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Agenda 

•  EIOPA’s preparatory guidelines 
•  The ORSA framework 
•  Components of the ORSA 
•  The ORSA and it’s different audiences  
•  The PRA’s view of firms’ preparatory phase ORSAs 

–  The ORSA policy 
–  Board sign-off and embedding 
–  Business strategy 
–  Risks 
–  Capital and solvency 
–  Stress testing 
–  ORSAs for different types of firms 

•  Considerations for the 2016 ORSAs …  
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EIOPA’s preparatory guidelines 

In December 2014 the PRA published SS4/13: Solvency II: applying 
EIOPA’s preparatory guidelines to PRA-authorised firms 
•  It set the PRA’s expectations of firms for the four areas of the preparatory 

guidelines 
–  System of governance 
–  Forward-looking assessment of own risks (based on the ORSA principles) 
–  Submission of information 
–  Pre-application for internal models 

•  The PRA stated it would review preparatory phase ORSAs in 2014 and 2015, 
highlighting that this was a time of development for firms in designing, compiling 
and trialling their assessments 

•  Firms should have used the preparatory phase to build up their ORSA processes 
•  The ORSA is a requirement from 1 January 2016 and the PRA anticipates 

significant improvements 
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ORSA framework 

ORSA Policy should cover entire framework 
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ORSA Policy 
Guideline 7* 

•  Overview of the processes and procedures in place to conduct 
the ORSA (see next slide).  

ORSA Record 
Guideline 8 

•  Record of the performance of the ORSA 
•  Evidences the performance and outcome 

Internal Report on 
ORSA 

Guideline 9 

•  Report summarising the outputs of the ORSA process to the Board 
and relevant staff. May link to other more detailed document. 

•  Should be sufficiently detailed to allow the Board to use it within its 
strategic decision making. 

  ORSA Supervisory 
Report 

Guideline 10 

•  Report to the supervisory body summarising the output of the 
ORSA. This could be the same as the Internal Report on the ORSA. 

ORSA Documentation 
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* EIOPA: Guidelines on Forward Looking assessment of own 
risks (based on the ORSA principles) 

Components of the ORSA 



The ORSA and it’s different audiences 
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The Board Internally within 
your firm The regulator 

Different audiences have different requirements and the ORSA 
should be communicated appropriately 

The Board has the ultimate responsibility for the ORSA 



The PRA’s view of firms’ ORSAs to date (1/2)  

A significant number of ORSAs have been reviewed at a high-level 
to date and further detailed reviews will take place 
•  ORSAs have generally been of a reasonable quality 
•  The feedback covers areas that firms should consider for the 

ORSAs they will submit in the future after implementation 
•  Structure is important, it ensures the analytical framework is clear 
•  Good ORSA reports have: 

–  included a clear summary; 
–  highlighted main messages and issues; 
–  not been too long; and  
–  clearly sign-posted supporting documentation. 
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The PRA’s view of firms’ ORSAs to date (2/2)  

Two areas are noticeably weaker in the ORSAs reviewed to date 
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1. Stress testing 2. Forward - looking  

•  The PRA considers stress 
testing important in current 
regime and ORSA 

•  Surprising that stress-testing is 
weaker given expectations set 
out in December 2009 in FSA 
PS09/20 

•  Stress testing explores risks a 
business is exposed to and 
assists in qualifying impact 

•  Reasonable review of current 
and past risks and solvency 
position 

•  Weak at fundamental aspect of 
the ORSA which is forward-
looking 

•  PRA accepts it is difficult to 
project Solvency figures 
however we expect firms to put 
in place systems to do this 



The ORSA policy 
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1.  An ORSA policy is a key requirement of Solvency II 
2.  It should be a standalone document and not part of the ORSA report 
3.  The ORSA policy should include the process and procedures required 

by the ORSA framework 

Strengths observed: 
- a clear scope stating whether the 
ORSA is for a group, solo entity or 
both  
- a clear list of all entities captured 
by the ORSA 
- a description of how the ORSA 
incorporates the strategic and 
business planning processes 

Weaknesses observed: 
- some firms have not developed a 
separate ORSA policy 
 - some firms’ ORSA policy was 
generic and insufficiently detailed 



Board sign-off and embedding 
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1.  The ORSA report should evidence how the Board has signed off the 
ORSA 

2.  It should demonstrate how the ORSA is embedded within the firm 

Strengths observed: 
- Some ORSAs have included a 
log of key decisions and a list of 
follow-up actions for named 
individuals 
- Some firms have introduced 
detailed management information 
as part of the ORSA framework 

Weaknesses observed: 
- Some internal documents do not 
sufficiently evidence the Board’s 
involvement, particularly Board 
challenge 
- Many reports did not include 
sufficient evidence to demonstrate 
how the ORSA framework was 
embedded in the business  



Business strategy 
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1.  An ORSA needs to demonstrate strong linkages between business 
strategy, risk, capital and stress testing 

2.  Group ORSAs should cover the business strategy, risk, capital and 
stress testing of group as well as consideration of the strategies of the 
of the group businesses 

Strengths observed: 
- Some evidence that firms are 
linking business strategy/risk/
capital and stress testing in their 
ORSA framework 
- Stronger submissions considered 
a range of current and future 
internal and external risks to 
business planning, decision-
making and capital management 
 
 

Weaknesses observed: 
- Very few firms credibly 
demonstrated full consideration of 
the impact risks may have on their 
forward-looking strategy 
- Several group ORSAs contained 
insufficient information on overall 
strategic direction 
 
 



Risks 
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1.  The ORSA requires firms to consider all the potential risks they may 
face on a qualitative and quantitative basis 

Strengths observed for Groups: 
- Group-specific risks were 
considered 
(i.e. risks which the group centre might 
be exposed to e.g. leverage, dividend 
sustainability, access to funding and 
liquidity) 
- Group-wide risks were 
considered  
(those risks associated with the 
businesses owned by the group) 
 

Weaknesses observed: 
- Key risks to the business and 
links to the risk appetite and 
individual risk tolerances were not 
identified 
- If risks identified mitigating 
actions were often not well 
explained and/or lacked assigned 
owners 
- Many firms did not identify 
emerging risks, potential 
management mitigations were not 
considered 
 
 



Capital and solvency 
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1.  As part of the ORSA framework, capital needs should be considered 
over the business planning period (often at least 3-5 years) 

Strengths observed: 
- Generally firms were able to 
articulate their current regulatory 
and own capital levels, and the 
buffers held in excess of these 

Weaknesses observed: 
- Less evidence of considerations 
of the future capital position of 
firms 
•  Partly explained by the Solvency II 

uncertainties which existed when 
the 2014 reports were prepared 

•  As this uncertainty subsides, the 
PRA expects future submissions to 
include much more detailed post-
Solvency II numbers and analysis  



Stress testing (1/2) 
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1.  The ORSA report should document how the framework incorporates a 
wide range of plausible, reasonable, stresses and scenario analyses 
and provide details of the outputs from these tests 

2.  It should also demonstrate how these are applied to all material risks 
over the time horizon used in the forward-looking assessment in order 
to provide an adequate basis for the assessment of overall solvency 
needs 

3.  The output should be assessed on both a qualitative and quantitative 
basis over the business planning period 

None of the reports reviewed contained sufficient 
evidence of appropriate stress and scenario testing 



Stress testing (2/2) 
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•  Firms should apply 
reverse stress testing  

•  The ORSA report 
should evidence how 
this is included in the 
framework and contain 
details of the results 

•  Firms should consider 
the quality and volatility 
of own funds and the 
capital’s loss absorbing 
capacity under different 
scenarios  



ORSAs for different types of firms 
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Groups:   
- Can submit an ORSA which covers multiple legal entities within the group. Must 
apply to receive approval to do this.  
- If a group submits individual ORSAs for each entity – alongside a group ORSA 
covering just the group functions – it should demonstrate how the individual ORSAs 
link to the overarching group ORSA 

Internal model firms:  
- Should confirm and evidence the continued adequacy of the model to calculate the 
solvency capital requirement.  
- Should confirm that all risks identified by the firm are included in the internal model 

Standard formula firms:  
- Should demonstrate that the standard formula is appropriate for the risks in the 
business and is representative of its risk profile 
- The report should consider any material deviations of the risk profile from the 
standard formula 



Considerations for the 2016 ORSAs !  

The PRA has different expectations of the ORSAs it will receive in 2016 after 
implementation when compared to those received in 2014 and 2015. 
Key areas to consider as part of your ORSA development include:  
•  Demonstrate the stress testing that your firm undertakes 
•  Improve the forward-looking aspect of your firm’s ORSA 
•  Demonstrate how the ORSA is used for decision-making 
•  Ensure the ORSA policy is separate from the ORSA report 
•  Evidence Board sign-off and the way in which the ORSA is embedded within 

the firm 
•  Improve the identification of key risks, link to risk appetite and strategy 
•  Demonstrate that the future capital position of your firm has been considered 
•  Be aware of the different expectations of your ORSA according to your firm 

type 
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