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The ORSA only occupies a few lines in
the Solvency Il Framework Directive
(Article 44). Yet the ORSA process is set
to be a key driver for embedding
enterprise risk management (ERM) into
the business and the resulting reports
are likely to be one of the most
important aspects of supervisory review
under the new regime.

According to the Committee of
European Insurance and Occupational
Pensions Supervisors (CEIOPS), a key
adviser to the European Commission on
the implementation of Solvency I, the
ORSA ‘aims at enhancing awareness of
the interrelationships between the risks
an undertaking is currently exposed to,
or may face in the long term, and the
internal capital needs that follow from
this risk exposure’." As a ‘management
tool’, it is designed to instil risk
awareness in the culture and decision
making of the company, forming ‘an
integral part of the overall business
strategy’ and helping the firm to ‘obtain
a real and practical understanding of the
risks it is assuming’.?

Companies’ assessments should ensure
that they can ‘continuously meet the
regulatory capital requirements, as well
as the internal capital targets they set
themselves’ in the face of changes in
their risk profile and business plans, as
well as the impact of developments in
the external environment. The ORSA
should include a ‘forward-looking
perspective’ through a combination of
risk, capital and solvency projections
and, stress and scenario testing, and
help create contingency and mitigation
plans that set out the firm’s options for
managing and maintaining its capital
and solvency position in line with its
desired risk appetite. The required
scope, frequency and detail of these
evaluations are likely to be extensive in
the wake of the financial crisis.

Ultimate responsibility rests with the
Board, with all the components of the
ORSA to be captured in a report signed
off by the ‘administrative body’ and
presented to supervisors for review.

The financial crisis has raised questions
about some executives’ appreciation of
the nature and extent of the risks being
assumed by their frontline teams.

From a supervisory perspective, the
ORSA will therefore play an important
role in ensuring that the Board maintains
appropriate understanding and oversight
of the entity’s risk exposures. From the
company’s perspective, the ORSA can
provide senior management with the
information and assurance it needs to
strike a sustainable balance between
risk and reward and, not least, to avoid
damaging surprises.

Solvency Il is set to provide further
impetus for the development of ERM by
requiring insurers to create a competent
firm-wide risk management framework
and integrate this into their governance
and business planning processes.
Companies are also facing regulatory
pressure to ensure that their
remuneration policies are consistent
with sound risk management.
Organisations with effective ERM
capabilities and a strong culture of risk
awareness will find it much easier to
demonstrate the necessary risk
understanding and control through the
ORSA process. This assurance should
enhance regulatory confidence and
reduce the level of scrutiny and potential
for any additional capital to be applied
by supervisors.

If minimum Solvency Il compliance is
the first hurdle, rating agencies are
setting a higher bar, which encourages
insurers to manage risk and capital in a
way that enhances the quality of
earnings. This includes helping to

sharpen balance sheet management
and optimise the risk/reward profile in
areas ranging from product design and
pricing through to actively managing the
firm’s in-force portfolio. According to AM
Best, ‘an insurer that can demonstrate
strong risk management practices
integrated into its core operating
processes, and effectively execute its
business plan, will maintain favourable
ratings in an increasingly dynamic
operating environment’.*

By pulling together the risk appetite,
risk-based capital requirements and
overall business strategy, a robust
ORSA report offers a compelling basis
to communicate the strength of the
company’s solvency position and the
embedding of ERM in the organisation.
Key aspects of the report could be
shared with rating agencies, along with
other stakeholders such as joint venture
partners. A well-prepared ORSA will be
particularly beneficial in enabling firms to
demonstrate how ERM supports capital
efficiency, the management of emerging
risks and the articulation/application of
the risk appetite within the organisation,
aspects of management which now
form a critical part of rating agency
financial strength evaluations. The ORSA
report can also help to facilitate broader
discussions in areas such as business
development, the thinking behind risk
management and response to possible
future scenarios.

1, 2, 3 ‘Own Risk and Solvency Assessment’, issues
paper published by CEIOPS on 27.05.08.

4 ‘Risk management and the rating process for
insurance companies’, published by AM Best on
25.01.08.
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Winning over
key stakeholders:
The Own Risk
and Solvency
Assessment

A description of the governance (challenge,
discussion and debate) process
surrounding the submission of the report

A summary of the firm’s legal and
management structure, its core business
and the market environment in which

it operates

An outline of the firm’s risk management
philosophy (i.e. how the risk dimension is
used in the business)

An outline of the firm’s risk governance,
risk control processes, procedures and
policies

Although much of the ORSA will

be confidential between the firm and its
supervisor and probably more detailed
than would be required under Pillar 3
market disclosure, elements could be
adapted for the required solvency and
financial condition reports (see article on
pages 18-23). At a time when capital is
severely constrained, the results of the
ORSA report could help to send a clear
and credible message to the markets
that this is a firm that can target capital
efficiently and react quickly and
decisively to opportunities, while
operating within strict and well-informed
risk tolerances. Enhanced market
confidence can, in turn, increase

the capital-raising potential as and
when required.

The key aims of an effective ORSA are
now reasonably clear — an ongoing
‘business as usual’ process through
which the Board and the regulator is kept
appraised of the firm’s current and future
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The firm’s risk appetite statement, process
for managing within desired parameters
and the firms current profile

An overview of the firm’s processes
and procedures for identifying, assessing
and prioritising its key risks

The firm’s point-in-time capital and
solvency position along regulatory and
economic dimensions

The firm’s projected capital and solvency
position over the plan period (3 to 5 year
outlook)

anticipated risk, capital and solvency
position and is provided with the means
to assess the efficacy of its risk
management framework. However, there
is less certainty about the detailed
application. While further implementation
guidance may be forthcoming following
the strong call made by insurers for
greater clarity, we do not anticipate Level
2 implementation measures or Level 3
national legislation to be detailed and/or
prescriptive as this will detract from the
process being a firm’s own assessment
of its risks and solvency. Consequently,
insurers will still have a considerable
amount of discretion in what is a
principles-based process.

Based on our work with clients and
discussions with regulators and rating
agencies, Figure 1 outlines what we
believe will be the key components of
the ORSA report. The precise focus and
level of detail will need to be tailored to
the specific characteristics of the
business and be proportionate to its
scale, nature and complexity.

The firm’s future capital/solvency position
under a number of reasonably plausible
(downside) stress tests and scenarios

The firm’s capital plan under the base
case and under downside stress tests
and scenarios

An overview of how the firm’s risk and
capital management activities are fully
integrated into the management process
and operations

Formal presentation of ad-hoc ‘event
driven’ risk, capital and solvency
assessments during the reporting period

Given the comprehensive nature of the
ORSA report it is important that firms
begin to define their ambition for the
ORSA process if they have not done so
already. This includes the scope of the
evaluations, what will be reported and
who are the key recipients. It is also
important to assess their state of
readiness, identify any material gaps
that will need to be filled and carry out
the cost/benefit analysis before
embarking on the ORSA journey. Firms
which have not developed sophisticated
ERM and related risk-modelling
capabilities may wish to confine their
ORSA to demonstrating the
competence of their risk management
and alignment with business planning
needed for minimum Solvency I
compliance. Companies with a more
developed framework may naturally
want to secure some of the payback
from their investment by using their
ORSA to display their strengths and
enhance stakeholder confidence.



Firms should seek to explain their risk
management philosophy, including how
risk considerations affect strategic
decisions; the metrics used to measure
risk and reward and how capital
management is aligned to risk-bearing
capacity. The risk appetite defines how
this philosophy is applied within the
business. It is therefore important to
show how the risk appetite is translated
into underwriting limits and is supported
by appropriate monitoring and
enforcement.

The capital plan should include a
forecast of how any anticipated
changes in the underwriting strategy
and/or risk profile would affect the
solvency position and a projection of the
impact and response to a range of
possible stresses and scenarios.
Although the assessment itself does not
have to be continuous, the ORSA
should be updated regularly enough to
ensure that compliance with solvency
requirements is continuous. A company
should also be ready to assess its risk,
capital and solvency position ‘without
any delay’ following a significant change
to its risk profile.® Triggers for updating
the ORSA might include an acquisition,
a new product launch or significant
market events.

Validation is clearly critical. This includes
checking the rationale for key
assumptions against actual outcomes,
and explaining the thinking behind any
subsequent adjustments. The risk
management framework and its
operation should also be regularly
reviewed by internal audit. In addition,

it may be useful to benchmark the ORSA
against peers and evolving best practice.

To demonstrate the integration of ERM
into decision making it is important to tie
the assessment and its results to the
allocation of capital within the business.
A further indication that risk awareness
is genuinely embedded into the
business is the alignment of
performance objectives and related
incentives to risk-adjusted measures.

What this comes down to is ensuring
that the ERM programme is working as
intended and that risk considerations
genuinely influence key decisions.
Companies with effective ERM
programmes are likely to have most of
the necessary systems and procedures
in place. The additional challenge
presented by the ORSA is ensuring that
these are operated in a systematic,
consistent and forward-looking way
and underpinned by appropriate
governance, validation and
documentation. This could be quite
onerous, and experience of comparable
risk and capital assessments under
Basel Il suggests that firms should begin
preparing now if they have not already
done so.

The suggested format for the Basel Il
Internal Capital Adequacy Assessment
Process (ICAAP) documents in the UK
provides a useful benchmark for the
presentation of the ORSA report. It is
notable that while the Financial Services
Authority (FSA) accepts that ‘the ICAAP
may be based on existing internal
documentation, the FSA will clearly find
it helpful to have a bespoke summary
prepared to communicate the key
results and issues to it at a senior level’.
The FSA's guidance notes on the ICAAP
states that the ICAAP report should

be in a ‘format that can be easily
understood at a high level and contain
all the relevant information that is
necessary for the firm and FSA to make
an informed judgement and decision

as to the appropriate capital level and
risk management approach’. Above all,
this is a management tool rather than a
technical risk report. ‘Where appropriate,
technical information on risk
measurement methodologies, capital
models and all other works carried out
to validate the approach (e.g. Board
papers and minutes, internal or external
reviews) could be contained in
appendixes’.®

Our experience of working with banks
and supervisors in relation to the ICAAP
has underlined its importance in

effectively demonstrating compliance
with Pillar 2 requirements. It is also
particularly useful in helping non-
executive directors to understand the
ERM process and communicate this to
regulators. We would expect the
ORSA to serve similar functions.

By requiring companies to develop

a holistic view of their risk profile and
understand how risks affect their future
solvency position, the ORSA can
provide a useful aid to effective
management. Firms would not only be
prepared for the worst, but also better
equipped to capitalise on opportunities
than less well-informed and well-
managed competitors. Companies will
also be able to convey the strength of
their risk control, the depth of their risk
understanding and the efficiency of
their capital management to key
stakeholders. Although developing the
necessary structures may be time-
consuming, there is no need to create
an additional layer of bureaucracy and
compliance. The benefits of the ORSA
can best be realised by embedding it
into existing business processes and
creating a report that is intelligible and
meaningful for executives, rating
agencies and other stakeholder groups.
Indeed, many of the larger insurance
groups have already invested heavily
to develop their risk management
capabilities. The risk dimension has
formally been elevated to become a
Board level topic with the equivalent of
an ORSA being a regular standing
agenda item. Solvency Il will ensure that
the rest of the insurance industry
catches up.

5 ‘Own Risk and Solvency Assessment’, issues
paper published by CEIOPS on 27.05.08.

6 ‘ICAAP submission — suggested format’, updated
version published by the UK FSA on 22.11.07.
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Contacts

If you would like to discuss any aspect of
this document, please speak to your usual
contact at PricewaterhouseCoopers or
one of those listed:

For additional copies of Countdown to Solvency I,
please contact Alpa Patel, PricewaterhouseCoopers (UK)
at alpa.patel@uk.pwc.com

Recent related publications

Now for the good news: Realising the competitive potential
of reporting convergence, November 2008

Gaining comfort: Capital model validation for insurers,
November 2008

Gearing up for Solvency Il: Making Solvency Il work for
the business, September 2008

Countdown to Solvency Ill, November 2008

To find out more about Solvency Il and to download these
publications please go to:

www.pwc.com/solvencyll

Mark Batten

Chairman of PricewaterhouseCoopers
Solvency Il European Steering Committee
PricewaterhouseCoopers (UK)

44 20 7804 5635
mark.c.batten@uk.pwc.com

Wendy Reed

Director, Pan-European FS Regulatory Advisory
PricewaterhouseCoopers (Belgium)

322710 7245

wendy.reed@pwc.be
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Austria
Peter Pessenlehner
43 1 50188 1424

peter.pessenlehner@at.pwc.com

Thomas Stigimayr
43 1 50188 1332
thomas.stiglmayr@at.pwc.com

Belgium

Jacques Tison
3227107139
jacques.tison@pwc.be

Kenneth Vermeire
32 473 91 06 87
kenneth.vermeire@pwc.be

Marc Willame
32 479 98 20 36
marc.willame@pwc.be

Sabine Wuiame
3227107119
sabine.wuiame@pwc.be

Bermuda

Sarah Williams

1441 299 7175
sarah.williams@bm.pwc.com

Cyprus

George Lambrou

357 22 555 728
george.lambrou@cy.pwc.com

Androulla Pittas
357 22 555 564
androulla.pittas@cy.pwc.com

Czech Republic

Jiri Klumpar

420 251 152 077
jiri.klumpar@cz.pwc.com

Denmark

Frank Lyhne Hansen
45 3945 9961
flh@pwc.dk

Jesper Otto Edelbo
45 3945 9275
joe@pwec.dk

Estonia

Stan Nahkor

372 614 1800
stan.nahkor@ee.pwc.com

Finland

Mikko Valve

358 9 2280 1855
mikko.valve@fi.pwc.com

France

Patrick Frotiée
3315657 10 68
patrick.frotiee@fr.pwc.com

Gilles Pestre
33156 57 72 66
gilles.pestre@fr.pwc.com

Jimmy Zou
33156577213
jimmy.zou@fr.pwc.com

Germany

Werner Hoélzl

49 89 5790 5248
werner.hoelzl@de.pwc.com

Andreas Sanner
49 211 981 2129
andreas.sanner@de.pwc.com

Julia Schiiller
49 69 9585 2667
julia.schueller@de.pwc.com

Gibraltar

Kevin Duarte

350 200 73520
kevin.duarte@gi.pwc.com

Greece

Kyriakos Andreou

210 687 4428
kyriakos.andreou@gr.pwc.com

Hungary

Arpad Balazs

36 1461 9163
arpad.balazs@hu.pwc.com

Iceland

Ragnar Jonasson

354 550 5360
ragnar.jonasson@is.pwc.com

Ireland

Paul Duffy

3531 792 7339
paul.g.duffy@ie.pwc.com

Garvan O’Neill
353 1 792 6218
garvan.o’neill@ie.pwc.com

Niall Tully
353 1 792 6323
niall.p.tully@ie.pwc.com

Israel

Eyal Ben-Avi

972 3 795 4454
eyal.ben-avi@il.pwc.com

Italy

Antonio Dogliotti

39 02 7785 513
antonio.dogliotti@it.pwc.com

Alessandro Di Lorenzo
39 02 66720 571
alessandro.a.di.lorenzo@it.pwc.com

Dario Troja
39 02 7785 609
d.troja@it.pwc.com

Latvia

Juris Lapshe

371 6709 4400
juris.lapshe@Iv.pwc.com

Lithuania

Rokas Gylys

370 5 239 2300
rokas.gylys@It.pwc.com

Luxembourg

Claude Jacoby

352 49 4848 2114
claude.jacoby@lu.pwc.com

Thierry Flamand
352 49 48 48 4170
thierry.flamand@Iu.pwc.com

Malta

Simon Flynn

356 212 47000
simon.flynn@mt.pwc.com
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Contacts

The Netherlands

Gert-Jan Heuvelink

31 20 568 6530
gert-jan.heuvelink@nl.pwc.com

Govert van Koningsveld
3120 568 5765
govert.van.koningsveld@nl.pwc.com

Jan-Huug Lobregt
31 20 568 5322
jan-huug.lobregt@nl.pwc.com

Norway

Clint Sookermany

47 95261278
clint.sookermany@no.pwc.com

Poland

Artur Pikula

48 22 523 4301
artur.pikula@pl.pwc.com

Konrad Starek
48 22 746 7164
konrad.starek@pl.pwc.com

Portugal

Antonio Lopes

351 213 599 440
antonio.lopes@pt.pwc.com

Russia

Chris Barrett

7 495 967 6315
chris.barrett@ru.pwc.com

Slovak Republic

Eva Hupkova

421 2 59 350 414
eva.hupkova@sk.pwc.com

26 PricewaterhouseCoopers Countdown to Solvency Il

Spain

Alfredo Rodriguez Gomez

34 915 684 400
alfredo.rodriguez@es.pwc.com

Ignacio Medina
34 915 684 183
ignacio.medina@es.pwc.com

Juan José Noguera
34 91 568 5783
juanjo.noguera@es.pwc.com

Sweden

Karin Hjalmers

46 709 29 33 52
karin.hjalmers@se.pwc.com

Lena Mérk
46 709 29 44 89
lena.moerk@se.pwc.com

Harry Wide
46 8 555 339 38
harry.wide@se.pwc.com

Switzerland

Isabelle Fliickiger

41 58 792 24 57
isabelle.flueckiger@ch.pwc.com

Peter Liissi
41 58 792 24 40
peter.luessi@ch.pwc.com

UK

Jim Bichard

44 20 7804 3792
jim.bichard@uk.pwc.com

George Stylianides
44 20 7804 3364
george.e.stylianides@uk.pwc.com

David Wong
44 20 7804 3587
david.l.wong@uk.pwc.com



PricewaterhouseCoopers provides industry-focused assurance, tax, and advisory services to build public trust and enhance value for its clients and their stakeholders. More than 155,000
people in 153 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice.

“PricewaterhouseCoopers” refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this
publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this
publication, and, to the extent permitted by law, PricewaterhouseCoopers does not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else
acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

Countdown to Solvency Il is produced to address the key issues affecting the insurance industry. If you would like any of your colleagues added to the mailing list, please email Alpa Patel,
PricewaterhouseCoopers (UK), at alpa.patel@uk.pwc.com

An electronic version is available from our website www.pwc.com/solvencyll/publications.
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