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Section 1. General

1.1.
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1.2.1
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1.3.2
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Purpose

This FINNISH STANDARD OF ACTUARIAL PRACTICE 2 (FSAP 2) provides guidance

high degree of reliance on the report, its relevance, transparency of assumptions,
completeness and comprehensibility, including the communication of any uncertainty
inherent in the results stated in the report. In particular it does this by ensuring that the

- such information is presented in a clear and comprehensible manner.

This standard will contribute to ensuring consistent, efficient and effective practices within

consistent application of EU legislation.

Scope

standard by the the General Assembly of the Actuarial Association Society of Europe
Finland on 11 October 2016.

Underlying Principles

This FSAP is based on four principles, which should be borne in mind in any assessment of
compliance with this FSAP.

Solvency II regulations and guidelines.
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1.5.2

1.6

1.6.1
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professional conduct of the actuarial profession and with any applicable general actuarial
standards.

Materiality

A failure to follow the principles in this standard need not be considered a departure if it

Language

Some of the language used in all FSAPs is intended to be interpreted in a very specific way

understood to convey the actions or reactions indicated:

- “must” means that the indicated action is mandatory and failure to follow the indicated
action will constitute a departure from this FSAP.

the reason for not following the indicated action.

- “may” means that the indicated action is not required, nor even necessarily expected,
but in certain circumstances is an appropriate activity, possibly among other
alternatives. Note that “might” is not used as a synonym for “may”, but rather with its
normal meaning.

This document uses various expressions whose precise meaning is defined in section 2.

document. Headings are shown in bold whether or not they contain defined terms.
Cross references

When this standard refers to the content of another document, the reference relates to the
referenced document as it is effective on the adoption date as shown on the cover page of
this FSAP. The referenced document may be amended, restated, revoked or replaced after

applicable and appropriate to the guidance in this FSAP.



1.7 Effective Date

1.7.1.  This standard applies to actuarial services relating to an Actuarial Function Report

completed after 1 January 2017.
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Section 2. Definitions

The terms below are defined for use in this FSAP.

2.1

2.2

2.3
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2.12

2.13
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Actuarial Function (AF) - An administrative capacity to undertake the particular

components may be issued at different dates.

Actuary - Full member of the Actuarial Society of Finland.

AMSB - Administrative, management or supervisory body.

Conlflict of interest - Occurs when an individual or organisation is involved in multiple
interests, one of which could possibly corrupt the motivation for an act in the other or result
in work which is not, or is not perceived to be, objective and impartial.

Data - Data means all types of quantitative and qualitative information.

Intended user - Any legal or natural person (usually including the principal) whom the

Assessing whether something is material is a matter of reasonable judgement which
recommends consideration of the intended users and the context in which the work is

performed and reported (similarly materiality).

Model - A simplified representation of some aspect of the world. A model is defined by a
specification which describes the matters that should be represented and the inputs and the
relationships between them, implemented through a set of mathematical formulae and
algorithms, and realised by using an implementation to produce a set of outputs from inputs
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2.15

2.16

2.17

2.18
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experience.

Solvency II Directive - Directive 2009/138/EC.

exposure to such risks through the proceeds of a debt issuance or any other financing
mechanism where the repayment rights of the providers of such debt or financing

Undertaking - An insurance or reinsurance undertaking which has received authorisation to
carry out the business of insurance or reinsurance in accordance with Article 14 of the

Underwriting - The process of defining, evaluating and pricing insurance or reinsurance
risks, including the acceptance or rejection of insurance or reinsurance obligations.



Section 3.  Appropriate Practices

3.1

3.1.1

FSAP 2

General principles

THE ACTUARIAL FUNCTION REPORT and its CORE PARTS

(a) state which Actuarial Standards apply to the work that has been carried out and
whether the work complies with those Actuarial Standards;

(a) and (b) above.

THE ACTUARIAL FUNCTION

relevant knowledge and experience to fulfil the role.
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3.1.13
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3.2.1.1

3.2.1.2
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FSAP 2

CONTENT OF THE ACTUARIAL FUNCTION REPORT

Technical Provisions

Conclusions on adequacy and reliability of Technical Provisions

recommendations as to how these could be remedied.

The AFR should include the results of an assessment whether the Technical Provisions

should explain the potential sources of uncertainty and, where appropriate, illustrate
uncertainty by reference to possible scenarios.



3.2.2

3.2.2.1
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3.2.4
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3.2.5.2

3.2.53

3254
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Important information about Technical Provisions

extent possible, between best estimate and risk margin. A commentary on the impact on
the Own Funds of the main items of movement of Technical Provisions should be
provided.

Co-ordination of process

10



3.2.6

3.2.6.1

3.2.6.2
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3.2.7.1

3.2.7.2

3.2.73
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Methods and models

used in the calculation of options and guarantees included in insurance or reinsurance
contracts.

11



32.74

3.2.8

3.2.8.1

3.2.8.2

3.2.9

3.29.1
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3.3.1

3.3.1.1

3.3.1.2

33.13
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made in the determination of assumptions. These may include, but are not restricted to,
assumptions or interpretations made in relation to the following:
- contractual options and guarantees;
- policyholder behaviour;
- future management actions;
- amounts recoverable from counterparties;
insurance or reinsurance obligations; and
- obligations which might exist over and above contractual obligations.

Comparing best estimates against experience

commentary in this regard. It may assist understanding if this commentary distinguishes
between deviations which are judged to arise from volatility of the underlying experience

distinction is made.

Sensitivity analysis

Opinion on underwriting policy

Opinion on the overall underwriting policy of the undertaking

12



3.3.2

3.3.2.1

3.3.3
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proportionality.

Areas of consideration

the areas set out in 3.3.3 to 3.3.7.

Sufficiency of premiums

the business is exposed and the impact on the sufficiency of premiums of options and
guarantees included in insurance and reinsurance contracts.

Environmental Changes

business volumes and business mix.

Adjustments to Premiums

comment on the effect of systems which adjust the premiums policy-holders pay upwards
or downwards depending on their claims history (bonus-malus systems) or similar systems,
implemented in specific homogeneous risk groups.

Anti-selection

these risks.

13



3.3.7
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3422
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Interrelationships

Opinion on reinsurance arrangements

Opinion on the adequacy of reinsurance arrangements

reinsurance arrangements, including actions which might be taken to:

- eliminate inconsistencies in reinsurance coverage;

- reduce the risk of non-performance by reinsurance counterparties; and
- extend coverage of material risks.

standing of reinsurance counterparties.

14



343

343.1

3432

3433

3434

3.5
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352
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Effectiveness of reinsurance arrangements

in the ORSA. The scenarios might include:
- catastrophic claims experience;

- risk aggregations;

- reinsurance defaults; and

- reinsurance exhaustion.

The assessments should include indications of:
- the amounts recoverable from reinsurance contracts and SPVs; and
- the impact on the undertaking’s own funds.

The assessments should consider, if appropriate, the impact of reinstatements or renewal of
reinsurance cover and the potential unavailability of reinsurance cover.

Contribution to risk management

The AFR should describe the areas where the AF has made a material contribution to the

provide appropriate reference to reporting from the risk management function.
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