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. Context

Background on documentation in the internal model approval

process

PRA December 2013 — Documentation
in IMAP

— Sets out the principles of good
documentation and anonymised
examples from PRA review work

— http://www.bankofengland.co.uk/pra/
Documents/solvency2/documentation

imap.pdf

— Where necessary, materials in this
presentation are quoted directly from
this document for clarity.
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Documentation in the internal model approval process

A5 part of our commitmert to ghing fitms feedback, we s2t out In this document the principles of good
documentaton and provide anonymised examples from our review work 0 date. The examples are not
Imended to be used as templates, but rEther to Nustrate the principies for creating and submitting good
qualty documentation for IMAP 3nd the IMAP components of ICAS+ Rvisws. Consequently, our Intention is
that finmia ane abée to sudmit documentation to the appropriate standard and that we are abie to review It and
provide feedback In 3 way that |5 mualy eMoent, 3nd enaties us D draw T=view areas 10 3 close In 3
timely fashion. We Feming firmss Miat It Is their responsioilty to meet the requiremnts of Sofvency Il and tha
we wil 72ly, In large part, on the submitiad documents and supporting Information In assesing wheter the
tests and standards have baen met.
In Ur WOrk with s — 35 part of IMA and continuing SUpEnision In e cument regime — we have identled
three principias of good documentation: 1) accessibily; F) evidence:; and ) quaity control. We xpiain the
principies and IUstrate Mem with examples.
Principle 1: Accessibiity
A document should be writien In 3 way hat it can be dlearly undarstood by the Infended audience. Where
technical tenms or shorthand are used, thase shoud be explainad and then used consistantly throughout 3
documentation. A document shouid summarise s contents dieary, sysiematically covering all reievant
subjects, dealing with 2ach subject 3 an appropriate level of detall and avolding UNNecessary repetition. Itk
heipful %0 have 3 ciar ssparation of poikcy, MEnoaoiogy and results.
VATIENE T COCUMENT I INENGEd T0r 3 LECTNICE FEa0er, SEParals SSCT0NS WIMN SUMner INToMmaton may be
helpfu, 2.9 Wi worked examplss, checklists and spraadehest references. Ideally, supporting matesial

e and Teferenced 3s needed.

Accessibiity may be IMprovad by naving diferent levats of documentation. For exampie:
| exscimive-level summanes Mat Inciude key f2ares, 3ssessments, resuls el
1) mods! reviewer level sUpporing memodoiogy and assumpsons, and analyss of resuits; and
I} moded user level: technical detall 1o support repiication of the model.
Wie have found It usetul for firms 10 submit 1) and ¥) for our review, and for II) to be avallable on request.
Examples
Signposting

A claar executive sUMMary with effective signposting of contents can aliow the reader to understand the
main points being made, and to locate the evidence eMdently.

In one good exampie, the fim's credit Module suMmary guantifiad the headiine Impact on capital, Men brote
this down Into Its drfvers, and refemad the raader to Me appropriaie sections on anvers. These sections In
fum were summarised by flowcharts to 3ssist the raader In nderstanding e complex process for
constructing the dvers.


http://www.bankofengland.co.uk/pra/Documents/solvency2/documentationimap.pdf
http://www.bankofengland.co.uk/pra/Documents/solvency2/documentationimap.pdf
http://www.bankofengland.co.uk/pra/Documents/solvency2/documentationimap.pdf

2. Three principles of good documentation
1. Accessibility
2. Evidence

3. Quality control
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3. Accessibility

« “A document should be written in a way that it can be clearly
understood by the intended audience”

« Have you considered the audience when planning
documentation? You may want to think about these issues:

— If for the regulator: will your document explain which Solvency Il
requirements are fulfilled by the proposed approach?

— If for senior management: are the issues summarised in a clear but
non-technical way? Technical concepts are sometimes necessatry,
but technical language and especially jargon may not be
appropriate.

— Even when writing for a technical audience: Is there relevant
background and context? One kind of specialist (e.g. in market risk)
may not fully understand the technical details of another kind of
specialism (e.g. credit risk).
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3a. Accessibility: Organisation

« Consider ways that the subject can be divided effectively

— Signposting involves planning the document with the key points in
mind. Providing clearly labelled sections can help the reader.

— Consider adding appropriate summaries, in the introduction, and at
the head of each section (and even sub-section).

« For example, you could consider setting up sections in a style
similar to the following:
— This documentation deals with A, B and C

— (Section A) Section A deals with A1, A2 and A3
 Subsection A1 deals with ...
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3b. Accessibility: Diagrams

« “Reviews can be more effective and efficient if firms provide a
clear picture of how the documentation relates to the
components of the internal model”.

« Probably the most difficult thing to explain is the overall structure
of the internal model, particularly how its different components
relate to one another.

« “In one good example, the firm summarised its model structure
with a diagram.

— Each component of the model was documented in turn and the firm
highlighted which areas they were covering in each document”.
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3c. Accessibility: An example of data flow into the
balance sheet & capital model

Internal Models and The Solvency Ii
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4. Evidence

“Alongside the importance of the accessibility of documentation
Is the need to include the evidence to support the conclusions”.

— “From our reviews to date, we have found a useful rule of thumb that
suggests better documentation tends to contain around one-third
about ‘what has been done’ and two-thirds about ‘why and how has

"

it been done’.

Evidence for ‘expert judgments’

— ‘It is not acceptable to state that a decision has been taken “by
expert judgment” without further explanation”.

— “Where there are expert judgments, particularly where these
override empirical data, a firm must justify the decision and explain
the consequences — especially where this involves a material risk for
the firm”.

— Is there evidence that the expert is indeed knowledgeable about the
subject?
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4a. Evidence: Pictures are not always worth a
thousand words

« “Graphs (as well as other forms of pictorial evidence) should not
be presented out of context and should only be used to illustrate
what has already been stated in words.

— a firm included a section entitled “Analysis of severe observations”
containing 12 graphs with no commentary”.
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4h. Evidence: Where does the data come from and
what is it used for?

« “One firm provided us with a list of data sources that were
available for each area of the model. These included:

— Cat Risk (Cat information from RMS, Reinsurance information on
Cat treaties).

— Market Risk (Towers Watson ESG, EIOPA yield curves).
— Credit Risk (Reinsurer information (e.g. credit ratings, etc.), S&P
transition tables, Broker balances template)”.
 However:
— “there was little explanation as to how this data was used in the
internal model.

— Some documents contained quantitative results or key statistics and
were provided in isolation: without any commentary on the purpose,
use and relevance of data or quantitative results”.
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5. Quality control

« “Good documentation should evidence sound quality control”.
— “Evidence of an appropriate level of challenge and sign-off”.

— “Better documentation has tended to provide evidence of sound
version control”.

— This includes date information to evidence whether the document is
current, and can help to avoid documentation that is out-of-date and

possibly obsolete, in light of model changes, being submitted for
review.
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6. Questions?
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