
Solvency II
Unlocking the mystery of the risk framework 
around ORSA 



The Solvency II Pillar 2 model 
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In a recent article, Solvency II — putting risk and governance at the heart of the business, we 
discussed Pillar 2’s governance expectations and why the requirements are so important 
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articulating and linking the elements of governance, risk control and wider risk management 
components into an integrated framework. 
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Risk and Solvency Assessment (ORSA) to demonstrate “sound and prudent management of the 
business” and assess overall solvency needs. In this article, we continue our discussion around 
risk management, testing the impact of ORSA, the guidance to date, where companies currently 
stand and the key issues and challenges they face. Adhering to this aspect of Solvency II will mean 
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The ORSA is a powerful component of Pillar 2 that emphasizes risk management as the 
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business strategy and that this process works in practice. In examining ORSA, we will focus on a 
demonstrable process that starts with an articulated strategy and appetite for risk that is forward 
looking and driven by business strategy that cascades through the entire organization.
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Insurance companies have increased their awareness around risk and are beginning to understand 
the scale of effort required for Solvency II implementation. Pillar 2 and ORSA play an integral role 
in governance, management and decision-making processes. However, the entire organization 
should recognize that there are key challenges to integrating modeling approaches into the risk 
framework and ORSA. While the Solvency II framework directive describes the need for an ORSA, 
and CEIOPS has discussed its scope in detail in an earlier issues paper, further guidance is still 
essential.

Unlike many other aspects of Solvency II readiness, Pillar 2 activity cuts across many different 
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what is required. Nevertheless, there are clearly some attributes worth highlighting. The ORSA is 
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0� Strategy and risk appetite

0� Oversight arrangements
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0� Technical pricing and value contribution is core input to product design and pricing

0� Metrics to identify underperforming portfolios
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0� Covers all types of risks

0� Identifying emerging risks
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0� Single version of the truth
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0� “Industrialized” analysis

0� Control of key risks
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0� Information to drive business decisions
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0� Data to be consistent, complete, accurate and auditable
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0� Clear ownership of tasks and risk decisions

0� Consistent policies and standards

*������+� Enterprise risk management framework

1Unlocking the mystery of risk framework around ORSA



strategy and liquidity). In addition, the ORSA provides a forward-looking perspective that should 
support the business strategy. The expectation of wider stress and scenario testing (including 
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using that approach to calculate Pillar 1. When a model is used for Pillar 1 calculations, it should 
be consistent with the ORSA calculation. The regulator would expect the ORSA and SCR to be 
potentially different dimensions of the same calculation.

Achieving these objectives demands a robust process that should be clearly documented and 
reviewed. However, effectively implementing the ORSA process requires that it is used to inform 
key business decisions and is embedded within the appropriate governance arrangements. 
Companies need to understand risks to the business strategy and the escalation process through 
the appropriate committees so they can carry out their roles within that governance structure.

The ORSA is about taking a risk-based view in running the business — a key point that is sometimes 
overlooked. This means that by default, the “use test” requirements for Pillar 1’s internal model 
(if used) also apply to Pillar 2. When using an internal model to quantify a risk, it should be 
applied within the business to manage risk at the front end. 

There is a direct link between the ORSA and the other components of Solvency II. Therefore, 
building an ORSA capability that ensures management buy-in must support an integrated 
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responsibility and should:

0� Be reviewed regularly and approved by its administrative or management body

0� Be based on adequate measurement and assessment processes
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meet its obligations under insurance contracts. Finally, process and outcome should be internally 
documented and independently assessed by the internal and potentially external audit functions.
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Integrated stress and scenario testing
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Use test

The outcome of the ORSA
Using an integrated stress 

and scenario testing framework

The ORSA should be 

forward-looking, taking 

into account the 

undertaking’s business 

plans and projections.

The ORSA is the responsibility 
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be regularly reviewed and 

approved by the undertaking's 
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body.

The ORSA should encompass 

all material risks that may 

have an impact on the 

undertaking's ability to 

meet its obligations under 

���	�
��
������
����

8�
�!'&�����	����
��
�
��

on adequate measurement 

and assessment processes 

and form an integral part of 

the management process and 

decision-making framework 

of the undertaking.

The ORSA process and 

outcome should be 

appropriately evidenced and 

internally documented, as well 

as independently assessed. Enterprise risk 
management 
framework
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to shape their view. However, for those insurance companies that are building a process that 
meets the attributes mentioned above, there are a number of shortcomings with the current state. 
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This is further complicated by the fact that additional models are used within many of the key 
business processes or functions.
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taxonomy of risks.  As a result, they tend to focus on the largest “top down” risks and those that 
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Historically, risk management activity has been backward-looking, which is contrary to  
Solvency II’s requirement for companies to be forward-looking in their risk assessments.  
his touches on all key functions from pricing a product to reinsurance, effective management 
decisions, performance management, mergers and acquisitions, portfolio management and 
business planning. These and other activities need to be informed by a Pillar 2 compliant view  
on the levels of risk the business is facing. 
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requirements within ORSA. In particular, there is a lack of forward-looking stress tests around 
the business strategy that drive contingency planning and reverse stress testing (i.e., testing to 
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have the ability to properly manage the risks they have in unpredictable situations. Even if they 
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when something unforeseen occurs. 

*������-� Guiding principles behind the use test
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System of governance Risk management system Decision-making process
Economic and solvency  
capital assessment

0� Measurement of material risks

0� ALM

0� External risk reporting and internal 
risk MI

0� Reinsurance program design

0� Risk balancing exposure 
management and limit setting

0� Product development/pricing

0� Developing and monitoring risk 
appetite

0� Internal model reconciliation

0� Technical provisions

0� 3��
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reporting

0� The technical implementation of 
management actions

0� The responsibility for 
parameterization

0� Investment decisions (strategic, 
tactical and operational)

0� Reinsurance decisions

0� Setting return on capital targets

0� Product development/pricing

0� Business planning

0� ALM

0� RI strategy

0� UW policy

0� Risk mitigation

0� Capital management

0� ORSA

0� Capital management

0� Regulatory capital (SCR)

0� Capital allocation

3Unlocking the mystery of risk framework around ORSA



*������.� ORSA report
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0� Projected capital 
and solvency 
position over 
business planning 
period (3-5 years)
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0� Point in time 
(reporting date) 
capital and solvency 
on economic and 
regulatory basis

������������� 
and scenarios

0� Future capital/
solvency under 
downside stress and 
scenarios

Governance

0� Description of risk 
governance, risk 
universe and risk 
policies
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0� Description of how 
risk and capital 
management 
activity is integrated 
into operational 
activity
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0� Description of firm’s 
process and procedures 
for identifying, 
assessing, controlling 
and prioritizing risks.
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0� Capital and liquidity 
plans under base 
case and stress and 
scenarios
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0� Description of the 
governance process 
around the ORSA, 
including challenge 
and debate
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0� Description of how risk 
management strategy 
supports business; 
appetite statements, 
current profile and 
monitoring
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0� Description of 
assessments during 
the period driven by 

“material changes” 
or risk indicators

ABC Insurance
Own Risk and 
Solvency Assessment 
(ORSA)

December 2012
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�������������

0� Independent review 
report on the ORSA 
process
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0� Description of legal 
and organizational 
structure, core 
business activities 
and market 
environment
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and, most importantly, an integrated policy framework. A sound ORSA process begins with a 
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process (including emerging risks) to drive the risk assessment. Supporting a commonly-
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appetite and tolerances by raising the question of whether both exist for all risk sources. The ideal 
control environment can only be designed (either through control, transfer or other mitigation 
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comprehensive set of risk indicators. These are likely to link to risk appetite or to key stress points 
within the capital model (i.e., there should be an indicator attached when the model is particularly 
sensitive to a movement).

The risk framework designed must be embedded in the business — which is clearly the most 
important and complex element. In practical terms, this means that key business decision makers 
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that are consistent with the ORSA process. This will require business transformation in strategic 
and operational functions within the governance system, risk management system and decision-
making framework of the organization. The key impact this will have on certain business processes 
��������
�
�������	�
�Y�

8�����������������������������
����������������������((������� 
���
�����
���9

0� <
�
�
�
���*
������
����
�
����
��+�"�����
�
������
��
����	��
���
��������
���	��
����������
to the business strategy.

0� There is a “single version of the truth” within the business. Different individuals responsible for 
making risk taking (or averting) decisions will not be using different metrics and information to 
inform their decisions. This should drive a greater consistency of decision-making that is better 
linked to risk appetite.
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which is a key underlying feature of the ORSA process. Although the regulatory constraints 

�����
�����
��Z��
��	�
������
���
���
�	��
�
����
�
����������
�
����
���	����������������
��������
demonstrate that it has access to the capital required to run its business.

0� Pillar 1 looks at a 12-month time horizon, but insurance companies (especially life insurers) 
run their businesses on a much longer cycle. It is management’s responsibility to demonstrate 
a deeper understanding of risks than they have in the past. Recent events have highlighted the 
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risk management, the use of risk within decision making and the means of ensuring the adequacy 
of funds to underpin the business strategy.
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components that insurance companies need to demonstrate solvency and sound risk management 
strategies. The report is a roadmap for a forward-looking assessment of capital and solvency 
position across a wide range of risks and is designed to ensure that an organization’s solvency 
needs are met at all times. Since this is the organization’s own view of economic capital, the ORSA 
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Conclusion

ORSA represents a company’s opinion and understanding of its risks, overall solvency needs and 
Own Funds held.  This key driver for embedding Enterprise Risk Management (ERM) into the 
business is a powerful tool that should give insurance companies a competitive edge and alleviate 
some of the pain in meeting the regulatory components of Pillar 1. Furthermore, although there is 
controversy around the reporting requirements within Pillars 1 and 3, Pillar 2 affords an excellent 
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make sure that their organizations are being run on a consistent basis.

Ernst & Young is at the forefront of helping companies launch their Pillar 2 initiatives and move 
forward. The Pillar 2 requirements for the ORSA should be the output of a sound ERM framework: 
a continuous process supported by meaningful models, quality data, and timely, consistent 
and accurate management information. A key requirement of Pillar 2 is to have a system of 
governance in place that provides a robust assessment of business risks and the capital required 
to support these risks.

5Unlocking the mystery of risk framework around ORSA
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shared values and an unwavering commitment to quality. We make a 
difference by helping our people, our clients and our wider communities 
achieve their potential.

For more information, please visit  
www.ey.com/insurance. 

Ernst & Young refers to the global organization of member firms of 
Ernst & Young Global Limited, each of which is a separate legal entity. 
Ernst & Young Global Limited, a UK company limited by guarantee, does 
not provide services to clients. 
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Insurers must increasingly address more complex and converging 
regulatory issues that challenge their risk management approaches, 
operations and financial reporting practices. Ernst & Young’s Global 
Insurance Center brings together a worldwide team of professionals to 
help you achieve your potential — a team with deep technical experience 
in providing assurance, tax, transaction and advisory services. The 
Center works to anticipate market trends, identify the implications and 
develop points of view on relevant industry issues. Ultimately it enables 
us to help you meet your goals and compete more effectively. It’s how 
Ernst & Young makes a difference. 
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