 

R17  G52  B88 

Gold 

R217  G171  B22 

Mid blue 

R64  G150  B184 

Secondary colour palette 

Primary colour palette 

Light grey 

R63  G69  B72 

Pea green 

R121  G163  B42 

Forest green 

R0 G132  B82 

Bottle green 

R17  G179  B162 

Cyan 

R0  G156  B200 

Light blue 

R124  G179  B225 

Violet 

R128  G118  B207 

Purple 

R143  G70  B147 

Fuscia 

R233  G69  B140 

Red 

R200  G30  B69 

Orange 

R238  G116  29 

Dark grey 

R63  G69  B72 
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Expressions of individual views by members of the Institute and Faculty 

of Actuaries and its staff are encouraged. 

The views expressed in this presentation are those of the presenter. 

Questions Comments 


