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Preface 

This International Standard of Actuarial Practice (ISAP) is a model for actuarial standard-

setting bodies to consider. 

The International Actuarial Association (IAA) encourages relevant actuarial standard-setting bodies 

to maintain a standard or set of standards that is substantially consistent with this ISAP to the extent 

that the content of this ISAP is appropriate for actuaries in their jurisdiction. This can be achieved in 

many ways, including: 

 Adopting this ISAP as a standard with only the modifications in the Drafting Notes; 

 Customizing this ISAP by revising the text of the ISAP to the extent deemed 

appropriate by the standard-setting body while ensuring that the resulting standard or set 

of standards is substantially consistent with this ISAP; 

 Endorsing this ISAP by declaring that this ISAP is appropriate for use in certain clearly 

defined circumstances; 

 Modifying existing standards to obtain substantial consistency with this ISAP; or 

 Confirming that existing standards are already substantially consistent with this ISAP. 

A standard or set of standards that is promulgated by a standard-setting body may be considered to 

be substantially consistent with this ISAP if: 

 There are no material gaps in the standard(s) in respect of the principles set out in this 

ISAP; and 

 The standard or set of standards does not contradict this ISAP. 

If an actuarial standard-setting body wishes to adopt or endorse this ISAP, it is essential to ensure 

that existing standards are substantially consistent with ISAP 1 and ISAP 1A as this ISAP relies 

upon ISAP 1 and ISAP 1A in many respects. Likewise, any customization of this ISAP, or 

modification of existing standards to obtain substantial consistency with this ISAP, should 

recognize the important fact that this ISAP relies upon ISAP 1 and ISAP 1A in many respects. 

If this ISAP is translated for the purposes of adoption, the adopting body should select three verbs 

that embody the concepts of “must”, “should”, and “may”, as described in paragraph 1.6. Language 

of ISAP 1, even if such verbs are not the literal translation of “must”, “should”, and “may”. 

This ISAP is a model standard of actuarial practice and, as such, is not binding on any 

actuary. 

This ISAP was adopted by the IAA Council in [month year]. 

[Drafting Notes: when an actuarial standard-setting organization adopts this standard it should: 

1. Replace “ISAP” throughout the document with the local standard name, if applicable; 

2. Modify references to ISAP 1 and ISAP 1A in paragraphs 1.3., 2.2., 2.3.1., and 3.1. to 

point to the local standard(s) that are substantially consistent with ISAP 1 and ISAP 1A, 

rather than referring to ISAP 1 or ISAP 1A directly, if appropriate; 

3. Choose the appropriate phrase and date in paragraph 1.5.; 

4. Review this standard for, and resolve, any conflicts with the local law and code of 

professional conduct; and 
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5. Delete this preface (including these drafting notes) and the footnote associated with 

paragraph 1.5.] 

  



 Proposed Final ISAP 5 – Insurer Enterprise Risk Models    18 August 2016 

iv 

Introduction 

This International Standard of Actuarial Practice (ISAP) provides guidance to actuaries when 

performing actuarial services involving the use of enterprise risk models for insurers. 

Actuaries play a principal role in assuring financial soundness of insurers, and their approach often 

includes the use of enterprise risk models. Specifically, the central importance of enterprise risk 

models to insurance business management is clearly demonstrated in two of the Insurance Core 

Principles (ICP) published by the IAIS for assessment and supervision purposes: ICP 16 – 

Enterprise Risk Management for Solvency Purposes and ICP 17 – Capital Adequacy. 

Increasingly, boards and senior managers of insurers rely on enterprise risk modelling for both 

regulatory and management decision-making purposes. As a result, insurers, their stakeholders, and 

other interested parties have a strong interest in the reliable operation and transparent governance of 

the use of enterprise risk models. As employees or advisors, actuaries play an important role in 

advising insurers and others on the development or selection of the appropriate models and the 

related testing, validation, and interpretation of the outcomes. 

This ISAP is intended to: 

 Facilitate convergence in standards of actuarial practice in connection with insurer 

enterprise risk models within and across jurisdictions; 

 Increase public confidence in actuarial services for enterprise risk management (ERM) 

purposes; and 

 Demonstrate the IAA’s commitment to supporting the work of the IAIS in achieving 

effective insurer ERM practice internationally.
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Section 1. General 

1.1. Purpose – This ISAP provides guidance to actuaries when performing actuarial 

services involving enterprise risk models for insurers. It is expected to help increase public 

confidence in the ERM work provided by actuaries by giving intended users confidence that: 

 Actuarial services are carried out professionally and with due care; 

 The results are relevant to their needs, are presented clearly and understandably, and are 

complete; and 

 The assumptions and methodology (including, but not limited to, models and modelling 

techniques) used are disclosed appropriately. 

1.2. Scope – This standard applies to actuaries when performing actuarial services involving the 

selection, modification, development, and use of enterprise risk models, including stress tests 

and scenario tests, to assess solvency, assess capital adequacy, and produce risk metrics for 

ERM programs of insurers.   

1.3. Relationship to ISAP 1 and ISAP 1A – Compliance with ISAP 1 and ISAP 1A is a 

prerequisite to compliance with this ISAP. References in ISAP 1 and in ISAP 1A to “this 

ISAP” should be interpreted as applying equally to this ISAP 5, where appropriate. 

1.4. Defined Terms – This ISAP uses various terms whose specific meanings are defined in the 

Glossary. These terms are highlighted in the text with a dashed underscore and in blue, which 

is a hyperlink to the definition (e.g., actuary). 

1.5. Effective Date – This ISAP is effective for {actuarial services performed/actuarial services 

commenced/actuarial services performed for a valuation date}1 on or after [Date]. 

                                                 

 

1 [Phrase to be selected and date to be inserted by standard-setter adopting or endorsing this 

ISAP.]. 
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Section 2. Appropriate Practices 

2.1. Understanding of Risk and Uncertainty – The actuary should have, or obtain, sufficient 

understanding of the nature of risk and uncertainty in relation to the subject of the work. In 

performing services related to risk assessment, the actuary should consider, or may rely on 

others who have appropriately considered, the following: 

2.1.1. Information about the financial strength, risk profile, business management, and risk 

environment of the insurers that is relevant to the assignment; 

2.1.2. Information about the insurer’s own risk management framework and approach, 

including its attitude to the assumption of risk as relevant to the assignment; and 

2.1.3. The relationship between the insurer’s financial strength, risk profile, business 

management, and risk environment as identified in 2.1.1. above, and the insurer’s 

risk management framework and approach as identified in 2.1.2. above. If, in the 

actuary’s professional judgment, a significant inconsistency exists, then that 

inconsistency should be reflected in the risk assessment and disclosed in the report. 

2.2. Proportionality – In applying ISAP 1 paragraph 1.5. Reasonable Judgment, and in particular 

paragraph 1.5.2., the actuary should also consider proportionality in respect of the nature, 

scale and complexity of the underlying risks. 

2.3. Assumption Setting  

2.3.1. When choosing or advising on the choice of assumptions for inclusion in the insurer 

enterprise risk model, in addition to following ISAP 1 paragraphs 2.7. Assumptions 

and Methodology Set by Actuary and 2.8. Assumptions and Methodology 

Prescribed, the actuary should consider factors including, but not limited to, the 

following: 

a. Internal policies, likely management actions, and experience with past history 

of management actions; 

b. Contractual requirements, policy wording, and past experience;  

c. Factors outside of management control, such as policyholder behaviour, 

taxation, regulatory requirements, and reserving requirements; and 

d. Risk mitigation techniques, such as reinsurance and hedging, and any 

limitations to these techniques.  

The actuary’s assumptions should normally reflect the actual situation as of the 

valuation date, modified for any known or expected future changes. 

2.3.2. When constructing or advising on the construction of insurer enterprise risk models, 

the actuary should be satisfied that the assumptions are reasonable by obtaining 

information from appropriate sources, such as: 

a. Management of the insurer being modelled; 

b. Knowledgeable persons at the insurer; 

c. The insurer’s business plan and, if available, the most recent assessment of 

how the insurer will function under severely adverse scenarios; 

d. External industry experts; 

e. Requirements of law; and 
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f. Other subject matter experts. 

2.3.3. When probability distributions are incorporated into a model, the actuary should be 

satisfied that the assumed distributions and correlations are appropriate relative to 

historical information and anticipated future changes, and should also consider the 

possibility of plausible extreme values. In this regard, for each risk factor, the actuary 

should provide an explanation of the differences between the incidence of actual 

extreme events included in the historical data and the potential incidence of extreme 

events in the enterprise risk model. The various probability distributions and their 

related co-dependencies should recognize the possibility of simultaneous extreme 

values from multiple risk factors. 

2.4. Stress Testing and Scenario Testing  

2.4.1. In relation to stress tests or scenario tests, the actuary should disclose: 

a. The significant assumptions used in the stress test or the scenario test, 

including the actions assumed to be taken by management; and 

b. Any known limitations of the stress test or the scenario test and include an 

assessment of the potential impact of these limitations on results. 

2.5. Assessing Consistency Among Models – Multiple models and multiple stress tests or 

scenario tests are often developed for different purposes for the same insurer (e.g., accounting 

requirements, regulatory valuation, or risk evaluation to determine capital needs). 

Where practical, the actuary should assess the reasons for and the impact of using multiple 

models and multiple stress tests or scenario tests and provide an explanation of any material 

differences in results.  
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Section 3. Communication 

3.1. Disclosures – In addition to complying with ISAP 1 Section 3. Communication and ISAP 1A 

Section 3. Communication, the actuary should disclose in the report: 

3.1.1. Any significant inconsistency that exists between the insurer’s financial strength, risk 

profile, business management, and risk environment as identified in 2.1.1. and the 

insurer’s own risk management framework and approach as identified in 2.1.2. 

(2.1.3.); 

3.1.2. An explanation of the differences between experience data and potential extreme 

adverse values in the risk model (2.3.3.); 

3.1.3. An explanation of the differences between the experience data and the incidence of 

multiple extreme events in the enterprise risk model (2.3.3.); 

3.1.4. The significant assumptions used in the stress test or scenario test, including the 

actions assumed to be taken by management (2.4.1.a.); 

3.1.5. Any known limitations of the stress tests or scenario tests and an assessment of the 

potential impact of these limitations on results (2.4.1.b.); and 

3.1.6. An appropriate explanation of any material differences in results if multiple models 

and multiple stress tests and scenario tests are used by the insurer (2.5.). 
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Preface 

This International Standard of Actuarial Practice (ISAP) is a model for actuarial standard-

setting bodies to consider. 

The International Actuarial Association (IAA) encourages relevant actuarial standard-setting bodies 

to maintain a standard or set of standards that is substantially consistent with this ISAP to the extent 

that the content of this ISAP is appropriate for actuaries in their jurisdiction. This can be achieved in 

many ways, including: 

 Adopting this ISAP as a standard with only the modifications in the Drafting Notes; 

 Customizing this ISAP by revising the text of the ISAP to the extent deemed 

appropriate by the standard-setting body while ensuring that the resulting standard or set 

of standards is substantially consistent with this ISAP; 

 Endorsing this ISAP by declaring that this ISAP is appropriate for use in certain clearly 

defined circumstances; 

 Modifying existing standards to obtain substantial consistency with this ISAP; or 

 Confirming that existing standards are already substantially consistent with this ISAP. 

A standard or set of standards that is promulgated by a standard-setting body may be considered to 

be substantially consistent with this ISAP if: 

 There are no material gaps in the standard(s) in respect of the principles set out in this 

ISAP; and 

 The standard or set of standards does not contradict this ISAP. 

If an actuarial standard-setting body wishes to adopt or endorse this ISAP, it is essential to ensure 

that existing standards are substantially consistent with ISAP 1 and ISAP 1A as this ISAP relies 

upon ISAP 1 and ISAP 1A in many respects. Likewise, any customization of this ISAP, or 

modification of existing standards to obtain substantial consistency with this ISAP, should 

recognize the important fact that this ISAP relies upon ISAP 1 and ISAP 1A in many respects. 

If this ISAP is translated for the purposes of adoption, the adopting body should select three verbs 

that embody the concepts of “must”, “should”, and “may”, as described in paragraph 1.6. Language 

of ISAP 1, even if such verbs are not the literal translation of “must”, “should”, and “may”. 

This ISAP is binding upon an actuary only if so directed by the actuary’s standard-setting 

body or if the actuary states that some or all of the work has been performed in compliance 

with this ISAP (e.g., if the actuary is directed by the principal to comply with this ISAP). 

This ISAP is a model standard of actuarial practice and, as such, is not binding on any 

actuary. 

This ISAP was adopted by the IAA Council in [month year]. 

[Drafting Notes: when an actuarial standard-setting organization adopts this standard it should: 

1. Replace “ISAP” throughout the document with the local standard name, if applicable; 

2. Modify references to ISAP 1 and ISAP 1A in paragraphs 1.3., 2.2., 2.3.1., and 3.1. to 

point to the local standard(s) that are substantially consistent with ISAP 1 and ISAP 1A, 

rather than referring to ISAP 1 or ISAP 1A directly, if appropriate; 

3. Choose the appropriate phrase and date in paragraph 1.5.; 
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4. Review this standard for, and resolve, any conflicts with the local law and code of 

professional conduct; and 

5. Delete this preface (including these drafting notes) and the footnote associated with 

paragraph 1.5.] 
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Introduction 

This International Standard of Actuarial Practice (ISAP) provides guidance to actuaries when 

performing actuarial services involving the use of models which assess solvency and produce risk 

metrics for Enterprise Risk Management (ERM) programs of insurance entities enterprise risk 

models for insurers. 

Actuaries play a principal role in assuring financial soundness of insurers. Their, and their approach 

often includes ERM and the use of enterprise risk models for assessment of capital. Enterprise risk 

models are those models that are developed for insurers to comprehensively and consistently 

evaluate risks. Examples include “capital models” and “internal models” as used by the 

International Association of Insurance Supervisors (IAIS). Specifically, the central importance of 

enterprise risk models to insurance business management is clearly demonstrated in two of the core 

principlesInsurance Core Principles (ICP) published by the IAIS for assessment and supervision of 

insurance entitiespurposes,: ICP 16 -– Enterprise Risk Management for Solvency Purposes and ICP 

17 -– Capital Adequacy. 

Increasingly, boards and senior managementsmanagers of insurers rely on enterprise risk 

modelingmodelling for both regulatory and management decision-making purposes. As a result, 

insurance entitiesinsurers, their stakeholders, and other interested parties have a strong interest in 

the reliable operation and transparent governance of the use of enterprise risk models. As 

employees or advisors, actuaries play an important role in advising insurers and others on the 

development or selection of the appropriate models and the related testing techniques, validation, 

and interpretation of the outcomes. 

 This ISAP is intended to: 

 Facilitate convergence in standards of actuarial practice in connection with insurer 

enterprise risk models within and across jurisdictions; 

 Increase public confidence in actuarial services for enterprise risk management (ERM) 

purposes; and 

 Demonstrate the IAA’s commitment to supportsupporting the work of the IAIS in 

achieving effectivegood insurer enterprise risk managementERM practice 

internationally.
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Section 1. General 

1.1. Purpose -– This ISAP provides guidance to actuaries when performing actuarial 

services involving the development and use of models which assess solvency and produce risk 

metrics for ERM programs of insurance entities enterprise risk models for insurers. It is 

expected to help increase public confidence in the ERM work provided by actuaries by giving 

intended users confidence that: 

 Actuarial services are carried out professionally and with due care; 

 The results are relevant to their needs, are presented clearly and understandably, and are 

complete; and 

 The assumptions and methodology (including, but not limited to, models and modelling 

techniques) used are disclosed appropriately in the actuary’s report. 

1.2. Scope  –– This standard will applyapplies to actuaries when performing actuarial services 

involving the selection, modification, development, and use of enterprise risk models, 

including stress tests and scenario tests, to assess solvency, assess capital adequacy, and 

produce risk metrics for ERM programs of both group and solo insurance entitiesinsurers. 

These models are generally categorized as those that aid in evaluating risk to an organization 

(risk evaluation models) or those that are used to develop appropriate levels of capital (capital 

models).  

1.3. Relationship to ISAP 1 and ISAP 1A – Where possible, this ISAP does not repeat guidance 

already provided in Compliance with ISAP 1 and ISAP 1A. Any actuary who asserts is a 

prerequisite to compliance with this ISAP (as a model standard) must also comply with ISAP 

1 and ISAP 1A.. References in ISAP 1 and in ISAP 1A to “this ISAP” should be interpreted 

as applying equally to this ISAP 5, where appropriate. 

1.4. Defined Terms – This ISAP uses various terms whose specific meanings are defined in the 

Glossary. These terms are highlighted in the text with a dashed underscore and in blue, which 

is a hyperlink to the definition (e.g., actuary). 

1.5. Effective Date – This ISAP is effective for {actuarial services performed/actuarial services 

commenced/actuarial services performed for a valuation date}1 on or after [Date]. 

                                                 

 

1 [Phrase to be selected and date to be inserted by standard-setter adopting or endorsing this 

ISAP.]. 
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Section 2. Appropriate Practices 

2.1. Understanding of Risk and Uncertainty – To be confident in performing the actuarial services, 

theThe actuary should have, or obtain, sufficient understanding of the nature of risk and 

uncertainty in relation to the subject of the work. In performing services related to risk 

assessment, the actuary should consider, or may rely on others who have appropriately 

considered, the following: 

2.1.1. Information about the financial strength, risk profile, business management, and risk 

environment of the organizationinsurers that is relevant to the assignment; 

2.1.2. Information about the organization’sinsurer’s own risk management 

systemframework and approach, including its attitude to the assumption of risk as 

relevant to the assignment; and 

2.1.3. RelationshipThe relationship between the organization’sinsurer’s financial strength, 

risk profile, business management, and risk environment as identified in 2.1.1. above, 

and the organization’sinsurer’s risk management systemframework and approach as 

identified in 2.1.2. above. If, in the actuary’s professional judgment, a significant 

inconsistency exists, then that inconsistency should be reflected in the risk 

assessment and disclosed in the report; and. 

2.1.4. Intended purpose and uses of the model. 

2.2. Proportionality – In applying ISAP 1 paragraph 1.5. Reasonable Judgment, and in particular 

paragraph 1.5.2. Principle of Proportionality,., the actuary should also consider 

proportionality in respect of the nature, scale and complexity of the underlying risks. 

2.3. Assumption Setting  

2.3.1. When choosing or advising on the choice of assumptions for inclusion in the insurer 

enterprise risk model, in addition to following ISAP 1 paragraphparagraphs 2.7. 

Assumptions and Methodology Set by Actuary and 2.8. Assumptions and 

Methodology Prescribed, the actuary should consider factors including, but not 

limited to, the following: 

a. LikelyInternal policies, likely management actions, and experience with past 

history of management actions; 

b. Contractual requirements, policy language,wording approval process, timing, 

and past experience; and 

c. Factors outside of management control, such as tax ratespolicyholder 

behaviour, taxation, regulatory requirements, and reserving requirements.; and 

d. Risk mitigation techniques, such as reinsurance and hedging, and any 

limitations to these techniques.  

The actuary’s assumptions should normally reflect the actual situation as of the 

valuation date, modified for any known or expected future changes. 

2.3.2. When[AS1] constructing a stress test or scenario test for advising on the construction 

of insurer enterprise risk models , the actuary should be satisfied that the assumptions 

are reasonable by obtaining information from appropriate sources, such as: 

a. Management of the company insurer being modelled; 

b. Knowledgeable persons at the companyinsurer; 
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c. The company’s insurer’s business plan and/or past or current, if available, the 

most recent own risk and solvency assessmentsassessment regarding of how 

the company insurer will function during a catastrophic eventunder severely 

adverse scenarios; 

d. External industry experts; 

e. Requirements of law; and 

f. Economists; and 

g.f. Other sSubject matter experts. 

The assumptions can be considered reasonable only if the impact of the stress(es) applied is 

significantly adverse and the occurrence of the stress(es) is plausible. 

2.3.3. When probability distributions are incorporated into a model, the actuary should be 

satisfied that the assumed distributions and correlations are appropriate relative to 

historical data information and anticipated future changes, and shouldbut also 

consider the possibility of plausible extreme values. In this regard, for each risk 

factor, the actuary should provide an explanation of the differences between the 

incidence of actual extreme events included in the historical data and the potential 

incidence of extreme events in the enterprise risk model. The various probability 

distributions and their related co-dependencies should recognize the possibility of 

simultaneous extreme values from multiple risk factorsThe actuary should also 

consider the possibility of simultaneous extreme values from multiple probability 

distributions. 

2.4. Stress Testing and Scenario Testing  

2.4.1. When[AS2] constructing a stress test or scenario test for insurer enterprise risk models 

, the actuary should be satisfied that the assumptions are reasonable by obtaining 

information from appropriate sources, such as: 

a. Management of the company being modelled; 

b. Knowledgeable persons at the company; 

c. The company’s business plan and/or past or current own risk and solvency 

assessments regarding how the company will function during a catastrophic 

event; 

d. External industry experts; 

e. Requirements of law; 

f. Economists; and 

g. Subject matter experts. 

The assumptions can be considered reasonable only if the impact of the stress(es) 

applied is significantly adverse and the occurrence of the stress(es) is plausible. 

2.4.1. In relation to the stress testtests or the scenario testtests, the actuary should 

disclose: 

a. The significant assumptions used in the stress test or the scenario test, 

including the actions assumed to be taken by management; and 
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b. Any known limitations of the stress test or the scenario test and include an 

assessment of the potential impact of these limitations on results. 

2.5. Assessing Consistency Among Models – Multiple models and multiple stress tests or 

scenario tests are often developed for different purposes for the same entity insurer (e.g.., 

accounting requirements, regulatory valuation, or risk evaluation to determine capital needs). 

TheWhere practical, the actuary should assess the reasons for and the impact of using multiple 

models and multiple stress tests or scenario tests and provide a reconciliationan explanation of 

any material differences in results.  
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Section 3. Communication 

3.1. Disclosures in the Report  – In addition to complying with ISAP 1 Section 3. 

Communication and ISAP 1A Section 3. Communication, the actuary should disclose in the 

report: 

3.1.1. Any significant inconsistency that exists between the organization’sinsurer’s 

financial strength, risk profile, business management, and risk environment as 

identified in 2.1.1. and the organization’sinsurer’s own risk management 

systemframework and approach as identified in 2.1.2. (2.1.3.); 

3.1.2. The reconciliationAn explanation of the differences between experience data and 

potential extreme adverse values in the risk models and stress tests and scenario 

testsmodel (2.3.23.); 

3.1.3. The reconciliationAn explanation of the differences between the experience data and 

the incidence of multiple extreme events in the enterprise risk model (2.3.23.); 

3.1.4. The significant assumptions used in the stress test or scenario test, including the 

actions assumed to be taken by management (2.4.21.a.); 

3.1.5. Any known limitations of the stress tests or scenario tests and an assessment of the 

potential impact of these limitations on results (2.4.21.b.); and 

3.1.6. An appropriate reconciliationexplanation of any material differences in results if 

multiple models and multiple stress tests and scenario tests are used by the entity 

insurer (2.5.). 
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Glossary of Defined Terms Used in ISAPs 

This glossary is the single repository of all defined terms used in the International 

Standards of Actuarial Practice (ISAPs).  It is not an ISAP and has no authority of its 

own.  Any defined term used in an ISAP (including any standard created by the 

adaptation of an ISAP by a standard-setter) takes the authority of that ISAP or adaptation.  

Defined terms and references to ISAPs 1 and 1A are indicated in ISAPs in blue text with 

a dotted blue underline (e.g. defined term) which is also a hyperlink to the definition in 

this glossary or to ISAP 1 or ISAP 1A. 

Note: Hyperlinks have not been created in the proposed final version. 

 

Accepted Actuarial Practice (ISAP 1, 2) – A practice or practices that are generally 

recognized within the actuarial profession as appropriate to use in performing actuarial 

services within the scope of an ISAP or the applicable professional standards of practice. 

Accounting Policies (ISAP 3) – As defined by the International Accounting Standards 

Board (IASB) in paragraph 5 of IAS 8 Accounting Policies, Changes in Accounting 

Estimates and Errors, “the specific principles, bases, conventions, rules and practices 

applied by an [reporting] entity in preparing and presenting financial statements.” 

Actuarial Services (ISAP 1, 1A, 2, 3, 5) – Services based upon actuarial considerations 

provided to intended users that may include the rendering of advice, recommendations, 

findings, or opinions. 

Actuary (ISAP 1, 1A, 2, 3, 5) – An individual member of one of the member 

associations of the IAA. 

Adoption Date (ISAP 1) – The date on which this ISAP was adopted as a final document 

by the IAA Council. 

Communication (ISAP 1,1A, 2, 3, 5) – Any statement (including oral statements) issued 

or made by an actuary with respect to actuarial services. 

Constructive Obligation (ISAP 3) – As defined by the IASB in paragraph 10 of IAS 37 

Provisions, Contingent Liabilities and Contingent Assets, as amended in October 2010, 

by IFRS 9, Financial Instruments: “an obligation that derives from an [reporting] entity's 

actions where: 

a. by an established pattern of past practice, published policies or a sufficiently 

specific current statement, the [reporting] entity has indicated to other parties that 

it will accept certain responsibilities; and 

b. as a result, the [reporting] entity has created a valid expectation on the part of 

those other parties that it will discharge those responsibilities.” 

In paragraph 4(c) of IAS 19 Employee Benefits, the IASB further states “Informal 

practices give rise to a constructive obligation where the [reporting] entity has no realistic 

alternative but to pay employee benefits.”  

Employee Benefits (ISAP 3) – As defined by the IASB in paragraph 8 of IAS 19 

Employee Benefits, as amended through September 2014: “all forms of consideration 
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Glossary of Defined Terms Used in ISAPs 

This glossary is the single repository of all defined terms used in the International 

Standards of Actuarial Practice (ISAPs). It is not an ISAP and has no authority of its own. 

Any defined term used in an ISAP (including any standard created by the adaptation of an 

ISAP by a standard-setter) takes the authority of that ISAP or adaptation.  Defined terms 

and references to ISAPs 1 and 1A are indicated in ISAPs in blue text with a dotted blue 

underline (e.g., defined term), which is also a hyperlink to the definition in this glossary or 

to ISAP 1 or ISAP 1A. 

Note: Hyperlinks have not been created in the proposed final version. 

 

Accepted Actuarial Practice (ISAP 1, 2) – A practice or practices that are generally 

recognized within the actuarial profession as appropriate to use in performing actuarial 

services within the scope of an ISAP or the applicable professional standards of practice. 

Accounting Policies (ISAP 3) – As defined by the International Accounting Standards 

Board (IASB) in paragraph 5 of IAS 8 Accounting Policies, Changes in Accounting 

Estimates and Errors, “the specific principles, bases, conventions, rules and practices 

applied by an [reporting] entity in preparing and presenting financial statements.” 

Actuarial Services (ISAP 1, 1A, 2, 3, 5) – Services based upon actuarial considerations 

provided to intended users that may include the rendering of advice, recommendations, 

findings, or opinions. 

Actuary (ISAP 1, 1A, 2, 3, 5) – An individual member of one of the member 

associations of the IAA. 

Adoption Date (ISAP 1) – The date on which this ISAP was adopted as a final document 

by the IAA Council. 

Communication (ISAP 1, 1A, 2, 3, 5) – Any statement (including oral statements) 

issued or made by an actuary with respect to actuarial services. 

Constructive Obligation (ISAP 3) – As defined by the IASB in paragraph 10 of IAS 37 

Provisions, Contingent Liabilities and Contingent Assets, as amended in October 2010, 

by IFRS 9, Financial Instruments: “an obligation that derives from an [reporting] entity's 

actions where: 

a. by an established pattern of past practice, published policies or a sufficiently 

specific current statement, the [reporting] entity has indicated to other parties that 

it will accept certain responsibilities; and 

b. as a result, the [reporting] entity has created a valid expectation on the part of 

those other parties that it will discharge those responsibilities.” 

In paragraph 4(c) of IAS 19 Employee Benefits, the IASB further states “Informal 

practices give rise to a constructive obligation where the [reporting] entity has no realistic 

alternative but to pay employee benefits.”  

Employee Benefits (ISAP 3) – As defined by the IASB in paragraph 8 of IAS 19 

Employee Benefits, as amended through September 2014: “all forms of consideration 
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given by an [reporting] entity in exchange for service rendered by employees or for the 

termination of employment.” 

Enterprise Risk Model (ISAP 5) – Those models that are developed to comprehensively 

and consistently evaluate the risks of an entity. Examples include internal models as 

specified by the International Association of Insurance Supervisors (IAIS), and capital 

models. 

Entity (ISAP 1, 2, 5) – The subject, in whole or in part, of the actuarial services, 

including an enterprise, an insurer, a pensions or benefits plan, a social security scheme, 

an individual, a government department or agency, a group, etc. 

Financial Analysis (ISAP 2) – Any formal actuarial analysis. What constitutes a formal 

actuarial analysis is a matter for the actuary’s judgment but might include work required 

by law and work requested by the principal to inform decisions. A financial analysis 

might include but is not limited to: 

a. Determination of discounted point in time values, 

b. Projection of cash flows and associated fund values, and  

c. Determination of future contribution rate(s).  

IAA (ISAP 1, 1A, 2, 3, 5) – The International Actuarial Association. 

IAS 19 (ISAP 3) – International Accounting Standard 19 Employee Benefits, including 

any Interpretations from the International Financial Reporting Interpretations Committee 

or the Standing Interpretations Committee thereon, as issued through September 2014. 

International Financial Reporting Standards (IFRSs) (ISAP 3) – As defined by the 

IASB in paragraph 7 of IAS 1 Presentation of Financial Statements, as amended in June 

2011, by Presentation of Items of Other Comprehensive Income (Amendments to IAS 1): 

“Standards and Interpretations issued by the International Accounting Standards Board 

(IASB). They comprise: 

a. International Financial Reporting Standards; 

b. International Accounting Standards; and  

c. [International Financial Reporting Interpretations Committee] IFRIC 

Interpretations; and 

d. [the former Standing Interpretations Committee] SIC Interpretations.” 

Intended User (ISAP 1, 1A, 2, 3, 5) – Any legal or natural person (usually including the 

principal) whom the actuary intends at the time the actuary performs actuarial services to 

use the report. 

Law (ISAP 1, 1A, 2, 3, 5) – Applicable acts, statutes, regulations or any other binding 

authority (such as accounting standards and any regulatory guidance that is effectively 

binding). 

Measurement Date (ISAP 3) – The date as of which the value of an asset or liability is 

presented, whether or not the actual calculations have been made as of a different date 

and rolled forward or back to the measurement date. 
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Model (ISAP 1A, 5) – A simplifiedpractical representation of relationships among 

entities or events using statistical, financial, economic, or mathematical concepts. A 

model has a specification, uses assumptions, data, and algorithmsmethodologies that 

simplify a more complex system, and produces results that are intended to provide useful 

information on that system. Calculations simple enough to be effectively performed 

manually would not be considered a model.  

Model Governance (ISAP 1A) – The application of a set of procedures and an 

organizational structure designed so that intended users can place their confidence in the 

results of the model. 

Model Risk (ISAP 1A) – The risk that, due to deficiency in the model or in its use, an 

intended user of the results of the model will draw an incorrect conclusion from those 

results.  

Opinion (ISAP 2, 3) – An opinion expressed by an actuary and intended by that actuary 

to be relied upon by the intended users. 

Principal (ISAP 1, 2, 3) – The party who engages the provider of actuarial services. The 

principal will usually be the client or the employer of the actuary. 

Professional Judgment (ISAP 1, 2, 3, 5) – The judgment of the actuary based on 

actuarial training and experience. 

Report (ISAP 1, 1A, 2, 3, 5) – The actuary’s communication(s) presenting some or all 

results of actuarial services to an intended user in any recorded form, including but not 

limited to paper, word processing or spreadsheet files, e-mail, website(s), slide 

presentations, or audio or video recordings. 

Report Date (ISAP 2) – The date on which the actuary issues a report to intended users. 

It usually follows the valuation date. 

Reporting Entity (ISAP 3) – As defined by the IASB in paragraph 8 of Framework for 

the Preparation and Presentation of Financial Statements, adopted in April 2001: “an 

entity for which there are users who rely on the financial statements as their major source 

of financial information about the entity.” 

Scenario Test (ISAP 5) – A process for assessing the impact of one possible event or 

several simultaneously or sequentially occurring possible events on an 

organization’sentity’s financial position. 

Social Security Program (ISAP 2) – A program with all the following attributes 

regardless of how it is financed and administered: 

1. Coverage is of a broad segment, or all, of the population, often on a 

compulsory or automatic basis; 

2. Benefits are provided to, or on behalf of, individuals;  

3. The program, including benefits and financing method, is prescribed by law; 

4. The program is not financed through private insurance; 
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5. Program benefits are principally payable or delivered upon old age, 

retirement, death, disability, and survivorship, and the following benefits (if 

provided) are only ancillary to the principal benefit(s): 

a. Unemployment benefits;  

b. Medical expenses; 

c. Benefits provided due to work-related injuries, work-related death or 

occupational diseases;  

d. Short term social assistance benefits (e.g. food stamps); 

e. Benefits provided for disaster relief (e.g. insurance, or recovery 

funding, for flood, drought, hurricane/typhoon, earthquake/tsunami); 

and 

f. Financial insurance or financial guarantees (e.g., for loans, bank 

deposits, pension payments, financial securities, insurance payments 

from insolvent insurers). 

SSP (ISAP 2) – Social Security Program 

Stress Test (ISAP 5) – A process for measuring the impact of adverse changes in one or 

relatively few factors affecting an organization’s entity’s financial position. 

Subsequent Event (ISAP 1, 2) – An event of which the actuary becomes aware after the 

valuation date (or date to which the actuarial services refer) but before the actuary’s 

communication on the results of these actuarial services is delivered. 

Valuation Date (ISAP 2, 5) – The effective date of the analysis by the actuary. It usually 

precedes the report date. 

Work (ISAP 1, 2, 3, 5) – All actuarial activities performed by an actuary related to 

actuarial services. It usually includes acquisition of knowledge of the circumstances of the 

assignment; obtaining sufficient and reliable data; selection of assumptions and methodology, 

calculations, and examination of the reasonableness of their result; use of other persons’ 

work; formulation of opinion and advice; documentation; reporting; and all other 

communication. 
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given by an [reporting] entity in exchange for service rendered by employees or for the 

termination of employment.” 

Enterprise Risk Model (ISAP 5) – Those models that are developed to comprehensively 

and consistently evaluate the risks of an entity. Examples include internal models as 

specified by the International Association of Insurance Supervisors (IAIS), and capital 

models. 

Entity (ISAP 1, 2) – The subject, in whole or in part, of the actuarial services, including 

an enterprise, an insurer, a pensions or benefits plan, a social security scheme, an 

individual, a government department or agency, a group, etc. 

Financial Analysis (ISAP 2) – Any formal actuarial analysis. What constitutes a formal 

actuarial analysis is a matter for the actuary’s judgment but might include work required 

by law and work requested by the principal to inform decisions. A financial analysis 

might include but is not limited to: 

a. Determination of discounted point in time values, 

b. Projection of cash flows and associated fund values, and  

c. Determination of future contribution rate(s).  

IAA (ISAP 1, 1A, 2, 3, 5) – The International Actuarial Association. 

IAS 19 (ISAP 3) – International Accounting Standard 19 Employee Benefits, including 

any Interpretations from the International Financial Reporting Interpretations Committee 

or the Standing Interpretations Committee thereon, as issued through September 2014. 

International Financial Reporting Standards (IFRSs) (ISAP 3) – As defined by the 

IASB in paragraph 7 of IAS 1 Presentation of Financial Statements, as amended in June 

2011, by Presentation of Items of Other Comprehensive Income (Amendments to IAS 1): 

“Standards and Interpretations issued by the International Accounting Standards Board 

(IASB). They comprise: 

a. International Financial Reporting Standards; 

b. International Accounting Standards; and  

c. [International Financial Reporting Interpretations Committee] IFRIC 

Interpretations; and 

d. [the former Standing Interpretations Committee] SIC Interpretations.” 

Intended User (ISAP 1, 1A, 2, 3, 5) – Any legal or natural person (usually including the 

principal) whom the actuary intends at the time the actuary performs actuarial services to 

use the report. 

Law (ISAP 1, 1A, 2, 3, 5) – Applicable acts, statutes, regulations or any other binding 

authority (such as accounting standards and any regulatory guidance that is effectively 

binding). 

Measurement Date (ISAP 3) – The date as of which the value of an asset or liability is 

presented, whether or not the actual calculations have been made as of a different date 

and rolled forward or back to the measurement date. 



Proposed Final Glossary for ISAPs – updated for ISAP 1A and ISAP 5 

3 

 

Model (ISAP 1A, 5) – A simplified representation of relationships among entities or 

events using statistical, financial, economic, or mathematical concepts. A model has a 

specification, uses assumptions, data, and methodologies that simplify a more complex 

system, and produces results that are intended to provide useful information on that 

system. 

Model Governance (ISAP 1A) – The application of a set of procedures and an 

organizational structure designed so that intended users can place their confidence in the 

results of the model. 

Model Risk (ISAP 1A) – The risk that, due to deficiency in the model or in its use, an 

intended user of the results of the model will draw an incorrect conclusion from those 

results. 

Opinion (ISAP 2, 3) – An opinion expressed by an actuary and intended by that actuary 

to be relied upon by the intended users. 

Principal (ISAP 1, 2, 3) – The party who engages the provider of actuarial services. The 

principal will usually be the client or the employer of the actuary. 

Professional Judgment (ISAP 1, 2, 3, 5) – The judgment of the actuary based on 

actuarial training and experience. 

Report (ISAP 1, 1A, 2, 3, 5) – The actuary’s communication(s) presenting some or all 

results of actuarial services to an intended user in any recorded form, including but not 

limited to paper, word processing or spreadsheet files, e-mail, website(s), slide 

presentations, or audio or video recordings. 

Report Date (ISAP 2) – The date on which the actuary issues a report to intended users. 

It usually follows the valuation date. 

Reporting Entity (ISAP 3) – As defined by the IASB in paragraph 8 of Framework for 

the Preparation and Presentation of Financial Statements, adopted in April 2001: “an 

entity for which there are users who rely on the financial statements as their major source 

of financial information about the entity.” 

Scenario Test (ISAP 5) – A process for assessing the impact of one possible event or 

several simultaneously or sequentially occurring possible events on an entity’s financial 

position. 

Social Security Program (ISAP 2) – A program with all the following attributes 

regardless of how it is financed and administered: 

1. Coverage is of a broad segment, or all, of the population, often on a 

compulsory or automatic basis; 

2. Benefits are provided to, or on behalf of, individuals;  

3. The program, including benefits and financing method, is prescribed by law; 

4. The program is not financed through private insurance; 

5. Program benefits are principally payable or delivered upon old age, 

retirement, death, disability, and survivorship, and the following benefits (if 

provided) are only ancillary to the principal benefit(s): 
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a. Unemployment benefits;  

b. Medical expenses; 

c. Benefits provided due to work-related injuries, work-related death or 

occupational diseases;  

d. Short term social assistance benefits (e.g. food stamps); 

e. Benefits provided for disaster relief (e.g. insurance, or recovery 

funding, for flood, drought, hurricane/typhoon, earthquake/tsunami); 

and 

f. Financial insurance or financial guarantees (e.g., for loans, bank 

deposits, pension payments, financial securities, insurance payments 

from insolvent insurers). 

SSP (ISAP 2) – Social Security Program 

Stress Test (ISAP 5) – A process for measuring the impact of adverse changes in one or 

relatively few factors affecting an entity’s financial position. 

Subsequent Event (ISAP 1, 2) – An event of which the actuary becomes aware after the 

valuation date (or date to which the actuarial services refer) but before the actuary’s 

communication on the results of these actuarial services is delivered. 

Valuation Date (ISAP 2, 5) – The effective date of the analysis by the actuary. It usually 

precedes the report date. 

Work (ISAP 1, 2, 3, 5) – All actuarial activities performed by an actuary related to 

actuarial services. It usually includes acquisition of knowledge of the circumstances of the 

assignment; obtaining sufficient and reliable data; selection of assumptions and methodology, 

calculations, and examination of the reasonableness of their result; use of other persons’ 

work; formulation of opinion and advice; documentation; reporting; and all other 

communication. 
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Glossary of Defined Terms Used in ISAPs 

This glossary is the single repository of all defined terms used in the International 

Standards of Actuarial Practice (ISAPs).  It is not an ISAP and has no authority of its 

own.  Any defined term used in an ISAP (including any standard created by the 

adaptation of an ISAP by a standard-setter) takes the authority of that ISAP or adaptation.  

Defined terms and references to ISAPs 1 and 1A are indicated in ISAPs in blue text with 

a dotted blue underline (e.g. defined term) which is also a hyperlink to the definition in 

this glossary or to ISAP 1 or ISAP 1A. 

Note: Hyperlinks have not been created in the proposed final version. 

 

Accepted Actuarial Practice (ISAP 1, 2) – A practice or practices that are generally 

recognized within the actuarial profession as appropriate to use in performing actuarial 

services within the scope of an ISAP or the applicable professional standards of practice. 

Accounting Policies (ISAP 3) – As defined by the International Accounting Standards 

Board (IASB) in paragraph 5 of IAS 8 Accounting Policies, Changes in Accounting 

Estimates and Errors, “the specific principles, bases, conventions, rules and practices 

applied by an [reporting] entity in preparing and presenting financial statements.” 

Actuarial Services (ISAP 1, 1A, 2, 3, 5) – Services based upon actuarial considerations 

provided to intended users that may include the rendering of advice, recommendations, 

findings, or opinions. 

Actuary (ISAP 1, 1A, 2, 3, 5) – An individual member of one of the member 

associations of the IAA. 

Adoption Date (ISAP 1) – The date on which this ISAP was adopted as a final document 

by the IAA Council. 

Communication (ISAP 1,1A, 2, 3, 5) – Any statement (including oral statements) issued 

or made by an actuary with respect to actuarial services. 

Constructive Obligation (ISAP 3) – As defined by the IASB in paragraph 10 of IAS 37 

Provisions, Contingent Liabilities and Contingent Assets, as amended in October 2010, 

by IFRS 9, Financial Instruments: “an obligation that derives from an [reporting] entity's 

actions where: 

a. by an established pattern of past practice, published policies or a sufficiently 

specific current statement, the [reporting] entity has indicated to other parties that 

it will accept certain responsibilities; and 

b. as a result, the [reporting] entity has created a valid expectation on the part of 

those other parties that it will discharge those responsibilities.” 

In paragraph 4(c) of IAS 19 Employee Benefits, the IASB further states “Informal 

practices give rise to a constructive obligation where the [reporting] entity has no realistic 

alternative but to pay employee benefits.”  

Employee Benefits (ISAP 3) – As defined by the IASB in paragraph 8 of IAS 19 

Employee Benefits, as amended through September 2014: “all forms of consideration 
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given by an [reporting] entity in exchange for service rendered by employees or for the 

termination of employment.” 

Enterprise Risk Model (ISAP 5) – Those models that are developed to comprehensively 

and consistently evaluate the risks of an entity. Examples include internal models as 

specified by the International Association of Insurance Supervisors (IAIS), and capital 

models. 

Entity (ISAP 1, 2) – The subject, in whole or in part, of the actuarial services, including 

an enterprise, an insurer, a pensions or benefits plan, a social security scheme, an 

individual, a government department or agency, a group, etc. 

Financial Analysis (ISAP 2) – Any formal actuarial analysis. What constitutes a formal 

actuarial analysis is a matter for the actuary’s judgment but might include work required 

by law and work requested by the principal to inform decisions. A financial analysis 

might include but is not limited to: 

a. Determination of discounted point in time values, 

b. Projection of cash flows and associated fund values, and  

c. Determination of future contribution rate(s).  

IAA (ISAP 1, 1A, 2, 3, 5) – The International Actuarial Association. 

IAS 19 (ISAP 3) – International Accounting Standard 19 Employee Benefits, including 

any Interpretations from the International Financial Reporting Interpretations Committee 

or the Standing Interpretations Committee thereon, as issued through September 2014. 

International Financial Reporting Standards (IFRSs) (ISAP 3) – As defined by the 

IASB in paragraph 7 of IAS 1 Presentation of Financial Statements, as amended in June 

2011, by Presentation of Items of Other Comprehensive Income (Amendments to IAS 1): 

“Standards and Interpretations issued by the International Accounting Standards Board 

(IASB). They comprise: 

a. International Financial Reporting Standards; 

b. International Accounting Standards; and  

c. [International Financial Reporting Interpretations Committee] IFRIC 

Interpretations; and 

d. [the former Standing Interpretations Committee] SIC Interpretations.” 

Intended User (ISAP 1, 1A, 2, 3, 5) – Any legal or natural person (usually including the 

principal) whom the actuary intends at the time the actuary performs actuarial services to 

use the report. 

Law (ISAP 1, 1A, 2, 3, 5) – Applicable acts, statutes, regulations or any other binding 

authority (such as accounting standards and any regulatory guidance that is effectively 

binding). 

Measurement Date (ISAP 3) – The date as of which the value of an asset or liability is 

presented, whether or not the actual calculations have been made as of a different date 

and rolled forward or back to the measurement date. 
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Model (ISAP 1A, 5) – A simplified representation of relationships among entities or 

events using statistical, financial, economic, or mathematical concepts. A model has a 

specification, uses assumptions, data, and methodologies that simplify a more complex 

system, and produces results that are intended to provide useful information on that 

system.   

Model Governance (ISAP 1A) – The application of a set of procedures and an 

organizational structure designed so that intended users can place their confidence in the 

results of the model. 

Model Risk (ISAP 1A) – The risk that, due to deficiency in the model or in its use, an 

intended user of the results of the model will draw an incorrect conclusion from those 

results. 

Opinion (ISAP 2, 3) – An opinion expressed by an actuary and intended by that actuary 

to be relied upon by the intended users. 

Principal (ISAP 1, 2, 3) – The party who engages the provider of actuarial services. The 

principal will usually be the client or the employer of the actuary. 

Professional Judgment (ISAP 1, 2, 3, 5) – The judgment of the actuary based on 

actuarial training and experience. 

Report (ISAP 1, 1A, 2, 3, 5) – The actuary’s communication(s) presenting some or all 

results of actuarial services to an intended user in any recorded form, including but not 

limited to paper, word processing or spreadsheet files, e-mail, website(s), slide 

presentations, or audio or video recordings. 

Report Date (ISAP 2) – The date on which the actuary issues a report to intended users. 

It usually follows the valuation date. 

Reporting Entity (ISAP 3) – As defined by the IASB in paragraph 8 of Framework for 

the Preparation and Presentation of Financial Statements, adopted in April 2001: “an 

entity for which there are users who rely on the financial statements as their major source 

of financial information about the entity.” 

Scenario Test (ISAP 5) – A process for assessing the impact of one possible event or 

several simultaneously or sequentially occurring possible events on an entity’s financial 

position. 

Social Security Program (ISAP 2) – A program with all the following attributes 

regardless of how it is financed and administered: 

1. Coverage is of a broad segment, or all, of the population, often on a 

compulsory or automatic basis; 

2. Benefits are provided to, or on behalf of, individuals;  

3. The program, including benefits and financing method, is prescribed by law; 

4. The program is not financed through private insurance; 

5. Program benefits are principally payable or delivered upon old age, 

retirement, death, disability, and survivorship, and the following benefits (if 

provided) are only ancillary to the principal benefit(s): 
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a. Unemployment benefits;  

b. Medical expenses; 

c. Benefits provided due to work-related injuries, work-related death or 

occupational diseases;  

d. Short term social assistance benefits (e.g. food stamps); 

e. Benefits provided for disaster relief (e.g. insurance, or recovery 

funding, for flood, drought, hurricane/typhoon, earthquake/tsunami); 

and 

f. Financial insurance or financial guarantees (e.g., for loans, bank 

deposits, pension payments, financial securities, insurance payments 

from insolvent insurers). 

SSP (ISAP 2) – Social Security Program 

Stress Test (ISAP 5) – A process for measuring the impact of adverse changes in one or 

relatively few factors affecting an entity’s financial position. 

Subsequent Event (ISAP 1, 2) – An event of which the actuary becomes aware after the 

valuation date (or date to which the actuarial services refer) but before the actuary’s 

communication on the results of these actuarial services is delivered. 

Valuation Date (ISAP 2, 5) – The effective date of the analysis by the actuary. It usually 

precedes the report date. 

Work (ISAP 1, 2, 3, 5) – All actuarial activities performed by an actuary related to 

actuarial services. It usually includes acquisition of knowledge of the circumstances of the 

assignment; obtaining sufficient and reliable data; selection of assumptions and methodology, 

calculations, and examination of the reasonableness of their result; use of other persons’ 

work; formulation of opinion and advice; documentation; reporting; and all other 

communication. 
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Submission 

The ISAP 5 Task Force of the ASC is pleased to submit this report.  It documents the comments we received on 

the exposure draft of ISAP 5 (“ED”) and how we addressed those comments. 

We would like to record our thanks to those commenters, both organizational and individual. 

Preamble  

The ED along with the amendments to the Glossary for the ED was published on the IAA website on 8 October 

2015 with a comment deadline of 31 March 2016.  A transmittal memo was published concurrently which 

requested answers to five specific questions. An MSWord template was provided to submit comments. 

This report outlines the answers to our questions and other comments we received on the ED and what we did 

as a result.  It is organized into four sections: 

I. List of comments we received on the ED. 

II. Detailed summary of the answers we received to our five questions and our responses. 

III. Detailed summary of general comments received and our responses  

IV. Detailed paragraph by paragraph summary of the comments received and our responses. 

This report was drafted by the ISAP 5 Task Force of the ASC and reviewed and edited by the ASC.  

Throughout the document “we” means the ASC.

Consultation Report 
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I.  List of comments we received on the ED 

We received the following comments which can be viewed in their entirety on the IAA website at 

http://www.actuaries.org/index.cfm?lang=EN&DSP=PUBLICATIONS&ACT=STANDARDS_EXPOSURED

RAFT-ISAP5  

 

Letter 

Number 
Commenter Date Received 

1 Institute of Actuaries of Japan  01-Feb-16 

2 International Association of Insurance Supervisors  26-Feb-16 

3 Canadian Institute of Actuaries  29-Feb-16 

4 Casualty Actuarial Society  17-Mar-16 

5 Society of Actuaries in Ireland  24-Mar-16 

6 Actuarial Standards Board of Canada  28-Mar-16 

7 Dutch Actuarial Association  29-Mar-16 

8 
Deutsche Aktuarvereinigung (Germany) - Additional 

comments on Glossary and ISAP 
29-Mar-16 

9 Institute of Actuaries of Australia  30-Mar-16 

10 Samuel Achord, FIA CERA (UK)  30-Mar-16 

11 Institute and Faculty of Actuaries  31-Mar-16 

12 Institute of Actuaries of Korea  31-Mar-16 

13 Actuarial Standards Board (US)  31-Mar-16 

14 Institut des Actuaires France  31-Mar-16 

15 Financial Reporting Council (UK)  31-Mar-16 

 

 

http://www.actuaries.org/index.cfm?lang=EN&DSP=PUBLICATIONS&ACT=STANDARDS_EXPOSUREDRAFT-ISAP5
http://www.actuaries.org/index.cfm?lang=EN&DSP=PUBLICATIONS&ACT=STANDARDS_EXPOSUREDRAFT-ISAP5
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IAJ_1Feb2015.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IAIS_26Feb2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comments_CIA_29Feb2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_CasualtyActuarialSociety_17March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_Ireland_24March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_ActStandardsBrdCda_28March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_RDutchAA_29March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IAAustralia_29March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_SAchord_FIACERA_30March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IFOA_31March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IAK_31March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_EDComment_ASB_31March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_IAFrance_31March2016.pdf
http://www.actuaries.org/CTTEES_ASC/ISAP5/EDComments_Received/ISAP5_Comment_FRC_31March2016.pdf
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II. Summary of the answers we received to our five questions  

We asked the following questions in the transmittal letter for the ED.  Each question is shown in bold italic and 

followed by a summary of the responses we received.  These suggestions were thoroughly considered in our 

redrafting. 
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Q 1: Is the guidance clear and unambiguous? If not, how should it be changed? 

Comment Nine of the fifteen commenters felt the ISAP was, in general, clear and unambiguous. 

Response No action needed. 

  

Comment Two commenters suggested that a definition of “Enterprise Risk Model” be included in the 

ISAP. 

Response We agreed that a definition would improve clarity and we have added the definition of 

“Enterprise Risk Model” to the Glossary. 

  

Comment One commenter suggested that there could be descriptions of a variety of methods that may be 

used in ERM modelling. 

Response We believe that descriptions of different modelling techniques are more appropriately left to 

educational material. No action was taken. 

  

Comment One commenter recommended that material from the recent IAA publication Actuarial 

Aspects on ERM for Insurance Companies (January 2016) be included in the ISAP. 

Response We feel that the document mentioned is an excellent piece of educational material. ISAPs are 

designed to provide guidance and are not meant to be educational in nature. No action was 

taken. 

  

Comment One commenter suggested that the ISAP should distinguish more clearly between solvency 

and ERM and that the definition of models covered in the Introduction does not seem the same 

as that described in section 1.2. 

Response We believe that solvency modelling and ERM modelling are neither mutually exclusive nor 

subsets of each other. There is clearly overlap. As outlined in the Statement of Intent that was 

approved by Council, ISAP 5 focuses on Insurer Enterprise Risk Models. As such, solvency 

modelling is discussed solely in this context. No action was taken. 

We agreed with the latter point and have introduced greater clarity and consistency within the 

ISAP when referencing enterprise risk models and their applications. 
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Q2: Is the guidance sufficient and appropriate? If not, how should it be changed?

Comment Twelve of the fifteen commenters felt that, in general, the guidance is sufficient and 

appropriate. 

Response No action needed. 

  

Comment One commenter suggested that this ISAP include material from the U.S. ASB 

standard ASOP 46. 

Response ASOP 46 is designed for broad applications of all ERM models. ISAP 5, as 

described in the SOI, is designed specifically for insurance entities. We believe no 

further material is needed and no action was taken. 

  

Comment One commenter observed that the guidance has a strong focus on stress and scenario 

testing and suggested that several other techniques could be discussed. 

Response ISAPs are not the appropriate forum for an educational presentation of the variety of 

techniques which can be used in ERM modelling. We believe that the guidance 

provided in ISAP 1A is sufficient for other modelling techniques. We do not believe 

this is the case for stress and scenario testing and have addressed this issue in ISAP 

5. No action was taken. 

  

Comment  One commenter suggested that just as there is a need for ISAP 5 on ERM for 

insurers, there may be a need for another ISAP on solvency modelling for insurers. 

Response The Task Force referred this to the ASC to consider when soliciting ideas for further 

ISAPs. 
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Q3: Is it clear how the guidance in the proposed ISAP relates to the guidance in ISAP 1 and ISAP 1A? If not, how 

should it be changed? 

Comment Ten of the fifteen commenters felt that, in general, the guidance in the proposed ISAP is clear 

in how it relates to the guidance in ISAP 1 and ISAP 1A. 

Response No action required. 

  

Comment Two commenters suggested that some guidance in ISAP 5 could also be applicable to other 

actuarial models as well and felt that this guidance could be placed in ISAP 1A instead. 

Response While some guidance may very well apply to other models, we believe that the guidance in 

ISAP 5 would not be applicable to every model and should therefore not be placed in ISAP 

1A. No action was taken. 

  

Comment One commenter suggested that a reference to ISAP 1A be added to Section 3.1. 

Response We agreed and the reference has been added. 

  

Comment One commenter suggested that, due to the similarity of the work and its purposes, it would be 

desirable to have common guidance for both stress testing/scenario testing (section 2.4.) and 

other enterprise risk modelling techniques (section 2.1.). 

Response We agreed and, as mentioned below, we moved a modified list of these considerations 

formerly in 2.4.1. to a new 2.3.2. 
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Q4: Is the guidance at the right level of detail? If not, what text should be omitted because it is too 

detailed? In what areas do actuaries need more detailed guidance? 

 

Comment Eleven of the fifteen commenters felt that, in general, the guidance was at the 

appropriate level of detail. 

Response No action required. 

  

Comment One commenter felt that the current draft stays on a level of principles and 

suggested that there be more specific guidance. 

Response As has been articulated in the past, the ASC believes that ISAPs should be 

principles based and not prescriptive. No action was taken. 

  

Comment One commenter suggested that overall the guidance was helpful.  However, they 

felt that the list in Section 2.4.l. was too long/specific and is inconsistent with high 

level principles. 

Response We have chosen to remove the specific reference to “Economists” in 2.4.1.f. and 

have changed the last item to “f. Other subject matter experts”. As mentioned 

earlier, this modified list was then moved to a new 2.3.2. 
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Q5:      Are there other matters that should be included in this standard?  Are there some included 

here that should not be? 

 

Comment Five of the fifteen commenters felt that no additional changes were necessary. 

Response No action required. 

  

Comment One commenter suggested that the topic of validation of ERM models could also be 

considered in this ISAP. 

Response We point out that ISAP 1A addresses this issue. No action was taken. 

  

Comment One commenter suggested that there be guidance on all the known model requirements 

in Solvency II. That commenter also felt that when expert judgement is expected, there 

should be a link to a description of common or best industry practice.  

Response As to the first point, ISAP 5 is intended to provide guidance for all insurer ERM model 

work and should not focus on any one piece of regulation. 

As to references to “best practices”, we believe that ISAPs should provide clear 

guidance on appropriate practice and should not be used to provide educational 

material or references to common/best practice. No action was taken. 

  

Comment One commenter suggested including material on “the spirit of ERM and thus the 

motivation of ERM models”. This commenter also noted that there is no mention of 

Asset Liability Modelling.  

Response We believe that a discussion on “the spirit of ERM and thus the motivation of ERM 

models” is more appropriately handled by educational material. No action was taken. 

With regard to ALM, we recognize that this is a relevant component of ERM for 

insurers but this ISAP is not intended to provide an exhaustive list of applications of 

the models. We believe this is better handled by educational material. No action was 

taken. 

  

Comment One commenter suggested that ISAP 5 could be improved in two areas: (1) 

policyholder behaviour and other difficult-to-quantify risks and (2) the importance of 

coherently incorporating qualitative risks into the ERM models.   

Response We agreed that “policyholder behaviour” is an appropriate consideration and have 

added this item to paragraph 2.3.1.c. “Factors outside of management control such as 

policyholder behaviour, taxation, regulatory requirements and reserving 

requirements.” 

We believe that many “difficult-to-quantify risks” (interest rate movements, natural 

catastrophes, etc.) and “qualitative risks” (likely management actions, business 

environment, etc.) are involved in enterprise risk modelling and the approach to these 

risks is appropriately addressed in the current ISAP. No action was taken. 

  

Comment One commenter noted that, under "Understanding of Risk and Uncertainty", there is no 

reference to the external environment and risks that the organisation cannot control.   
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Response We agreed that external factors are an important element of this guidance but we 

believe that the reference “2.1.1. Information about the financial strength, risk profile, 

business management and risk environment of the organization that is relevant to the 

assignment;” addresses this concern. No action was taken. 

  

Comment One commenter felt that an assessment of whether a model is fit for purpose is 

fundamental to any actuarial services involving models and, while ISAP 1A may cover 

this concept, the commenter suggested explicit references to this concept within this 

ISAP to highlight its importance. 

Response A stated goal of the ISAP process is to explicitly avoid repetition/duplication of 

guidance. ISAP 5 presupposes compliance with ISAP 1A. While we agreed that “fit 

for purpose” is an important issue, we feel it is covered adequately in ISAP 1A. No 

action was taken. 

  

Comment One commenter noted that it is important for the user to understand where risk-

modelling assumptions include caution or optimism and, therefore, such provisions 

should be noted in the standard. 

Response We believe this is of general relevance to all actuarial services and is thus more 

appropriately handled in ISAP 1 and ISAP 1A. No action was taken. 
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III. Summary of general comments received and our responses  

Responses were intended both to assist the ASC and its ISAP 5 Task Force in taking a consistent 

approach to the comments received and to assist readers of this document in getting a thorough 

view of both the comments received and how they were addressed.  We thoroughly considered each 

comment.  We believe that the edits made to the ED, as detailed in section IV of this report, 

demonstrate this. 

 
Comment One commenter suggested that there is a need for further clarity in ISAP 5 regarding 

what is explicitly in its scope and what is out of the scope due to it being covered in 

other standards. Topics would include model scope, data quality, parameterization 

methodology, general provisions on model structure and theory, statistical quality 

standards and model calibration. This commenter also noted that the level of detail 

of the document seems mixed in that there are specific provisions for stress and 

scenario testing (a modelling approach) but no general provisions on various areas 

as noted above, and no specific provisions on stochastic modelling (another widely 

used modelling approach). 

Response Regarding the commenter’s first point, ISAPs are designed to provide guidance 

collectively and are drafted to avoid repetition. The topics such as data quality, 

statistical quality standards and model calibration are addressed in ISAP 1A. Other 

topics such as model scope, parameterization methodology and general provisions 

on model structure and theory are more appropriately addressed in educational 

material. No action was taken. 

Regarding the commenter’s second point, we agreed that stochastic modelling is a 

valuable tool that has application beyond merely enterprise risk modelling. In this 

context, appropriate guidance for this and other broadly applicable techniques’ 

governance is provided in ISAP 1A. Regarding ISAP 5, in response to other 

commenters’ suggestions detailed below, we have moved a modified list of 

considerations formerly in 2.4.1. to 2.3.2. to provide guidance for all enterprise risk 

modelling, not solely for stress tests and scenario tests. As suggested by the 

commenter, we believe this provides better balance in the ISAP between 

stress/scenario tests and other useful enterprise risk modelling techniques. 

  

Comment One commenter felt that the ISAP is written assuming the actuary can 

independently choose methods and assumptions whereas the actuary may be 

working under the instruction of another person (who may or may not be an 

actuary) and who is ultimately responsible for the ERM model. The commenter 

was concerned that the ISAP places a responsibility on the actuary to reconcile the 

model in question to other models / stress tests developed by the same company, 

even if the actuary had no input in the design, calibration or use of the other 

models. 

Response This issue was also raised in the ISAP 1A Consultation Report. We believe this is 

an ISAP 1 issue.  It is addressed in ISAP 1 1.4.3., but that subparagraph should be 

reviewed when ISAP 1 is next revised as that paragraph of ISAP 1 considers a 

team of actuaries only. No action was taken. 
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Comment Two commenters felt that the current draft seems to have too much focus on stress 

and scenario testing. Also, it was noted that there was a lack of guidance with 

respect to i) testing that models are appropriate and validated and ii) requiring that 

the methods used in the models or their architecture are adequate. 

Response In response to these commenters’ observation, we have moved a modified list of 

considerations formerly in 2.4.1. to 2.3.2. to provide guidance for all enterprise risk 

modelling, not solely for stress tests and scenario tests. We believe this provides 

better balance in the ISAP between stress/scenario tests and other useful enterprise 

risk modelling techniques.  

Regarding the second observation, we point out that there is significant guidance 

on model validation and appropriateness provided in ISAP 1A. No action was 

taken. 

  

Comment One commenter felt that some of the content of ISAP 5 might have been better 

placed in ISAP 1A “provided it does not incorporate too much expectation on the 

actuary working with simple models”. The commenter also suggested the 

Introduction could note that, although actuaries have a key role in ERM, it is 

beneficial for ERM teams to be multi-disciplinary to avoid one perspective 

dominating. In addition, this commenter suggested that ISAP 5 should focus on 

insurance company modelling as a whole, differentiating clearly between solvency 

and ERM and making clear how they are related (“For example, is one a subset of 

the other?”).  

Response We believe incorporating some of the guidance from ISAP 5 into ISAP 1A would 

lead to precisely the problem the commenter has identified. ISAP 1A addresses all 

models while the guidance in ISAP 5 was developed for actuaries involved with 

ERM Models for Insurers. While it is true that some of this guidance may also 

apply to modelling other than ERM, it clearly would not be appropriate for all 

model applications. We feel that this guidance should remain in ISAP 5 and no 

action was taken. 

While we agreed that there is value in taking a multi-disciplinary approach to the 

ERM process, we do not think this observation is guidance to be included in a 

standard and no action was taken. 

We believe that solvency modelling and ERM modelling are neither mutually 

exclusive nor subsets of each other. There is clearly overlap. As outlined in the 

Statement of Intent that was approved by Council, ISAP 5 focuses on Insurer 

Enterprise Risk Models. As such solvency modelling is discussed solely in this 

context. It is not in the approved scope that we address “insurance company 

modelling as a whole”. We believe this is the appropriate approach and have taken 

no action. 

  

Comment One commenter encouraged that there be strong alignment between this ISAP and 

ISAPs 1A and 6 (currently under development). Also they mentioned that this 

ISAP uses the term “organization” throughout and suggested using the term 

“entity”, a defined term, for greater consistency with other ISAPs. 
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Response We note that the same Task Force charged with developing ISAP 5 is also in the 

process of creating ISAP 6 and they are very aware of the need for alignment of 

these ISAPs and ISAP 1A. 

We recognize the value of using consistent terminology and have reviewed the 

document and inserted “insurer” as the preferred choice where appropriate. 

  

Comment One commenter suggested that the word “enterprise” is not necessary in the name 

or the scope of this standard as requirements could equally apply to risk modelling 

that is not enterprise-wide, or that models just an individual risk item (e.g. 

insurance risk). 

Response The exposure draft of ISAP 5 is based upon the Statement of Intent that was 

approved by Council. As such, the scope is precisely described as guidance for 

Insurer Enterprise Risk Models. While we agreed that there is much guidance 

included that may be applicable to other modelling applications, this ISAP is 

specific with respect to ERM models for insurers. No action was taken. 
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IV. Paragraph by paragraph summary of the main comments received and our responses. 

Many commenters suggested editorial changes to the ED. We have considered all such suggestions 

and adopted those that we felt improved clarity. Such suggestions are not detailed below. 

Preface  

Comment One commenter suggested that the preface include the latest approved version of the 

wording, “This ISAP is a model standard of actuarial practice and, as such, is not 

binding on any actuary.”  
  

Response We agreed and the change was made. 
  

Introduction 

Comment One commenter suggested a number of editorial clarifications.  
  

Response We reviewed the suggestions and a number of editorial changes were made. 

 

Paragraph 1.1. 

Comment Several commenters provided minor language or grammar edits.  

Response We considered these comments and made the appropriate changes. 

  

Comment One commenter suggested that a requirement of legislative and regulatory compliance 

be added. 

Response 

 

While ERM work at times involves regulatory work, ERM applications are much 

broader than this specific purpose. We believe this list is appropriate as it stands and no 

action was taken. 

  

Comment One commenter questioned why the standard was limited to insurance entities. 

Response 

 

The ISAP 5 Statement of Intent (SOI) approved by Council has directed the ASC to 

develop a standard that focuses on “Insurer Enterprise Risk Models”. No action was 

taken. 

  

Comment One commenter observed that in addition to “development and use “, the draft ED for 

ISAP 1A also references the activities of “selecting” and “modifying” models and 

suggested that the guidance would be improved if the references to the activities of the 

actuary were consistent between the ISAPs. 

Response 

 

We noted the validity of this comment and made changes to establish consistency 

between the ISAP 1A and ISAP 5 

  

Comment One commented questioned the use of the word “report”. 

Response  
“Report” is hyperlinked to the definition in the ISAP Glossary and we believe it covers 

the use described in this ISAP. No action was taken. 



International Actuarial Association Actuarial Standards Committee 

 

ISAP 5 – Insurer Enterprise Risk Models 

Report on Treatment of Comments on Exposure Draft 

 

 Page 14 of 20 

          Paragraph 1.2.  

Comment 

 

One commenter suggested that this ISAP should apply only to the most senior actuary 

in a team with clear responsibility for supporting an ERM process and not all actuaries 

involved in the process. 

Response 

 

We disagreed. As a key element of professionalism, standards are intended to be 

applicable to all actuaries involved in a process. While the degree of that involvement 

may vary among different actuaries (and non-actuaries), we believe that all actuaries 

are responsible for complying with the appropriate portions of standards which apply to 

their role in the provision of the actuarial services. This issue was also raised in the 

ISAP 1A Consultation Report. We believe this is an ISAP 1 issue.  It is addressed in 

ISAP 1 1.4.3., but that subparagraph should be reviewed when ISAP 1 is next revised 

as that paragraph of ISAP 1 considers a team of actuaries only No action was taken. 

  

Comment 

 

Two commenters observed that there appeared to be multiple categorizations / 

definitions of ERM models. 

 

Response 

 

We agreed that there is a need for more clarity and consistency. We have added a 

definition of “Enterprise Risk Model” to the Glossary and edited the text in the 

Introduction and Section 1 to maintain consistency among references to ERM models. 

  

Comment One commenter pointed out that the definition of “actuarial services” uses the term 

“actuarial considerations” and this term could be interpreted in a number of ways. 

Response We believe that this is an ISAP Glossary issue that applies to all ISAPs, not just ISAP 

5. We referred this issue for discussion at the ASC and no action was taken on ISAP 5. 

  

Comment One commenter observed that ISAP 1A also references the activities of “selecting”, 

“modifying”, and “building” models and suggested that clarity would be improved if 

the references to the activities of the actuary were consistent between the ISAPs. 

Response We agreed and modified the text to be consistent with the proposed changes in ISAP 

1A. 

  

Comment One commenter suggested that the ISAP be restricted to “regulatory purposes” and that 

the term “enterprise” be removed as a modifier of “risk model”. 

Response The ISAP 5 Statement of Intent (SOI) approved by Council has directed the ASC to 

develop a standard that focuses on “Insurer Enterprise Risk Models” that will be 

applicable beyond merely “regulatory” purposes. No action was taken. 
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Paragraph 1.3. 

Comment One commenter suggested that the more recent version of this paragraph be used. 

Response We agreed and the change was made. 

  

Comment One commenter suggested that “and ISAP 1A” be added to the last sentence. 

Response We agreed and the change was made. 

 

Paragraph 2.1.  

Comment Two commenters suggested that an understanding of the internal business model 

should also be emphasized in both 2.1.1. and 2.1.3. 

Response We agreed and the phrase “business management” was added. 

  

Comment Two commenters suggested that the phrase “risk management system” in 2.1.3. be 

replaced in the interest of clarity.  

Response We agreed and the phrase “framework and approach” was substituted. 

  

Comment One commenter suggested that the disclosure mentioned in 3.1. be made clear here. 

Response We agreed and the addition was made. 

  

Comment Several commenters provided minor language or grammar edits. 

Response We considered these comments and made appropriate changes 

  

Comment Two commenters suggested that 2.1.4. is contained in ISAP 1 and does not need to be 

repeated in ISAP 5. 

Response We agreed and 2.1.4. was eliminated. 

  

Comment One commenter questioned the need in 2.1.3. to highlight any inconsistencies between 

2.1.1. and 2.1.2. 

Response 

 

We believe that, if there has been an inconsistency between the stated ERM goals and 

the performance of the organization, there is a higher level of uncertainty around 

projections of management actions into the future.  Therefore, we felt that this guidance 

is necessary and no action was taken. 

 

Paragraph 2.2. 

Comment Two commenters suggested that this topic is covered sufficiently in ISAP 1 and should 

not be included here. 

Response 

 

 

ISAP 1, paragraph 1.5.2. refers to “the scope of the decision or the assignment to which 

it relates and the benefit that intended users would be expected to obtain from the 

work.” We believe that, in addition, the diverse risks analyzed within ERM models also 

deserve proportionality consideration. No action was taken. 
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Paragraph 2.3.  

Comment Several comments provided minor language or grammar edits. 

Response We considered these comments and, where appropriate, made changes 

  

Comment One commenter suggested adding “the purpose of the modelling” to the list of 

considerations.  

Response While we agreed that this is relevant, we believe it is covered thoroughly under ISAP 

1A, Section 2. No action was taken. 

  

Comment 

 

One commenter suggested adding the phrase “or advising on the choice of” to the first 

sentence of 2.3.1. The commenter also suggested adding the phrase “or advised” to the 

last sentence of this paragraph after “The actuary’s chosen…”. 

Response 

 

We felt the first suggestion was an improvement and made the change. Regarding 

modifying the last sentence of 2.3.1., we felt that the wording was broad enough as it 

stands and no action was taken. 

  

Comment 

 

One commenter suggested adding 2.3.1. “(d) Risk mitigation techniques and 

limitations to these techniques. For example, reinsurance and hedging.”  

Response We felt the suggestion was an improvement and made the change. 

  

Comment Five commenters suggested that 2.3.2. did not provide adequately for the recognition of 

anticipated future changes. 

Response We agreed and made the appropriate changes. 

  

Comment One commenter suggested adding a reference to “internal policies and requirements” in 

the list in 2.3.1. 

Response We believe reference to “internal policies” improves the guidance and added the term. 

  

Comment One commenter suggested that it should be made explicit that paragraph 2.3.2. requires 

actuaries to assess the validity of regulatory prescribed models like the standard 

formula under Solvency II or the definition of the EIOPA yield curve. 

Response 

 

We believe that this would be too specific and prescriptive for a broad ISAP on 

“Insurer Enterprise Risk Models”. No action was taken. 

  

Comment One commenter suggested that a new subsection (2.3.3.) should be added to discuss 

setting assumptions under a different paradigm, namely using Bayesian networks with 

past data. 

Response We believe the current wording appropriately addresses the issue of working with 

historical data and no action was taken. 
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Comment One commenter felt that there should be explicit guidance for “qualitative” and 

“difficult to quantify” risks. 

Response We believe that the current wording provides guidance which also addresses these 

issues. No action was taken. 

  

Comment One commenter suggested that any differences between the guidance provided in ISAP 

5 and the specifications in Solvency II should be highlighted and explained. 

Response 

 

ISAP 5 has been drafted as guidance for “Insurer Risk Management Models” and 

comparisons to Solvency II or any other regulation/legislation would be beyond its 

scope. No action was taken. 

  

Comment One commenter questioned the use of the term “policy language”. 

Response We agreed and changed “policy language” to “policy wording”. 

  

Comment One commenter suggested adding to the list in 2.3.1. the phrase “d. Other relevant 

matters” since they felt that the list, as it appears, may be thought of as exhaustive. This 

commenter also suggested that “co-dependencies” should be considered in 2.3.2. 

Response 

 

We recognize that the list may be interpreted as exhaustive and, therefore, changed the 

wording of the lead paragraph to “the actuary should consider factors including but not 

limited to the following:”. We also agreed that a reference to co-dependencies would 

improve the guidance and added appropriate wording to the end of 2.3.3. 

  

Comment One commenter felt that “reserving requirements” could be deleted from 2.3.1. “as they 

are a sub-set of regulatory requirements.” 

Response 

 

We believe that there are other audiences for reserving (e.g., rating agencies) beyond 

just regulators. No action was taken. 
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Paragraph 2.4. 

Comment Three commenters suggested that the considerations defined in 2.4.2. could apply as 

well to all enterprise risk management modelling techniques, not just stress tests and 

scenario tests. 

Response As mentioned above in our discussion of General Comments, we have moved a 

modified list of considerations formerly in 2.4.1. to 2.3.2. to provide guidance for all 

enterprise risk modelling, not solely for stress tests and scenario tests. As suggested by 

the commenters, we believe this provides better balance in the ISAP between 

stress/scenario tests and other useful enterprise risk modelling techniques. 

  

Comment One commenter suggested that 2.4.1.e. read “Requirements of law and, where 

relevant, any supervisory and regulatory requirements”.  

Response The definition of “law” in the ISAP Glossary incorporates this concept. No action was 

taken. 

  

Comment One commenter questioned whether 2.4.2. referred to all stress and scenario tests 

contemplated, not just the ones that were actually used to develop results. 

Response We believe that the wording and context is clear that this level of disclosure is required 

only for those tests that are utilized to produce results. No action was taken. 

  

Comment One commenter suggested that the phrase “or advising on the construction of” be added 

to the first sentence. 

Response We agreed and added the phrase. 

  

Comment Nine commenters observed that the sentence in 2.4.1., “The assumptions can be 

considered reasonable only if the impact of the stress(es) applied is significantly 

adverse and the occurrence of the stress(es) is plausible” is vague, may be 

misunderstood and is not appropriate guidance. 

Response We agreed and have deleted this sentence.  

  

Comment One commenter suggested that “stress and scenario testing is a form of risk modelling 

and hence that the requirements for stress testing and scenario testing should be 

consistent with the requirements for risk modelling” and that ISAP 1 and ISAP 1A 

would be sufficient. 

Response 

 

While we are committed to avoid redundancy in developing ISAPs, we believe that 

stress testing and scenario testing play unique and very important role in Enterprise 

Risk Modelling. As such, specific guidance for these techniques is appropriate and 

should be included in ISAP 5. No action was taken. 
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Comment One commenter suggested that “the actuary should check if the model used to perform 

the stress test is valid for this purpose.”  

Response We note that validation is addressed in ISAP 1A. No action was taken. 

  

Comment One commented suggested that the following disclosure requirement be added to 2.4.2.: 

“The nature of the interactions or dependencies which have been assumed among the 

components of the stress test or scenario test” for the benefit of other actuaries and 

users of model output/documentation.   

Response 

 

We agreed that Co-dependency is an important consideration and it has been included 

in 2.3.3. 

 

Paragraph 2.5. 

Comment Two commenters suggested adding a phrase for enhanced clarity in the first sentence. 

Response We agreed and added the phrase “for different purposes”. 

  

Comment One commenter suggested that when external models and their outputs are used, 

additional care needs to be exercised to gain assurance that there is adequate and 

appropriate understanding of the modelling and its limitations so that outcomes can be 

appropriately interpreted and communicated.    

Response 

 

We agreed that this comment is valid but point out that this issue is covered in ISAP 

1A. No action was taken. 

  

Comment 

 

Five commenters suggested that the term “reconciliation” in the second sentence was 

unclear and should be replaced. 

Response We agreed and the term “explanation” was substituted. 

  

Comment One commenter suggested that a principal may or may not want the actuary to perform 

an assessment of the differences resulting from using multiple models undertaken. 

Response We believe that this assessment is important information to the intended user and that 

this is necessary guidance to an actuary providing a professional service. No action was 

taken. 

  

Comment Two commenters suggested that in many cases (e.g. large entities) the actuary may not 

have access to enough information to perform an assessment of every model that is 

used 

Response We recognize the issue and have added the phrase, “Where practical,” to the beginning 

of the second sentence. 

  

  



International Actuarial Association Actuarial Standards Committee 

 

ISAP 5 – Insurer Enterprise Risk Models 

Report on Treatment of Comments on Exposure Draft 

 

 Page 20 of 20 

 

Paragraph 3.1.  

Comment Two commenters suggested that the phrase “risk management system” in 2.1.3. be 

replaced in the interest of clarity. 

Response We agreed and changed “system” to “framework and approach” and in 2.1.3. We have 

also made the corresponding change in 3.1.1. 

  

Comment Five commenters suggested that the multiple use of the term “reconciliation” in this 

section was unclear and should be replaced. 

Response We agreed and changed the term to “explanation” in each instance. 

  

Comment 

 

One commenter suggested that the phrase “and ISAP 1A Section 3. Communication” 

be added to the first sentence. 

Response We agreed and made that change. 

 

 

Glossary 

  

Comment One commenter suggested that a definition of “Enterprise Risk Model” be added to the 

Glossary. 

Response We agreed and the definition has been included in the revised Glossary. 

  

Comment One commenter suggested that some editorial changes be made to the definition of 

“Model” as proposed by the ISAP 1A Exposure Draft. 

Response We forwarded this to the ISAP 1A Task Force for their consideration. 

  

Comment 

 

Two commenters suggested minor editorial changes to the definitions of “Scenario 

Test” and “Stress Test”. 

Response We reviewed these suggestions but believe that the current definitions are appropriate. 

 
 




