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Summary

IRM Solvency Il SIG completed an online survey on the use and
governance of Internal Models and the role of the risk function in

these processes

Key aspects considered included

Drivers for internal model use

Primary users / audience for the model outcomes
Use of model in decision making and capital setting
Links to the ORSA

Nature of Internal Model governance arrangements
Role of the risk function in Internal Model governance

Data quality and validation
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Is your organisation implementing an internal model? (tick the
most appropriate answer)

o Full internal model
P Fartial internal model

Mo, but we will be
B using Undertaking
Specific Parameters

Mo, we will be using
o the Standard Formula

B Do not know
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What are the primary motivations for adopting this approach? (please rank the top 3
from this list)

Approach will allow
better modelling of key
rizks more closely

Costimplications
of alternatives

Standard formula does
not fit our business

Standard formula is
suitable for our business

Improve business
strategic analysis
and decision-making

Improve capital
efficiency

Improve risk management

Meet regulatory
requirements

Align Pillar 1 and Pillar
2 capital requirements
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Who in your organisation considers the outputs of the internal model in performing their
roles? (tick all that apply)

A Parent company

*Tick here if answer
‘A’ is not applicable

B.Full Board.
including any..

C.Executive
Committee(s)

D.Risk Committee(s)

E.Risk function

*Tick here if answer
'E’ is not applicable

F.Finance function

G.Actuarial function

Other (please specify)
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How does your regulatory capital requirement as defined by your
internal model relate to your internal risk management process?
(tick the most appropriate answer

Qwur internal capital

N management policy 1= identical

to the regulatory ...

we have an additional

B buffer on top of this

reguirement (e.g. to targ...

We use the output from

B the internal model to
1" influence decisions that...

e use the output
B from the internal model
to make decisions
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To what extent is your organisation’s internal medel used to inform decision-
making? (tick the most appropriate answer)

B Routinely
B Sometimes
Il Rarely, ifever
I Unclear
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Will your internal model be the source of the main capital measure in your ORSA? (tick
the most appropriate answer)

Yes, the ORSA s
fully aligned to
the internal model

To a large extent, but
the ORSA uses different
parameters/assumptions...

Tosome extent, but
the ORSA also considers
additional risks

Mo, the ORSA uses a
different capital measure (e.g.
group economic ca...

Mot applicable, we will
use the standard formula
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What is the nature of the governance arrangements over the Internal Model in place within your
Organisation? (tick as many as relevant)

An Internal Model
govemnance policy has
been put in place

An Internal Model govemnance
committee (or equivalent)
has beenput i...

Internal Model governance
procedures are in place
covering change con. ..

Internal model governance
procedures in place
covering validation and. ..

Other (please specify)
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What is the role of the ‘risk function’ in the overall governance of the Internal Model and how has
this been addressed organisationally? (tick the most appropriate answer)

The existing Risk Management
team are responsible
for Model Governance

The Actuarial team (including
capital modellers)
is responsible for M...

An Internal Model governance
committee (or equivalent)
is responsible. ..

The Risk Management team
is responsible for Model
Governance and has ...

The Risk Management team
is responsible for Model
Govemnance and has ...

Internal Model
governance is still
being finalised

Other (please specify) —

10




The Institute of Risk Management

What discussions have been held with your regulator with regard to
model approval and validation? (tick the most appropriate answer)

o Maone

Fegulator discussions
at an early stage

The regulator has
B clearly indicated
their reguirements

The regulator has indicated
 they will require
independent experts to ...

B Cther (please specify)
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What plans are in place to validate your internal model? (tick all that apply)

Mo current plan

Validation plan in early
stages of discussion

“alidation will be
performed by the..

Validation will be
performed within first...

Validation will be
performed within...

alidation will be
performed within third...

Cur sk function has
a defined role in our...

Cur internal audit department
has a defined role...

Our external auditors
have a defined role in our...

We are using external
consultants who have a defined..
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How confident are you about the quality of the data used in the internal
model? (tick the most appropriate answer)

B Highly
B Moderately
Il Mot confident

oy
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Does your organisation have plans to improve the amount or quality of the
data in the internal model? (tick the most appropriate answer)

N Yes

I Mo, itisn't necessary
B Mo, it's too difficult
I Mo, it's too costly
B Do not know
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Does your organisation use external data in the internal model?
(tick the most appropriate answer)

Me, all our data is
I based on our own
experienceanalysis

Yes, it uses external
B data from industry
contacts (e.g. reinsurers)

Yes, it uses industry data
I (e.g. published studies,
nationzl statistics)

Mo data is available
BN and expert jJudgement
will be used

Mo data is available and
I =xpert judgement will be
used; data will be ...
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Organisation headcount

. <100

B =100, <500

. =500, <2000
. 2000, <0000
. 10000, 100,000
. 100,000+
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Organisation turnover

B <£200m

l =E200m, <E1bn
B =f1bn, <£5bn
BN :£5bn
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Domicile of organisation’s overall Headquarters

UK
m Other EU
B Switzerland

Morth America
W Caribbean

Asia | Middle
W Eoov Africa

B COther
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Conclusions

71% of respondents intend to have an Internal Model (IM), driven by
capital setting and a desire to better understand key risks

The primary audience for model outcomes is the Risk Committee, with the
Board, risk and actuarial functions as key stakeholders

43% have used the model to influence key decisions & do this ‘sometimes’
54% claim the IM is completely aligned to their ORSA

The majority have defined and approved their Internal Model governance,
with the most common procedures around validation (76%)

61% have put in place a formal Internal Model governance committee

Responsibility for IM governance is very inconsistent. The most common
groups are a Committee (28% ) and the existing risk function (25%)
augmented by additional capital modellers (in 16% of cases)

Most (50%) remain at an early stage of discussions with regulators over
model governance

The majority (61%) intend to complete validation within the 2" line
Model data quality remains a significant challenge



