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Limitations and disclosures 

 For investment professional use only. Not for public use or distribution. 

 Past performance is not indicative of future results. Recipients must make their own independent decisions regarding any 

strategies or securities or financial instruments mentioned herein.  

 Milliman, Inc. does not make any representations that products or services described or referenced herein are suitable or 

appropriate for the recipient. Many of the products and services described or referenced herein involve significant risks, and the 

recipient should not make any decision or enter into any transaction unless the recipient has fully understood all such risks and has 

independently determined that such decisions or transactions are appropriate for the recipient.  

 Any discussion of risks contained herein with respect to any product or service should not be considered to be a disclosure of all 

risks or a complete discussion of the risks involved. 

 The recipient should not construe any of the material contained herein as investment, hedging, trading, legal, regulatory, tax, 

accounting or other advice. The recipient should not act on any information in this document without consulting its investment, 

hedging, trading, legal, regulatory, tax, accounting and other advisors.  

 Milliman, Inc. does not ensure a profit or guarantee against loss. 

 Nothing herein should be construed as a solicitation or offer or recommendation to buy or sell any security or to make any 

transaction.  The information contained herein is derived from sources who are believed reliable, but the accuracy of data or advice 

cannot be guaranteed.  No chart, strategy or tactic guarantees gains or losses.  No assurances can be given that objectives will be 

met. 
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Performance is hypothetical and does not represent the holdings of any particular investment. Past performance is not indicative of future results. 

There is no assurance that the investment process will consistently lead to successful investing. 

 



Key elements 
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 Key elements of the regulation focus on reducing risk in the asset portfolio 

 

 Risk management 

 Investment committee 

 Asset portfolio construction 

 Scenario and stress testing 

 

 Asset valuation 
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Investment committee 
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 Developing a sound investment policy and ensuring that it is implemented 

efficiently and effectively 

 

 Investment policy 

 Asset allocation guidelines and return objectives 

 Key risks and risk tolerances 

 Strategies for risk mitigation 

 

 Implementation 

 Actual policy execution performed by teams outside of the committee 

 Implementation monitored through regular review by committee 
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Diversification and concentration limits 
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Key risks 
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 Diversification and concentration 

 

 Credit risk 

 

 Liquidity risk 

 

 Market risk (market values) 

 

These form the basis of risk budgeting or risk scoring  

to assess the company’s risk appetite 
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Asset portfolio exposures 
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 Main exposures by region, industry, issuer, credit, etc. 

 Baseline exposures versus stressed exposures 

 Need to consider exposures to other factors (inflation, momentum, growth, 

etc.) 
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Credit risk exposure 
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 Stress testing counterparty exposure 

 

 Changes in credit ratings 

 Credit transition matrices applied to  

fixed asset holdings 

 Resulting exposures and credit spreads 

used to determine changes in market  

value 

 

 Default modeling 

 Look at rating category and issue year 

 Incorporate expected recovery 
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Liquidity risk exposure 

9 

 Stress testing asset and liability cash flows 

 

 Typically project asset and liability cash flows 

 Monthly or quarterly projection over 1 to 3 years 

 Test exposure through stochastic scenarios to examine tail risks 
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Market risk exposure 
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 Changes in asset values due to stressed market conditions 

 Equity market 

 Interest rates 

 Real estate 

 Evaluated using stochastic scenarios and stress tests 

 Stochastic scenarios derived using real world economic scenario generators 

incorporating both equity and interest rate movements 

 Real estate stresses based on real estate indices for more developed 

markets adjusted for characteristics of the local market 
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Risk exposure report 
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Market valuation 
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 Mark-to-market  

 More prudent side of bid/offer 

 

 Mark-to-model 

 Subject to all model development best practices (assumptions, design, testing, etc.) 

 Validation by the actuary 

 

 Real estate 

 Independent valuations by real estate firms (Admissible Assets) 

 Discounted cash flow (Solvency Margin) 
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Regular report to regulator 
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 Market exposures and concentration of the asset portfolio 

 

 Exposures to key risks (base and stress testing) 

 Credit risk 

 Liquidity risk 

 Market value risk 

 

 Methodology used for calculating the base market values and stressed 

market values 

 

 Methodology and calculations to be approved by the actuary 
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