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o If your comment refers to multiple paragraphs, please insert your comment at the first
relevant paragraph and mention in your comment to which other paragraphs this also
applies.

o If your comment refers to sub bullets/subparagraphs, please indicate this in the
comment itself.

Please send the completed template, in Word Format, to secretariat@ceiops.eu. Our IT tool
does not allow processing of any other formats.
The numbering of the paragraphs refers to Consultation Paper No. 83 (CEIOPS-CP-83/10).
Reference Comment
General Groupe Consultatif generally welcomes this paper as useful guidance to firms and supervisors which is
Comment written in practical terms at about the right level of detail.

The paper is substantially silent on the place of external auditors within the governance system — is
this to be the subject of a separate paper?
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2.2.
2.3.
2.4.
2.5. The actuarial function (AF) interacts with a number of different functions and roles (the undertaking,

the risk management function, the compliance function, the internal audit function, the general
management, the external auditor, the public).

The interpretation of independence can be different in function of the different tasks. Given the
different impact of each of these tasks and the corresponding place of the AF in the organisation, the
independency objective will lead to different issues:

Operational involvement or not

External or internal

Article SG10(12) of Chapter X of the Level 2 regulations (Working document
EIOPC/SEG/IM1/2009/REV1 of 27 January 2010 Draft Commission Document on System of
Governance), in referring to the Actuarial Function required under Article 48 of Directive 2009/138/EC,
states that “The persons involved in the actuarial function must have a sufficient level of operational
independence”. This operational independence and how it might be safeguarded and communicated is
discussed below.

Operational independence, in the context of the work of the actuarial function, might be described as
the ability to analyse and to make relevant decisions (within the areas of competence of the function
set out in Article 48) without being unduly or inappropriately controlled, constrained or influenced by
the management or Board of the company or by any other function. Operational independence is
compromised if there is any form of pressure on the persons carrying out the actuarial function to
make a particular decision on the data, methods, assumptions, or results of their work.
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Clearly this does not mean that the actuarial function should carry out its work in isolation, since, in
order to carry out the task in an effective manner, those performing the actuarial function will need to
consult widely with others within the company and still others outside of the company (including the
external auditors). However, in order to maintain operational independence the actuarial function
should retain ultimate responsibility for deciding how to interpret the data, what assumptions and
models to use, how the work should be carried out and what conclusions should be drawn.

Operational independence is a question of thought and process and does not necessarily prejudge
matters of location, employment status or reporting structures. However, in order to express an
opinion on work carried out by others, as is implicit in the requirements of Article 48(g) and (h) in
relation to the overall underwriting policy and the adequacy of reinsurance arrangements, the actuarial
function should preferably stand outside the parts of the firm and the reporting structures where the
decisions on underwriting policy and reinsurance are first taken.

Operational independence implies objectivity, which in turn means taking decisions based objectively
on the available data, relevant collateral information and all the circumstances of the case, whilst
ignoring irrelevant considerations. The actuarial function should be able to take into account different
views, including those of other technical experts and the firm’s management, and come to conclusions
which are not inappropriately biased towards any particular position advocated by those consulted, but
which represent the objective professional judgement of those carrying out the actuarial function,
having taken into account all relevant considerations.

There should be an obligation on the insurer to have in place sufficient safeguards to prevent undue
influence with respect to the performance of the relevant duties and responsibilities for any functions
which are required to have operational independence. The insurer should have adequate policies and
procedures to ensure that this is demonstrably the case.

Operational independence should be supported by ensuring that appraisal and remuneration decisions
in respect of the actuarial function are taken by or are transparent to non-executive Directors.

Prerequisites for operational independence

In order to carry out any of the tasks set out in Article 48 with a sufficient level of operational
independence, the actuarial function will need to have a deep knowledge and understanding of the firm
and its business and the operational freedom to ask questions of whomsoever questions need to be
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asked, to collect information from inside and outside the firm and to form their own judgements about
the responses.

In order to form an objective and independent view in coordinating and overseeing the calculation of
technical provisions, the actuarial function will need to understand well the factors influencing the data
and the probable evolution of liabilities under the contracts for which technical provisions are to be
determined.

In order to express an operationally independent opinion on the overall underwriting policy, the
actuarial function will need to have a deep knowledge of the products issued by the firm and the nature
of the risks underwritten, as well as unrestricted access to all the information required. The actuarial
function will need to understand well the underwriting and pricing processes and the potential
implications of the risk classification adopted for future claims experience under the contracts.

In order to express an operationally independent opinion on the adequacy of reinsurance
arrangements, those performing the actuarial function will need to have a deep knowledge of the
nature of the risks underwritten by the firm, both currently and in the past, and hence the potential
exposure to large claims, to aggregations of claims and generally to adverse experience. The actuarial
function will also need to have unrestricted access to the details of the firm’s reinsurance program, the
negotiations preceding the conclusion of reinsurance treaties, and full information about the financial
strength of the reinsurers used and the risk that one or more of them may be unable or unwilling to
pay claims in full and in a timely fashion.

Operational independence of the actuarial function implies a thorough knowledge of management
thinking, analysis and strategy, but without an obligation slavishly to follow management directions
where this might conflict with professional judgement or threaten independence. It involves the
exercise of professional judgement, informed by education, experience and ethical standards, and the
ability to analyse all relevant aspects of the situation objectively in order to come to a conclusion.

Operational independence of the actuarial function implies the ability to present ideas and results
directly to the Board and to express directly to the Board any concerns about management actions,
data management or procedures which, in the opinion of those performing the actuarial function, might
limit or distort objectivity in data collection, analysis or calculation.
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2.6.

2.7.

2.8.

2.9.

2.10.

2.11.

2.12.

Guideline 12 talks of fitness. The actuarial profession sees a need for standards to make it more
practicable to evaluate the fitness.

The aims of a standard-setting process within the Groupe Consultatif might be summarised as follows:

To establish, review and maintain professional and other standards to support the carrying out of
actuarial activities in relation to Solvency |1, with a view, in the public interest, of promoting high
quality actuarial practice and convergence of practice between actuaries in the member states of the
EU.

To ensure that standards serve the needs of users of actuarial information, in particular the
management and Boards of insurance undertakings, and give confidence to financial supervisors,
policyholders, shareholders and other stakeholders that actuarial work under Solvency Il has been
carried out by competent persons in a way which is objective, transparent, without conflict of interest,
consistently over time and from company to company, regardless of geographical location within the
EU.

To supplement at a greater level of technical detail the Level 1 and Level 2 measures relating to
Solvency 1, in line with the principles set out therein, so that the standards can be more easily revised
and updated to accommodate changing circumstances.

To involve all stakeholders in an effective, open, transparent and responsive consultation process, so
as to achieve the greatest possible stakeholder buy-in to the standards which are put in place.

To assist all actuaries within the EU to be able to operate within a common professional framework for
Solvency 1.
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To promote and support the role of actuaries in a wide range of activities under Solvency II.

The current draft of Article SG10(1) of Chapter X of the Level 2 measures states that "CEIOPS shall
adopt, following a period of public consultation, European actuarial guidelines on technical issues,
taking into account the standards set in national and international actuarial associations” The recitals
to Chapter X expand on the guidelines concept by stating that “European actuarial guidelines include
principles and rules on methodologies, data reconciliations, assumptions and reporting that are used
and produced by the actuarial function.”

The Groupe Consultatif has suggested some modifications to these texts, in particular to propose that
‘adopt’ should be replaced by ‘endorse’ and that a modified version of the text of the recital be
incorporated in Article SG10(1). We would also suggest that the Level 2 text reference exclusively to
technical standards is not entirely faithful to the Level 1 text, where explicit reference is made to
‘professional and other standards’. It is likely that the Level 2 text will undergo further changes before
it is finally adopted.

The Groupe Consultatif broadly supports the Commission proposal, although we believe that
international actuarial associations should be given a stronger role in the development of technical
standards for the actuarial function than suggested, as this will help to ensure that they are
appropriate and proportionate for the function. Relevant actuarial standards will in any case be
developed by the actuarial profession (or specific standard-setting bodies for the actuarial profession
that may exist in some countries), both at the international and national level, subject to a due process
which will involve appropriate consultation with the insurance industry and with those affected by the
work of the actuarial function, such as policyholders and regulators.

As expressed by IAIS, in its guidelines, “the use of actuaries as part of a supervisory model” guidance
paper, approved in Singapore on 3 October 2003, Conclusion #13: “The nature of the professional
associations should influence the supervisor’s dependence on a responsible actuary. For instance,
where professional codes of conduct, standards of practice and disciplinary procedures are in place, the
supervisor may place greater reliance on these persons. The professional associations can also provide
a forum for development of technical aspects of the actuarial role. In any event, the supervisor has a
role to ensure that practices are adequate and subject to review.”
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Some relevant standards are already in place at national level. EIOPA should have an obligation to
build on such national and international standards, as would be expected for International Financial
Reporting Standards, and not just ‘take them into account’, inter alia to avoid the potential for conflict
with professional standards.

Some of the required guidelines are expected to be developed by the International Actuarial
Association (1AA), which has established a standard-setting structure with a view to preparing generic
actuarial standards for international usage, as well as specific standards for use in connection with the
implementation of IFRS4 (revised). The guidelines which are more specific to the tasks of the actuarial
function under Article 48 will be developed by the Groupe Consultatif under an agreement which is in
place with the IAA to ensure coordination and avoid potentially conflicting standards. Both the IAA and
the Groupe Consultatif will prepare standards under a rigorous due process, involving consultation not
only with actuarial associations and firms but also with representatives of affected stakeholders,
including EIOPA (and, in the case of IAA due process, the International Association of Insurance
Supervisors and the International Accounting Standards Board).

Because of their professional independence, the IAA and the Groupe Consultatif are best placed to
develop guidelines which are proportionate for all types of undertakings and to take into account the
practical experience of actuaries in carrying out the tasks required under the actuarial function.
Oversight and eventual adoption of standards by EIOPA will ensure that the standards contribute to
efficient and harmonised supervision.

Given the extent of discretion required in setting the Solvency Il balance sheet, actuarial experience
and professional integrity will be vital. We believe that it is essential for actuarial guidelines to include
professional and ethical guidelines, as well as guidelines which are purely technical in nature. The
dividing line is in any case not entirely clear-cut. We suggest that it would be appropriate to amend
the wording in paragraph 1 of the Level 2 measures (Article 262 SG10) to refer explicitly to “actuarial
guidelines on technical, professional and ethical issues”. This would also align the description more
closely with that in Article 48(2) of the Solvency Il Directive.

In our paper presented to CEIOPS in September 2009 we recommended as follows:

“The Groupe recommends that both public interest standards and technical standards should be
formulated, in order to ensure high quality protection of policyholders and to facilitate convergence of
professional practice throughout the European Union. These standards would be applicable both for
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actuaries and for others who may be appointed to carry out the actuarial function, and would have
relevance to other actuarial responsibilities in the undertakings.

Public interest standards should include:
qualification standards

ethical standards

governance standards

communication standards

The Groupe recommends that qualification standards should include requirements for a specified
minimum level of education, relevant practical experience and mandatory continuing education....

Ethical standards should cover matters such as competence, integrity, objectivity, confidentiality and
avoidance of conflicts.

Governance standards should include the relationship with senior management and with the Board of
the undertaking, cooperation in dealings with other internal functions and with external parties,
checking and quality control of work, speaking up in case of serious concerns and protection for those
who do speak up.

Communication standards might cover matters such as explanation of the purpose and scope of any
report, comprehensibility, completeness, transparency, independence and accountability....

Technical implementation standards should provide broad principles on different aspects of carrying out
the actuarial function. The aim should be to increase consistency of professional practice and
contribute towards harmonisation and convergence of practice for all types and sizes of undertakings in
the EU. They should ensure a high level of protection for policyholders, whilst not inhibiting
development and innovation in the market.

Principles which might be included in the technical implementation standards include consistency,
transparency and accountability, reproducibility and credibility.”

Fuller argumentation of the need for public interest standards is contained within our September 2009
paper. The essential rationale is to protect the public and those who will rely upon the work of the
actuarial function by ensuring that those carrying out the actuarial function are appropriately educated,
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experienced and up-to-date to perform the tasks required of them, and that they carry out those tasks
with integrity and objectivity. The standards should also provide guidelines relating to communications
from the actuarial function and relationships with other functions and with senior management within
the firm.

2.13.

2.14.

We are uneasy that there is an implication that once established as fit and proper initially, this is
deemed to continue indefinitely until some event which justifies a different conclusion. We suggest that
modern good practice would supplement with some requirement on the person concerned — for
example to submit an annual confirmation of professional development activity and ethical compliance.

2.15.

2.16.

2.17.

2.18.

2.19.

2.20.

2.21.

2.22.

2.23.

2.24.

2.25.

We do not understand the reference to an undertaking possibly issuing assets.

2.26.

2.27.

2.28.
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2.29.

2.30.

2.31.

2.32.

Rather than require monitoring of changes in credit ratings, it may be better to monitor credit quality
as reflected in either agency rating, spread or both.

2.33.

2.34.

2.35.

2.36.

2.37.

2.38.

2.39.

2.40.

2.41.

2.42.

We agree although it may be helpful to distinguish between management (executive) and supervisory
(non-executive) in that it is good practice for internal audit to communicate directly with the latter.

2.43.

2.44.

The reference to ‘informing the supervisor’ is not clear. The Directive refers only to the supervisory
body. We have no objection to introducing a requirement to inform the supervisor of certain matters,
although this may require careful consideration of appropriate legal context.

2.45.

2.46.

2.47.
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2.48.

2.49.

2.50.

2.51. “..It should also ensure that the model is stable enough to withstand small variations introduced” is
somewhat ambiguous. It might be here that a nonlinear process is monitored just to show the dangers
of the thing. Should the model or pursuing such business be forbidden? Also one might ask whether
models are allowed to be stable to withstand large variations.

2.52. ‘as between one year and another’ may be less ambiguous than ‘related to different years’

2.53.

2.54.

2.55.

2.56. It would be helpful for EIOPA to clarify how the expectations of the actuarial function will apply to non-
EEA business. In particular there are a number of countries outside Europe which do not have a
tradition of market consistent balance sheets and the actuarial function may perform a different role
from that envisaged within Europe. It would seem odd (and
perhaps impractical) to impose the requirements such as those in Guideline 56 in such countries
Some flexibility may also be desirable where a non EEA requires substantial actuarial reporting but that
does not align with requirements under Solvency Il

2.57.

2.58.

2.59.

2.60. Whether the service provider is itself a supervised insurer may also be relevant.

2.61.

2.62.
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3.1.

3.2.

3.3.

3.4.

3.5.

3.6.

3.7.

3.8.

3.9.

3.10.

3.11.

3.12.

3.13.

3.14.

3.15.

3.16.

3.17.

3.18.

3.19.

3.20.

3.21.
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3.22.

3.23.

3.24.

3.25.

3.26.

3.27.

3.28.

3.29.

3.30.

3.31.

The reference to fitness and propriety of all persons working within a key function may need
elaboration. A reference to sound recruitment practices might be helpful.

3.32.

3.33.

3.34.

when outsourcing is not used?

“... the service provider need to possess a sufficient degree of knowledge, experience and professional
qualification” — we certainly do not disagree with this but isn’t this even more than what is required

3.35.

3.36.

3.37.

3.38.

3.39.

3.40.
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3.41.

3.42.

3.43.

3.44.

3.45.

3.46.

3.47.

3.48.

3.49.

3.50.

3.51.

3.52.

3.53.

3.54.

3.55.

3.56.

See comment on 2.14

3.57.

In (a) it could be helpful to suggest at least that prior notification is preferable.

3.58.

3.59.

3.60.

3.61.
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3.62.

3.63.

3.64.

3.65.

3.66.

3.67.

3.68.

3.69.

3.70.

3.71.

3.72.

3.73.

3.74.

3.75.

3.76.

3.77.

3.78.

3.79.

3.80.

3.81.

3.82.
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3.83.

3.84.

3.85.

3.86.

3.87.

3.88.

3.89.

3.90.

3.91.

3.92.

3.93.

3.94.

3.95.

3.96.

3.97.

3.98.

3.99.

3.100.

3.101.

3.102.

3.1083.
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3.104.

3.105.

3.106.

3.107.

3.108.

3.109.

3.110.

3.111.

3.112.

3.113.

3.114.

3.115.

3.116.

3.117.

3.118.

3.119.

3.120.

3.121.

3.122.

3.123.

3.124.
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3.125.

3.126.

It may be helpful to refer to ‘economic and competitive situation’ — we often see strategic difficulties
arising from insufficient consideration of probable competitor actions.

3.127.

3.128.

3.129.

3.130.

3.131.

3.132.

3.133.

3.134.

3.135.

3.136.

3.137.

The logic is somewhat difficult here. It says that the directive does not preclude the risk management
system from calling upon outside expertise and then says that “Hence there needs to be in place a
communication loop...”. While we do not disagree with the conclusion it could be expressed in a more
logical manner

3.138.

3.139.

3.140.

3.141.

3.142.

3.143.
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3.144.

3.145.

3.146.

3.147.

3.148.

3.149.

3.150.

3.151.

3.152.

3.158.

3.154.

3.155.

3.156.

3.157.

3.158.

3.159.

3.160.

3.161.

3.162.

3.163.

This may be the place at least to offer the example of what is regarded as good governance practice of
having internal audit report to a non-executive audit committee which also has oversight of external

audit.

Template comments

20/26




Draft proposal for Level 3 Guidance on the System of Governance

Comments Template on CEIOPS-CP xx

Deadline
18.03.2011
12:00 CET

3.164.

3.165.

3.166.

3.167.

3.168.

3.169.

3.170.

3.171.

3.172.

3.173.

3.174.

3.175.

3.176.

3.177.

3.178.

A key point is that the management body should be in a position to review progress in implementation

of internal audit recommendations.

3.179.

3.180.

3.181.

3.182.

3.1883.

3.184.

See comment on 3.178
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3.185.

3.186.

See our comments in 2.5 and 2.12

3.187.

3.188.

3.189.

3.190.

3.191.

3.192.

3.193.

3.194.

3.195.

Although ‘actuarial assumptions’ is in general usage, adding ‘estimates’ in brackets would make clear
that the actuary is making estimates (of future mortality, of the future course of maintenance expenses
etc. etc.) when calculating technical provisions.

3.196.

3.197.

3.198.

“..the model is seen as a widely-understood risk management tool within the business and not purely a
mathematical model” is not as actuaries/mathematicians see things. We would replace “a mathematical
model” here with “an academic toy model”

3.199.

3.200.

3.201.

3.202.

3.203.
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3.204.

3.205.

3.206.

3.207.

3.208.

3.2009.

3.210.

3.211.

3.212.

3.213.

3.214.

3.215.

3.216.

3.217. “Depending on the complexity of the risk management system...” — should this rather refer to the
complexity of the undertaking and its risks?

3.218.

3.219.

3.220.

3.221.

3.222.

3.223.

3.224.
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3.225.

3.226.

3.227.

3.228.

3.229.

3.230. “technological or human causes” — how are these separated? Is lack of data a technological cause? Is
an it error technological or human?

3.231.

3.232.

3.233.

3.234.

3.235.

3.236.

3.237.

3.238.

3.239.

3.240.

3.241.

3.242.

3.243.

3.244.

3.245.
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3.246.

3.247.

3.248.

3.249.

3.250.

3.251.

3.252.

3.253.

3.254.

3.255.

3.256.

3.257.

3.258.

3.259.

3.260.

3.261.

3.262.

3.263.

3.264.

4.1.

4.2.
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4.3.

4.4.

4.5.

4.6.

4.7.

4.8.

Q1.

Q2.

Q3.

Q4.

Q5.
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