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SUPERVISION AT
LLOYD'S




Regulation of the Lloyd’s market

The Society of Lloyd's is regulated by the UK Financial Services
Authority (FSA), under the Financial Services and Markets Act 2000

The FSA is the primary regulator of LIoyd's managing agents,
members' agents, Lloyd's brokers and the Corporation of Lloyd’s

The FSA and Lloyd’s continue to coordinate activities under
cooperation arrangements — ensures duplication is minimised

The FSA and Lloyd’s hold regular meetings and have open dialogue
as and when needed

Council of Lloyd’s responsible for the management and supervision of
the Lloyd’s market:

Day-to-day operation through Franchise Board and Executive
Team
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Lloyd’s market structure

Policyholders

* Direct >

* Reinsurance

Corporation of Lloyd’s

184 Lloyd’s
Brokers

54 Managing L
Agents A

Members

« Corporate

82 Syndicates*

3 Members
Agents — * Individual

BUSINESS FLOW

CAPITAL PROVISION
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* syndicates referred to are ‘traditional’ syndicates



Market Supervision:
Lloyd’s Minimum Standards

LLOYD’S MINIMUM
STANDARDS

UNDERWRITING

CLAIMS

RISK MANAGEMENT

GOVERNANCE

OPERATIONAL
PROCESSES

PROTECTING
LLOYD’S
REPUTATION AND
BRAND

| GOVERNANCE
« ANEFFECTIVE BOARD
e  CLEARRESPONSIBILITIES
« BALANCE OF EXECUTIVE AND NON-EXECUTIVE MEMBERSHIP
« BOARD APPOINTMENTS
« INFORMATION SUPPLIED TO THE BOARD
« BOARD TO EVALUATE ITS OWN PERFORMANCE
RISK MANAGEMENT
« RISK GOVERNANCE
« RISK MANAGEMENT PROCESSES: IDENTIFICATION, ASSESSMENT & MITIGATION
«  RISK MANAGEMENT PROCESSES: REPORTING & ASSURANCE
« CAPITALALLOCATION
OPERATIONAL PROCESSES
« OUTSOURCING
«  BUSINESS CONTINUITY
« CREDIT CONTROL
« RECORDS
« RESOURCES

PROTECTING LLOYD’S REPUTATION & BRAND

CODE OF BUSINESS ETHICS

MANAGE OFf FINANCIAL CRIME

TREATING POLICYHOLDERS FAIRLY

USE OF LLOYD'S NAME AND BRAND

DEALWITH LLOYD’S AND REGULATORS IN AN OPEN AND COOPERATIVE WAY
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Operational Processes Minimum Standard

The managing agent has effective operational and business processes which enable it to meet its strategic aims.

The managing agent can demonstrate that —

(o}

(o}

key operational and business processes are properly documented.
directors and staff clearly understand all the operational and business processes relevant to their role.

operational and business processes make good use of appropriate technology and industry and market
standards.

where possible, key systems are compatible with one another and with counterparties systems.
outsourced operations and processes are properly controlled.
appropriate business continuity plans are in place.

appropriate credit control and management procedures are in place, especially for the collection of
premium.

appropriate operational targets and key performance indicators are set and performance is reviewed
and, where necessary, acted upon.

o adequate records have been kept.

o adequate resources, including human resources, are available to operate, maintain and improve operational and
business processes.6

» adequate board attention and focus is given to the operational and business processes.
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Market

| Communicate

Tools
available to
Lloyd’s to
supervise
the market
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Examples of tools available:
Capital
Business Planning
Reviews
Advisory

etc
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HOW HAVE WE
APPROACHED

OUTSOURCING FOR
SII?




SYNDICATE TIMELINE KEY DATES

2011 FEBRUARY

MARCH

March 4 &2 2010

APRIL

MAY

JUNE

JuLy

AUGUST

SEPTEMBER

LLOYDS

OCTOBER NOVEMBER

DECEMBER

Dacember 18
Final Evidence femplats

Cacamber 16
Final Evldencs amplae

Dacember 18
Final Evidence femplate

Decamber 15
Flnal Walldation
Report submikzsion

December 18
ORSA submigslon

7 and 11 February e
Warkshap scoaing shedl May & July 28 October 31
Overall 21 Selt-assessment Q2 ger-assessment :l‘l and é";fa‘aﬂ 03 ger-aszessmant HD"IHG é‘: Ng;g“mnal
March 31 scoring snest scorng shest recid g ‘5corng shest raclare Snefing
Fabruary 1 Updated sgaring sheets
=
2011 Plan and Gukdance for all elemants
March 4
High-ievel model Ty 8 a,‘"\,ws:c?“t " —
uestionnaine u eptembar
Fabruary 18 k 4and & April May 27 13 and 17 Jung \ntenm SCR 1 \nterim SR Octobar 31
LCR temiplate Viorssnaop Evidence femplate Workshop submission Zubemlsslon Final SCR submission
g August 26
quastionnalre Euidencz mplate
July 25 Balance Shees
VBS and Segmented assels
May & 22 and 23 June Eummissian 14 and 15 Ssptamber
valuation and Sagmentad assests shop m,mﬁ;
Balancs Shaat gulgance July 23
Evidence femplate
May 27 13 and 17 Jung Juiy 73 Septembar 30
TPSF Full year TP submissicn Worishop Stangard Farmula SCR Haif year ana projected
Techmical February 15 March 31 4and s april & at 311210 § and 23 August TR sUmisslans Hovamber 30
) TF femplate and Technical Frovisions ok TPD ang G0
and Standsrd Insirucsians quidance ¥ Way 27 Jung 0 July 29 F September 30 submiszlon
Ewvidence lemplata mp an "
Formuia cutmistion ctactions Evidence template Evigencs tempiate
1and 2 Septamber
MV 3and 10 Workshop
15 and 18 March Way Juna 30 4and 5 July August 28
Mods! Worksnog May & Warkshop Evidencs tamplate Workshap Evldence smplate
Valldation \alidatian Septembar 30
Repart Cralt Valkdation report
guidance
1and 3 March
Juna 30 July 23
17 and 18 May = " 5 and 24 awngust Saptambar 30 3 and 4 October 7 and 10
‘Warkshop Evigence tempiate Dﬁgs?mc:"';ms Workshop Evldence templats Warkshap \Warkshap
March 31
idencs template
Reporiing 22 and 23 June July 25 2':3"'2‘[ 2:;?;"};“ 14 and 15 September Cetober 31
and Worksnop Evizencs tamplate planpgl.ldml:e Workehop Evldzncs tzmplate
Dizclosurs
_ Aune 3 13 and 20 July Auguat 26 3 and 4 Octaber
Final acfplldmm pask Warksnepd Svllencs tamplate resnop
Jidance

KEY D Workshops

[j Key Deliverable

D Lloyd's Publicaticn

D Submigsion Due

December 18
Final Evidence izmplate

December 18
Reparting
Implementation plan

December 18
Final Evidence i=mpiate

December 18
Flnal appication past

December 18
Final Evidence iempiate




Current self assessment progress.......

Agent self assessment averages — Q1 2011

Overall Internal Model SCR

Key

Overall Valuation and
L
Balance Sheet C
Overall Technical Provisions S’
& Standard Formula
Overall Model Validation E'_.
Overall Governance, Risk E
Management and Use
Overall Reporting & _‘j

‘ Mean score

() Expected score

E— Range of scores

[ ] 50% of scores

Disclosure

Overall Documentation &
Final Application
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| atest self assessment scores

General Governance
Fit and Proper

Risk Management
Internal Control
Internal Audit
Actuarial Function
Outsourcing

Risk Coverage

Use Test

Model Governance
Model Change Policy
ORSA process
ORSA outcomes

ORSA documentation

13

Agent self assessment — Q1 2011
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<> Mean score

() Expected score

E— Range of scores

B 50% of scores
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OUTSOURCING
REVIEWS




CEIOPS requirements

Outsourcing policy

Outsourcing policy includes considerations of the impact of outsourcing on
business and the reporting and monitoring arrangements to be implemented
in case of outsourcing. The policy is regularly assessed and updated with any
necessary changes implemented

Outsourcing agreements
o Ability and capacity to deliver the required functions
o Conflict of interests
o Specific requirements of written agreements
o Clear supervisory body approval
o Data protection
o Retention of skills to challenge third parties

o Contingency Planning
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Review activity

o

o

16

Review of Outsourcing arrangements in each managing agent

Focus of reviews was on the following:

Content and structure of outsourcing policy

Format and content of contractual arrangements

Due diligence, approval and challenge of arrangement
Ongoing monitoring

In house expertise to challenge outsource arrangement
Contingency planning

Risk management and internal control

How IT issues are considered

Internal audit of outsource arrangements
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FEEDBACK FROM
REVIEWS




Outsourcing — Review findings

o 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:

o Written agreements must be in place.

o Ability to choose service provider.

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

o Due diligence assessment process.
o Performance reporting.

o Sufficient in house competence.

o Auditing outsource activities.
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Delegated underwriting

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 Il
requirements. Certain market wordings may also need amendment.
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ONGOING
SUPERVISION OF

OUTSOURCING




Ongoing supervision
Incorporation of Solvency Il requirements into Lloyd’s minimum
standards.
Early engagement in any Managing agent outsourcing plans.
Periodic review of Outsourcing arrangements across the market.

Review of governance around outsource arrangements as part of wider
governance considerations.

Reliance on Internal Audit functions to perform the necessary reviews
on an ongoing basis.
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QUESTIONS?
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