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Own Risk and Solvency Assessment (ORSA)
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ORSA

m Aims to ensure that insurers identify and assess all risks that they are (or could be)
exposed to, maintain sufficient capital to face these risks, and develop and better use risk
management techniques in monitoring and managing these risks

m |s a process for an overall and holistic risk understanding, viewed from the management
and/or supervisory body

m Provides a comprehensive picture of the firm’s risks

m Gives the supervisor insight into the level of quality of the management’s and Board’s risk
understanding

m Links the risk picture with the firm’s risk management system and internal control system
m Captures risks before they are quantifiable

m Is a process that should include unquantifiable knowledge about risks (so should not focus
just on risks that are quantifiable)



ORSA

m IS not

= A (new) rules-based solvency calculation

m A pre-defined process. The firm needs to develop its own (efficient) self-assessment
process

= (Under Solvency II) A process (key function) which as a starting point can be outsourced
m A process with one concrete number as its output

m Has many similarities with Individual Capital Adequacy Assessment

Programme (ICAAP) and equivalents applicable to other parts of the
financial services industry, e.g. banks

m ORSA called ICAAP in Australia

= Note: banks also now subject to ILAAP (covering liquidity)
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IJAA and other support material

m International Actuarial Association (IAA), IAA Member Associations and
other actuarial communities like AFIR/ERM have developed support material

for actuaries assisting with ORSAs. E.qg.

m |AA Risk Book (Chapter 10) Own Risk and Solvency Assessment (ORSA)

= International Standards of Actuarial Practice on Enterprise Risk Management Programs (ISAP _6) and Insurer
Enterprise Risk Models (ISAP 5)

= Other IAA papers and documents such as Deriving Value from ORSA: Board Perspective and International
ORSA Regulatory Requirements Chart

m Actuarial Association of Europe (AAE) focuses on Solvency || ORSA

m European Standard of Actuarial Practice (ESAP_3) Actuarial practice in relation to the ORSA process under
Solvency |l

= EAN 1. European Actuarial Note on ESAP 3 and ORSA


https://www.actuaries.org/LIBRARY/Papers/RiskBookChapters/Ch10_ORSA_8March2016.pdf
https://www.actuaries.org/IAA/Documents/CTTEES_ASC/Final_ISAPs_Posted/ISAP6_Final_Adopted1Dec2018.pdf
https://www.actuaries.org/IAA/Documents/CTTEES_ASC/Final_ISAPs_Posted/ISAP5_ConformanceChanges_1Dec2018.pdf
https://www.actuaries.org/CTTEES_ORSA/Reports/PublishCopy_DerivingValuefromORSA_BoardPerspective_March2015Final.pdf
https://www.actuaries.org/CTTEES_ORSA/Reports/Intl_ORSA_RegReqmts_Nov2016_Web.pdf
https://actuary.eu/wp-content/uploads/2017/08/ESAP3ORSA_Adopted-_2017-08-02-FINAL-2.pdf
https://actuary.eu/wp-content/uploads/2020/05/AAE_EANonESAP3andORSA_Final-25052020.pdf

Texts draw on regulatory guidance
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https://www.actuaries.org/LIBRARY/Papers/RiskBookChapters/Ch10_ORSA_8March2016.pdf
https://www.actuaries.org/IAA/Documents/CTTEES_ASC/Final_ISAPs_Posted/ISAP5_ConformanceChanges_1Dec2018.pdf
https://www.actuaries.org/IAA/Documents/CTTEES_ASC/Final_ISAPs_Posted/ISAP6_Final_Adopted1Dec2018.pdf
https://www.actuaries.org/CTTEES_ORSA/Reports/PublishCopy_DerivingValuefromORSA_BoardPerspective_March2015Final.pdf
https://actuary.eu/wp-content/uploads/2017/08/ESAP3ORSA_Adopted-_2017-08-02-FINAL-2.pdf
https://actuary.eu/wp-content/uploads/2020/05/AAE_EANonESAP3andORSA_Final-25052020.pdf
https://www.eiopa.europa.eu/content/guidelines-own-risk-solvency-assessment-orsa_en
https://www.resbank.co.za/PrudentialAuthority/Insurers/Post%20Insurance%20Act/Legislation%20and%20Regulatory%20instruments/Prudential%20Standards/Pages/Prudential-Standards-1-July-2018.aspx

“Own” perspectives

m Steps include:

= |dentify and prioritise key risks (gross
and net, current and emerging)

m Assess risks and capital adequacy
(stress and scenario testing, “own”
guantification of required capital, risk
aggregation)

= Communicate and report

m Assess process itself (e.g. key expert
judgements, potential weaknesses,
scope for improvements)

1. Develop or confirm
overall risk appetite
and risk tolerance

5. Conduct
assessments and 2. Establish the corporate
communicate results strategy considering overall
as of the evaluation risk appetite and risk
date and for the tolerance

planning horizon

3. Develop annual and
multi-year business
and capital
management plans
that reflect strategy

4. Establish risk based
performance targets
and establish or
confirm risk limits

Source: adapted from I1AA Risk Book (Chapter 10)
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https://www.actuaries.org/LIBRARY/Papers/RiskBookChapters/Ch10_ORSA_8March2016.pdf

“Regulator” perspectives

m A focus on:

Assessment of overall solvency needs (own and relevant regulatory capital requirements)

Forward-looking, i.e. include medium and longer term perspectives and projections

Incorporate company’s risk appetite, tolerance and limits

“Use test” — include results in business activities and decision-making

Group-wide ORSASs: need to include group-specific considerations, such as liquidity and fungibility of capital

Documentation

m EIOPA ORSA Guidelines also e.g. cover

= Role of Board, reconciliation of ORSA balance sheet with regulatory capital balance

sheet, continuous compliance with e.g. regulatory capital requirements, appropriateness
of Pillar 1 SCR computation, frequency, internal communication, supervisory reporting

= May include harder to handle risks such as climate change and liquidity risk
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https://www.eiopa.europa.eu/content/guidelines-own-risk-solvency-assessment-orsa_en

“Actuarial” perspectives

m Much of an ORSA can be viewed as an example of Financial Condition
Testing (FCT). FCT may also be mandated by professional standards

= E.g. In Canada, Appointed Actuary required by Canadian actuarial standards to prepare
annually for the Board a Dynamic Capital Adequacy Testing (DCAT) report

= Although there is potential overlap with ORSA (which each insurer is also required to

provide to regulator), regulator continues to value both reports and both perspectives

m Actuarial function may be formally required to contribute to ORSA, even if
ORSA coordinated by risk management function

= Exact involvement benefits from clear specification, to avoid duplication, but as ORSA is
an own assessment, different companies may allocate roles differently
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Profiting from the ORSA process

m Challenging to maximise the perceived value-added from actuarial
Involvement

m Still probably a tendency in many firms to view ORSA as a regulatory
overhead

m Some suggestions:

m Focus on the actuarial ‘customer’ (typically the Board?)
= Place due emphasis on upside vs. downside

m Leverage existing processes or, better still, inform and improve these processes

14



Focus on the actuarial ‘customer’

m There is value in documentation and analysis
of current and future positions under different
scenarios

m Deepens Board understanding and assists Board members and
senior management with supervisory interaction

m Helps build/maintain risk awareness throughout the company
m Structures the identification and prioritisation of risks

m Offers chance to think outside box, do what-ifs, and assess
what management is doing and thinking

= Opportunity to highlight limitations and caveats

m And a need to ‘sell’ this value

ran

Deriving Value from ORSA
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Implementation Reporting Audit
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Source (a) IAA (2015). Deriving Value from ORSA: Board Perspective,

(b) Bernardino, G. (2011)
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https://www.actuaries.org/CTTEES_ORSA/Reports/PublishCopy_DerivingValuefromORSA_BoardPerspective_March2015Final.pdf
https://www.actuaries.org/CTTEES_ORSA/Reports/PublishCopy_DerivingValuefromORSA_BoardPerspective_March2015Final.pdf
http://www.nematrian.com/References.aspx?Ref=Bernardino2011

Place due emphasis on upside vs. downside
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m Actuaries and risk managers talk a lot about “3
lines of defence”. Important for roles to be defined
and demarcated

m Risk management has typically become more Line 2 over

my working life Line 1?
m But the best risk managers still need to contribute fsaeﬁ?:??ﬂ

to debates about where best to target business
resources (staff, capital, intellectual property,
customer relationships ...)

m Straying into return versus risk, upside versus downside

Line 27

Risk
Challengers?



Leverage and improve existing processes

m Projections underpin most regulatory
capital calculations as well as ORSA
calculations, internal models, proxy
models, ...

= What synergies are available?

= What insights can be interpreted through
different lenses?

m Are there process steps that are duplicated and
If so how can they best be eliminated?

m Can approaches used for ORSA inform and
enhance other processes?

E.g. Might define economic capital for
ORSA purposes by simulating present
values of future profits in some way

+

]- Economic capital

Selected risk tolerance

Cumulative probability
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Summary

m Own Risk and Solvency Assessment (ORSA)

= An ideal ORSA connects full risk picture with governance and internal control system

m |AA and other support material

= E.g. IAA Risk Book Chapter on ORSA

= And other IAA material, AAE texts (for Solvency Il), material produced by other
(actuarial) professional bodies and relevant regulatory guidance

m Profiting from the ORSA process

= Deepen understanding, know and serve your (actuarial) customer, place due emphasis
on risk vs reward, leverage and enhance what is done elsewhere
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Disclaimer

The views and opinions expressed, and conclusions reached by the authors are their own and do not represent any
official position or opinion of the IAA, the AFIR-ERM Section of the IAA, or their members. The IAA and AFIR-ERM
Section do not endorse any of the views or opinions stated, nor any claims made or representations made in this
presentation and accept no responsibility or liability to any person for loss or damage suffered as a consequence of
their placing reliance upon any view, claim or representation made in this presentation. The information and
expressions of opinion contained in this document are not intended to be a comprehensive study, nor to provide
actuarial advice or advice of any nature and should not be treated as a substitute for specific advice concerning
individual situation

On no account may any part of this presentation be reproduced or translated without the express written permission of
the AFIR-ERM Section and the IAA. As a user, you are granted a limited license to display or print the information
provided for personal, non-commercial use only provided the information is not modified and all copyright and other
proprietary notices are retained.




