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QUESTION 27 
TOTAL POINT VALUE: 2.75 LEARNING OBJECTIVE: C2 
SAMPLE ANSWERS  
Part a: 0.5 point(s) 
Sample 1:   
A risk management tool used to determine the potential impact on a company financial condition, 
of a selected change of risk factors, corresponding to an exceptional but plausible event. 
Sample 2:   
Risk management process which measures the impact of the company’s financial of a change of 
one or multi interdependent factors, it is assumed to be an extreme but plausible scenario. 
Sample 3:   
Stress testing is a risk management tool where a company measures the effect on financial 
condition of remote, but plausible events. 
Part b: 1.5 point(s) 
Sample 1:   

o Stress testing program should cover a range of perspective and technique. Should 
consider views from across the company and cover a range of perspectives and 
techniques.  

o Need for documentation. Should by governed by documented policies and 
procedures, assumptions and fundamental elements of each stress test should be 
documented. 

o Need for flexible infrastructure. Should be able to accommodate different and 
possibly changing stress test at an appropriate  granular level, should allow 
aggregation of comparable risk across the company. 

Sample 2:   
o Insurer should consider all risks that at enterprise level to be incorporated into 

stress testing, to help insurer in understanding it potential risks. 
o Insurer should have a robust infrastructure in place to accommodate change in risk 

factors and tis effect on insurer’s financial condition. 
o Management and board should regularly review and update its stress testing 

process as part of overall risk management. 
Sample 3:   

o Includes a range of various perspectives and techniques. Include views from across 
the company ad include ranges of different perspectives and techniques. 

o Need for documentation. The stress testing program should be governed by 
written policies and operation to run the program, should be appropriately 
documented. 

o Need for flexible infrastructure. Flexible enough to accommodate different and 
possibly changing scenarios at an appropriate level of granularity. 

Part c: 0.75 point(s) 
Sample 1:   

o Identify an outcome that affecting financial condition 
o Determine a scenario or combination which could produce the outcome 
o Could be useful to define plausible scenarios 

Sample 2:   
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Start with a specific result and then work backward to analyze what’s need to set that result and 
assess of that scenario is plausible. Could be useful to define adverse scenario that should be 
assess in the DCAT process. 
Sample 3:   
Start from the result. Given a certain result, how far would the risk factor needs to change, it will 
tell whether the scenario is adverse and plausible. 
EXAMINER’S REPORT  

• We expect that candidates know what stress testing is and the general idea behind the 
concept. 

• Candidates did poorly on this question. Candidates had difficulty to differentiate between 
different parts of the paper.  Some candidates listed purposes of stress testing instead of 
considerations of stress testing programs in part b.  

Part a 
• We expect that candidate should know what stress testing is. 
• To receive full credit, candidates should know: 

o Stress testing evaluates the financial condition of an insurer 
o Under a set of exceptional but plausible adverse scenarios. 

• The most common error made by candidates is they forget the second element of the 
definition (under a set of exceptional but plausible adverse scenarios). 

• Candidates did well on this part. 
Part b 

• Candidates did poorly on this part. 
• Some candidates gave the purposes of stress testing instead of general considerations of 

stress testing programs. 
Part c 

• We expect that candidates should know at least that process starts with a specified 
outcome and works backward to identify scenarios that cause the outcome. 

• To receive full credit, candidates should give: 
o That the process starts with a specified outcome. 
o Then, work backwards to identify what scenarios could bring that outcome 
o Then, determine if the scenario is plausible. 

• Candidates did well on this part. 
• The most common error made by candidates is they forgot the third element of the 

definition (determine if the scenario is plausible). 
 

  


