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Agenda

- Why talk about the Internal Capital Adequacy Assessment Process?
- ICAAP regulatory requirements / guidance 
- ICAAP building blocks

- Business Model & Operating Environment 
- Material Risk Assessment 
- Risk Appetite Statement (RAS)
- Capital Planning & Forecasting
- Enterprise-Wide Stress Testing (EWST)
- Management Actions

- Summary & Q&A?



Why ICAAP?



Why ICAAP? Real-World Practice



Why ICAAP? Real-World Practice (Cont.)



ICAAP requirements



ICAAP Requirements



ICAAP Requirements (Cont.)

Source: https://www.apra.gov.au  

https://www.apra.gov.au/


ICAAP Requirements (Cont.)

Source: https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/internal-capital-adequacy-assessment-process-template 

https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/internal-capital-adequacy-assessment-process-template


ICAAP building blocks



ICAAP Building Blocks: Business Model / Environment

The fundamental question that the ICAAP seeks to address is 

“Will the Board be able to distribute its forecasted dividend payout to ordinary shareholders, whilst meeting its regulatory 
constraints (across capital, liquidity, funding and leverage), in light of its business model within the current operating 
environment?” 

Earnings are driven by the range of services the bank provides and the operating environment. Services for a modern bank range across:

- Acceptance of deposits, at-call and term, from counterparties with surplus funds and/or entities requiring transactional accounts 
- Extension of credit facilities to the Sovereign, Financial, Corporate and Retail sectors 
- Provision of payments, clearing, and settlement services to financial market participants 
- Raising and extension of funds to the Wholesale Market (covering Securities Finance Transactions (SFTs) and risk transferal products, 

such as SWAPs); and  
- Participation in capital markets and provision of investment services, ranging across primary (issuance, underwriting) and secondary 

markets (market making, proprietary trading) to advisory services 

- Universal bank: characterized by a relatively high Net Interest Income as a percentage of the Operating Income; high ‘Loans and 
Receivables’ relative to Total Assets, and a medium level of Income from Fees and Commissions relative to Operating Income   

- Investment bank: characterized by a high ratio of Trading Income relative to Operating Income 
- Wealth Management / Private Bank: characterized by a high ratio of Fees and Commissions relative to Operating Income, low lending 

to deposit ratio, and low lending to total assets ratio



ICAAP Building Blocks: Material Risk Assessment / RAS



ICAAP Building Blocks: RAS (Credit Risk example)

Operational Risk (loss % gross income), Market risk (Trading book VaR/Stress VaR), IRRBB (EVE, NII), etc… 



ICAAP Building Blocks: Capital Planning / Forecasting



ICAAP Building Blocks: Capital Planning / Forecasting (Cont.)

Pillar I modifications / additional Pillar II risks 



ICAAP Building Blocks: Enterprise-Wide Stress Testing

Source: (Claxton, Davis, Thiruvengadam)  https://assets.kpmg/content/dam/kpmg/pdf/2016/03/SG-KPMG-Driving-Business-Value-Through-Stress-Testing.pdf   Source: https://www.bankofengland.co.uk/financial-stability-paper/2012/ramsi-a-top-down-stress-testing-model 

https://assets.kpmg/content/dam/kpmg/pdf/2016/03/SG-KPMG-Driving-Business-Value-Through-Stress-Testing.pdf
https://www.bankofengland.co.uk/financial-stability-paper/2012/ramsi-a-top-down-stress-testing-model


ICAAP Building Blocks: Management Actions

Source: Early Intervention Measures and SREP in Light of Bank Resolution: The role of supervision in bank resolution, practical experience 

from the assessment of recovery planning, World Bank, 2020

- Capital raising 
- Liquidity management
- Balance sheet reductions
- Expense reduction
- Business disposal 
- Capital and liquidity repatriation



Summary



Summary: Why ICAAP for Actuaries?

• Pre-cursor to balance sheet optimisation 
• Actuaries able to communicate across finance, risk and treasury 
• Diverse range of practice observed 

• Supervisory Review Process (SRP)
• Business model, operating environment, size & complexity

• Material Risk Assessment 
• Pillar I – Credit / Market / Operational (IRRBB – Australia)
• Pillar II – Pillar I Adjustments + Additional Risk 

• Risk Appetite Statement 
• {Solvency, Earnings, Funding, Reputation}

• Capital planning & forecast (Capital Supply)
• Forward capital position and main assumptions related to the business plan (3-5 years)

• Enterprise-Wide Stress Testing (EWST) (Capital Demand)
• Management Plans 



Thank you…. Questions?
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