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Agenda

Introduction

Feedback from initial reviews

Lloyd’s approach to the ‘Use’ test

Syndicate 999 - Risk appetite

Table discussions and play back/Q&A

Next steps



© Lloyd’s3

Introduction
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Progress to date on workstream

Governance & Use

• Fit & Proper

• Internal Control

• Outsourcing

• Governance & 
Board operations

• Risk Governance 
(including model 
governance)

Risk Process & Use I

• Internal Audit

• Risk Appetite

• Model Change Policy

• Model 
Scope/Coverage

Risk Process & Use II

• Identification, 
assessment, control 
& mitigation

• Monitoring & 
reporting

• Actuarial function

• Use test wrap up

You are 
here

Governance, Risk 
Management & Use

► Governance & Use

► Risk Process & Use I

► Risk Process & Use II

ORSA

NOV DECSEP OCTFeb Mar APR May AUGJUN JUL

► Additional 
     Submissions

ORSA & Use test
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Today the focus is on Governance, Risk 
Management & Use workstream …

First workshops held 1 & 3 March

Evidence template issued 28 February and scoring expectations re-
issued 31 March

scoring updates submitted by agents early March (as at Q4 2010) 
and 6 May (as at Q1 2011)

first iteration of evidence templates submitted by agents 31 March

Lloyd’s reviews of outsourcing and internal control completed and 
feedback ongoing

Governance & board ops and risk governance reviews commenced

initial documentation request 

offer of walkthrough sessions
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... but strong links with other workstreams

Internal Model SCR

model scope and model governance

calculation of operational risk

Technical Provisions 

actuarial function 

Model validation

scope of validation covers governance and use test

Documentation and final application

Board understanding and sign off on “application”
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Agent self assessment – Q1 2011

General Governance

Fit and Proper

Risk Management
Key

Expected score

50% of scores

Range of scores

Mean score

Latest self assessment scores

Internal Control

Internal Audit

Actuarial Function

Outsourcing

Risk Coverage

Use Test

Model Governance

Model Change Policy

ORSA process

ORSA outcomes

ORSA documentation

1 2 3 4 5 6 7 8 9 10
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feedback from 
initial reviews
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Outsourcing – Review findings
Explicit definition of Outsourcing, a definition provided by the FSA is:

"an arrangement of any form between a firm and a service provider by 
which that service provider performs a process, a service or an activity 
which would otherwise be undertaken by the firm itself."

Group arrangements:

Written agreements must be in place. 

Ability to choose service provider.

Further definition could also be included within the policy statement on:

Due diligence assessment process. 

Performance reporting.

Sufficient in house competence. 

Auditing outsource activities.
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Our expectation is that EIOPA will resolve 
that delegated underwriting will constitute 
outsourcing

• Important to use existing documentation on these arrangements. 

• Reference in outsourcing policy to existing documentation.

• However, it may prove necessary for those procedures and policies for 
delegated underwriting to be amended in light of Solvency II 
requirements. 

• Certain market wordings may also need amendment. 
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Internal Control – Policy – Review findings

Is one required?

Quality of policies varied a lot.

A good Internal Control Policy:

Holistic view

Ensures coverage of controls

Demonstrates how control is embedded

Ongoing reporting

Reduces key person risk

Details roles and responsibilities
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Internal Control – Compliance Plan

Quality of plans varied a lot. 

Good plans included 3 key elements:

A schedule and explanation of Business as Usual Testing activity

A schedule and explanation of Business as Usual Monitoring 
activity 

Project Activity

Compliance Authority generally could be better defined.
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Other frequently asked questions

How much work needs to be done beyond business continuity 
planning on risk mitigation/contingency plans?

Are significant changes expected to the fit and proper checks 
undertaken to meet the needs of Solvency II?

To what extent do we expect formal responses to our report 
recommendations?

Will the ratings in the reports change once recommendations have
been addressed?

How is our FSA interaction going to work in this workstream?



© Lloyd’s14

What next?
Documentation requests and/or workshop type meetings have been 
set up for the following review programmes:

Governance and Board Operations

Risk Governance, including model governance

Phase 2 of the review programme will look at the following key areas:

Internal Audit

Risk Appetite

Model Change Policy

Model scope and risk coverage

Initial communications with regard to these reviews will take place in 
June.
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What work have you currently completed on 
ensuring delegated authorities and TPA’s are 
appropriately covered by the Outsourcing 
framework?

A. Fully completed 

B. Have separate documentation for 
delegated underwriting, but need to 
cross reference this within 
Outsourcing Policy. 

C. Referenced within draft version of 
Outsourcing Policy.

D. Thought about how it may work but 
not documented anything yet.

E. None

17 May results 18 May results

12%

A

55%

B

24%

C

8%

D

0%

E

13%

A

41%

B

23%

C

13%

D

10%

E
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Lloyd’s 
approach to the 
‘use test’
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Use Test 
Requirements  

Use test requires the Internal Model to be widely 
used in and play an important role in…

Risk management system

Decision making

Economic & solvency capital assessment & 
allocation processes

EIOPA guidance provides a principle based 
approach: Foundation Principle & 9 other Principles

…use of the internal model shall be sufficiently material to result in 
pressure to improve the quality of the internal model…
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Use Test 
Lloyd’s approach 

Key Aims:

Internal model is embedded in the 
business

Sufficient evidence to demonstrate 
use of the internal model 
(especially for application process)

Use of the internal model results in 
change / improvement

Identify uses

feedback

Apply mi / 
analysis
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Use Test 
Alignment to principles  

foundation 

principle

The undertaking's use of the internal model shall be 
sufficiently material to result in pressure to improve the 
quality of the internal model.

P1 Management shall be able to demonstrate understanding of 
the internal model

P2 The internal model shall fit the business model

P3 The internal model shall be used to support and verify 
decision-making

P4 The internal model shall cover sufficient risks to make it 
useful for risk management and decision-making

P5 The design of the internal model shall facilitate analysis of 
business decision

P6 The internal model shall be widely integrated with the risk 
management system

P7 The internal model shall be used to improve the risk 
management system

P8 The integration into the risk management system shall be on 
a consistent basis for all uses

P9 The SCR shall be calculated at least annually.  In addition, 
when there is a significant change to risk profile, 
assumptions or methodology, or where up-to-date 
information is required

trainingceiops Principle feedbackdesign mi
identify 

uses
apply mi
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Use Test 
Identifying key uses

Iterative process, considering:

Significant business processes/decisions

Significant risk inherent in the business

Risk committee reporting requirements

Led by Risk Management with active 
business role

Output:

Specification for the build of the model

Prioritised list of uses of the model

Annual review of model uses

Identify uses

feedback

Apply mi / 
analysis
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Example 1
Lloyd’s uses 

A ‘manageable’ number of uses identified, debated and agreed upon, for 
example:

Monitor & manage investment risk for Central Fund assets

Monitor & manage catastrophe exposures

Benchmark syndicate SCRs

A number are Corporation specific

Extent to which each is embedded within the business a key focus:

Catastrophe Risk

Investment Risk
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Use Test 
Design & Develop MI

MI development jointly driven by Risk 
Management and Model development team

Outputs:

Development and production of 
appropriate MI for each use

Business area understanding of the 
outputs

Evidence supporting MI development 
process

Identify uses

feedback

Apply mi / 
analysis
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Use Test 
Applying MI

Model and results must be regularly 
discussed at relevant committees and Board

Evidence needs to demonstrate:

Use of model outputs as part of MI

Structured discussion and debate

Senior Management challenge

Use of MI to inform and improve 
understanding of risk profile and risk 
management system

Identify uses

feedback

Apply mi / 
analysis

Tr
a

in
in

g
to

 e
ns

ur
e 

ap
pr

op
ria

te
 u

nd
er

st
an

di
ng

 &
 c

ha
lle

ng
e 

of
 re

su
lts

 o
f L

IM
 1

4

Design mi
2

3

Ex
is

tin
g

N
ew



© Lloyd’s24

Example 2
Risk committee decision making 

Identify uses

feedback

Apply mi / 
Analysis

Design mi

training

Regulatory Guidance: Article 121 ….“the ability of the internal model to rank risk shall 
be sufficient”

Identified Use: 21. Key risk identification and measurement

Review outputs from risk management system, incl:
- Risk exposure, overall - Risk exposure, by risk type

Challenge, debate and ultimately decision using MI from the internal model 
Evidenced through meeting agendas, minutes and discussion / decision papers

Use and understanding of modelled data may provide insight into the risks and pressure to 
improve the internal model  
Weaknesses / improvements in internal model data feed back to modelling team

Objectives, Requirements & Delivery of appropriate training material for Risk Committee

Risk exposure – Overall (business impact)

“What impact could the risks Lloyd’s is taking have on earnings and/ or capital?”

Market earnings distribution (on a Solvency II basis)
Earnings for 2010 are more likely to experience 
volatility that in 2009.  Whilst a 1 in 10 ‘good year’
would yield the same overall earnings, 2010 
earnings are more at risk to downside events than 
2009, driven by…[detail to come in real pack]. 

In particular, similar market events that would have 
caused a £9m fall from plan in 2009 would 
currently cause a £62m fall from the 2010 plan, 
because of …[detail to come in real pack].

[comments and proposed action, if required]

0%
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6%

8%

10%

12%

14%
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18%

20%
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Earnings From plan Earnings From plan
Plan 73 55
1/10 good year 85 + 12 83 + 28
1/10 bad year 64 -9 -7 -62

2009 2010

Risk exposure – Individual risk types (asset risk – EXAMPLE)

“What impact could the asset risk Lloyd’s is taking have on earnings and/ or capital?”

Asset value at risk Asset composition

30%

25%
15%

10%

5%

15%

LoCs, 15%

Other, 10%

Equities, 10%

FI - Corporate, 20%

FI - Government, 20%

Cash and MM, 25%

0

10

20

30

40

50

60

Actual 1/10 yr 1/200 yr Actual 1/10 yr 1/200 yr

PTF FAL CF

The assets across the Chain of Security have shifted towards riskier asset classes, 
in particular driven by a reallocation away from sovereign debt into highly rated 
corporate bonds.

[comments and proposed action, if required]

With the current asset portfolio, a 1 in 10 year financial market shock would erode 
£x MM of value, y% more than at the same point last year

[comments and proposed action, if required]

2009 2010

2009
(inner circle)

2010
(outer circle)
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Use Test
Feedback

Use of the internal model can create 
opportunities to improve the model itself

Formalising the feedback loop ensures that 
potential improvements and changes are 
captured

Feedback inputs to both the model and the 
risk management system

Documentary evidence supports the process 
on an ongoing basis

Identify uses

feedback

Apply mi / 
analysis
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How many uses are you considering to 
evidence compliance with the requirements?

A. 0 - 3

B. 3 - 10

C. 10 - 15

D. Greater than 15

E. We are not sufficiently progressed 
to identify a number.

17 may results 18 may results

0%

A

64%

B

26%

C

5%

D

5%

E

10%

A

69%

B

8%

C

2%

D

10%

E
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Syndicate 999

Risk Appetite
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Syndicate 999 – Reminder of Characteristics
Gross premium income = £350m, 

ICA = £200m

Net claims reserves = £500m

Four main classes of business

Newly formed Risk Committee, meeting since October 2010, 
reporting to the Board, chaired by the CEO.

Board consisting of 4 Execs, 2 INEDs, 1 Group NED.

Risk Management Function reports via the CRO, a Board member.

Co-source arrangement for Internal Audit

Managing agency of Syndicate 999 has an overseas parent and a 
mix of corporate and private capital providers
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Risk appetite – Overall approach

Step 1. 

define

Step 3. 

approve

Step 2. 

debate

step 4. 

monitor

Risk Appetite 
Key points

An articulation of the target level of risk for the business

Linked to the strategic aims of the firm

Defined via a set of “statements”, each with associated “metrics”

Each key risk area has a defined level of risk appetite

Aligned to Solvency II capital setting categories

Focus on material risks (not every risk on register has an appetite)

In some cases, more than one statement applies to a single risk

Monitored through regular management information

Risk dashboard which is intended to highlight to the Board/senior management where its 
focus should be.

Detailed information is included within routine reporting

Quantitative and qualitative measures used and have associated RAG indicators
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Risk appetite – Define framework

Risk register 
risks Statement Metrics / 

KRIs
RAG 

thresholds

Category 1

Solvency II Risk 
Category

Category 2

…

Risk 1.1

Risk 1.2

Risk 2.1

Statement Metric 1

Metric 2

Metric 3

Action required

Monitor closely

Risk level ok

Detailed risk appetite statements…

…Supported by a clear governance framework

…

Framework 
Document

Category n Risk n

Ownership
(1st and 2nd line)

Governance and 
review

Monitoring and data 
sources

1.  Define

Filter key 
risks

Risk 1.1

Risk 1.2

Risk 2.1

…

Risk n
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Risk appetite – Example

1.  Define

Reinsurance 
purchase strategy
Reinsurance 
manager monitoring
Peer Review

Maximum net line 
limits per underwriter
Signed underwriting 
authority limits

Benchmark pricing/ 
price modelling
Peer review
Independent expert 
review

Key Controls

less than 35%

No line limited 
exceeded

More than 95% of 
required peer 
reviews completed 
in under 5 days

All classes 
underwriting at at
least 95% of 
technical price

35% to 40%

Any underwriter 
exceeding their 
maximum net line 
limit

90% to 95% of 
required peer 
reviews completed 
in 5 days or less

Any one class 
underwriting in last 
quarter at 90% to 
95% of technical 
price

Any one class 
underwriting in last 
quarter at less than 
90% of technical 
price

Underwriting as a 
proportion of modelled 
technical price (class 
and syndicate whole 
account basis)

Underwriting 
Benchmark Pricing 
Reports
Triangulations
Peer and 
Independent Review 
Findings

Aim to make an average 
underwriting profit of at least 
5% return on capacity over a 5 
year period Less than 90% of 

required peer reviews 
completed in 5 days 
or less

Proportion of peer 
reviews completed 
within required 
timescale

Any net line of over 
£10m

Net line per underwriter 
exceeded

Large and 100% 
Lines Report
Underwriting Income 
Reports by Class, 
Performance against 
Plan

Our maximum net retention 
any one risk will always be 
limited to £10m (or currency 
equivalent).  Maximum gross 
lines will therefore be limited 
by this and our appetite for 
reinsurance purchase

more than 40%

Percentage of income 
spent on reinsurance, 
by line, class or whole 
account

Large and 100% 
Lines Report
Underwriting Income 
Reports by Class, 
Performance against 
Plan
Class Underwriter 
reports
Reinsurance Resume

No appetite for ceding more 
than 40% of income any one 
line or class, or of syndicate 
total

Risk Appetite Routine Reports Key to Indicators (RAG Rated)Key Control 
Indicator

Underwriting and Claims Committee
Board

ROUTINE REPORTING FORUM

Inappropriate underwriting activitiesIndividual Risks in the Risk Register

Active UnderwriterRisk Owner

UnderwritingSolvency II Risk Category



© Lloyd’s32

Risk appetite – Debate and Approve

2. Debate
3.  Approve

Several iterations undertaken with the Risk Committee

Board presented with following information for each statement:

Risk area

Specific risk

Risk appetite statement

Metric

Supporting data

Board went through 2 iterations of information prior to approval.

Risk Committee

BOARD

BOARD APPROVAL
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Risk appetite – Monitor

4.  Monitor

IT DirectorNo material failuresIT downtimeO
p

er
a

tio
n

a
l 

R
isk

Compliance Officer

5Number and quantum of 
complaints

0Adverse findings from 
regulatory review

19.50%Proportion of equities

M
a

r
k

et 
R

isk

3.50%Projected return

Cr
ed

it 
R

isk
IN

SU
R

A
N

CE R
ISK

NILUnapproved Intermediaries

Finance Director
55%30%15%

Aged premium: over 6 mos, 3-6 
mos, under 3 mos

20% Above Property 
Treaty, 20% Below on 

Marine Liability
26% Below SyndicateIncome against Plan

7.3%
Portion of Income on Delayed 
Bordereaux

42% in Marine Liability 
Account

40% Limit on R/I Spend

$21m: F Bloggs$21m; Marine CargoMAX Net Lines

93% on Syndicate Whole 
Account Basis

55% in Marine Liability UnitPeer Reviews Completed

ACTIVE UNDERWRITER

98.1%Technical Pricing

OwnerGreenAmberRedRisk Area
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On the basis of the evidence provided, where 
would you score Syndicate 999 on risk 
appetite?

A. 6

B. 7

C. 8

D. 9

E. 10

17 may results 18 may results

6%

A

26%

B

41%

C

26%

D

2%

E

9%

A

23%

B

51%

C

12%

D

5%

E
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Which element of the risk appetite framework 
implementation is causing most issues?

A. Defining an overall risk appetite 

statement

B. Defining the associated key risk 

indicators

C. Agreeing on appropriate risk 

tolerances

D. Developing robust committee 

reporting

E. Getting it all done in time!

17 may results 18 may results

14%

A

9%

B

49%

C

19%

D

9%

E

8%

A

10%

B

31%

C

20%

D

31%

E
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How many risk appetite metrics are you 
currently proposing that your Board actively 
monitors?

A. 0 - 3

B. 3 - 5

C. 5 – 10

D. Greater than 10

E. We are not sufficiently progressed 

to identify a number.

18 may results17 may results

0%

A

10%

B

38%

C

35%

D

17%

E

5%

A

7%

B

45%

C

40%

D

2%

E



© Lloyd’s37

Group 
Discussions
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Suggested topics for discussion

What approach have you undertaken to risk appetite definition? 

Are there alternative approaches to those outlined

How well progressed is committee reporting

What progress has been made in evidencing compliance with Use 
Test requirements?

Definition of uses

Agreeing key areas and defining appropriate processes

What other areas in relation to Governance, Risk Management and 
Use and proving problematic?

How well defined is the model governance process?
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Roundup and 
Questions
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next steps
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Next Steps
Slides will be made available on lloyds.com after both workshops

ideas welcome via your account manager, risk executive or via 
solvency2@lloyds.com

Updated Q1 scores will be reviewed and questions raised with agents 
together with any request for supporting evidence/rationale  

Second iteration of Governance, Risk Management & Use evidence 
templates due end June

Next Governance, Risk Management & Use workshops – 23 & 24 August 

Other upcoming sessions:

IMSCR & TPs – 13 & 17 June

Balance Sheet & Reporting and Disclosure – 22 & 23 June

Finally, before you go, a request for feedback ...
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How useful have you found today’s 
session?

A. Very useful and we have clear 

expectations for the next 3 months.

B. Useful, but greater technical 

guidance would have been 

beneficial.

C. Useful, but greater detail on exact 

timing of reviews needed.

D. Not very useful.

E. I’m too polite to say!

17 may results

18 may results

36%

A

51%

B

9%

C

2%

D

2%

E

40%

A

36%

B

16%

C

6%

D

2%

E
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How have you found format of today’s 
workshop?

A. It was a good balance between 

presentation and discussion 

B. Would prefer less presentation 

and more discussion

C. Would prefer less discussion 

and more presentation

D. Other.

17 may results 18 may results

64%

A

11%

B

26%

C

0%

D

62%

A

0%

B

38%

C

0%

D
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What is your view on the review 
approach?

A. Structure of reviews has worked well and 
clear feedback provided

B. Would expect  more detailed questions 
at this stage

C. Would expect less detailed questions at 
this stage

D. Too much focus on documentation 
versus discussions 

E. I am not clear on feedback or outcome of 
review

17 may results 18 may results

50%

A

17%

B

7%

C

19%

D

7%

E

37%

A

9%

B

5%

C

35%

D

14%

E
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