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Bringing the ORSA alive

» Defining and managing the ORSA process
= Linking the ORSA process to business planning
= A forward looking perspective on capital and solvency
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Defining and managing the ORSA process LCP
Background

= The ORSA will be a key component of a company’s system of governance.
= [t will be one of the main elements reviewed by regulators under Solvency Il.
= The ORSA will be an integral part of business strategy.

= The ORSA should be forward-looking, taking into account business plans and
projections.

= Likely to require a top down approach whereby a company’s management body will
need to:
— steer how the assessment is performed; and
— challenge the results.




Defining and managing the ORSA process LCP
Defining the ORSA

= Assessment of the overall solvency needs taking into account the specific risk profile,
approved risk tolerance limits and the business strategy.

= Continuous compliance with the solvency capital requirement (SCR), minimum
capital requirement (MCR) and technical provisions requirements.

= How the undertaking’s ‘own’ risk profile deviates from the SCR.




Linking the ORSA process to business planning LCP
Regulatory Capital v Own Economic Capital

= Regulatory Capital = Own Economic Capital
— The SCR/MCR — Insurer’'s own assessment
— Calculated via Standard Formula — Different probability of ruin?
or Internal Model — Different time horizon?
— Calibrated to 1/200 probability of — Covers additional risks
ruin over a one year horizon — Allows for business plans, not a
— Covers the risks specified simple point in time calculation

An integrated capital plan considers both




Linking the ORSA process to business planning LCP
Capital plan: the heart of the ORSA

Business Plans

Capital Plan
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Risk Profile

Risk Mitigation




A forward looking perspective on capital and solvency LCP
How the undertaking’s ‘own’ risk profile deviates from the SCR

Reconciling ‘own’ capital requirements to regulatory capital requirements
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A forward looking perspective on capital and solvency | CP
Projected regulatory capital & solvency over planning horizon

Projected Solvency Ratio (Own Funds / SCR)
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A forward looking perspective on capital and solvency | CP
Integrating business planning and capital planning

Analysis of change in own funds
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Bringing the ORSA alive LCP

Summary

= A forward looking capital plan is a key part of the ORSA
= Provides an integrated approach to risk management
— Capital strategy and business planning aligned
— Focuses on both own economic capital and regulatory capital
— Identifies and quantifies future risks to capital
= Provides a benchmark to measure against
= Improves communication of risk within the company
= Not just an actuarial or finance exercise but an integrated risk and solvency
assessment
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Contact LCP

Robert Murray ACII
Partner

robert. murray@l|cp.uk.com
+44 20 7432 6690

This generic presentation should not be relied upon for detailed advice or taken as an authoritative
statement of the law.

If you would like any assistance or further information, please contact the partner who normally
advises you.

While this document does not represent our advice, nevertheless it should not be passed to any
third party without our formal written agreement.

LCP is part of the Alexander Forbes Group, a leading independent provider of financial and risk services. Lane Clark & Peacock LLP is a limited liability partnership registered in England and
Wales with registered number OC301436. LCP is a registered trademark in the UK (Regd. TM No 2315442) and in the EU (Regd. TM No 002935583). All partners are members of Lane Clark &
Peacock LLP. A list of members’ names is available for inspection at 30 Old Burlington Street, London, W1S 3NN, the firm’s principal place of business and registered office. The firm is regulated
by the Institute and Faculty of Actuaries in respect of a range of investment business activities. Locations in London, Winchester, Jersey, Belgium, Switzerland, the Netherlands and Ireland.
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