
0© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Document Classification: KPMG Confidential

ORSA: Where are we 
at the end of the 
first year? 
September 2016



1© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Document Classification: KPMG Confidential

Contents
1 Market Practice – Balance Sheet and Capital

2 Stress and Scenario testing

3 MI – enabling use in decision making

4 The way forward



2© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Document Classification: KPMG Confidential

Lagging Developing Good Leading

Documentation

Roles and Responsibilities

System of Governance

Link to Business Plan/Strategy

Material Risk Assessment

Assessment of Solvency needs

Stress Testing and Scenario 
Analysis

Assessment of Continuous 
Compliance

Use in Decision Making

KPMG ORSA benchmarking results

* Based on a sample of 15 firms 
of varying size and complexity Average ratingDistribution of ratings

Source: KPMG benchmarking 2016



3© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Document Classification: KPMG Confidential

Balance Sheet / Capital in ORSA
Which of the following areas do you treat differently when performing your Pillar 2 
calculations vs Pillar 1 calculations?
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DTA allowance

Treatment of subordinated debt

More management actions in Pillar 2

Remove fungibility constraints

Other

Risk Margin cost of capital charge

Remove transitionals that were used in

the Pillar 1 calculation

Remove the risk margin

Contract Boundaries

Risk Free Rate (including MA, VA and

CRA)

Treatment of pension scheme risk

Different risk calibrations

Number of firms

Different risk calibrations

Treatment of pension scheme risk

Risk Free Rate (including MA, VA and CRA)

Contract boundaries

Remove the risk margin

Remove transitionals that were used in the 

Pillar 1 calculation

Risk margin cost of capital charge

Other

Remove fungibility constraints

More management actions in Pillar 2

Treatment of subordinated debt

DTA allowance

SF Pillar 2 YE 2015

IM Pillar 1 YE 2015

Source: KPMG Technical Practices Survey 2016
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Pension schemes in ORSA

54%

25%

21%

Many UK insurers operate defined benefit pension schemes. They are often large and can 
be a significant source of risk. Pillar 1 is prescriptive around how the pension scheme is 
treated.  Pillar 2 has no restrictions, however, most firms uses the Pillar 1 treatment.

What basis do you use to value your pension scheme under Pillar 2?

IAS 19 basis

Funding basis

Other

Source: KPMG Technical Practices Survey 2016
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Capital in ORSA
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Ratio between Pillar 1 and Pillar 2 diversified solvency capital requirements (SCR).

Median

Inter-Quartile Range

IM/
PIM

SF IM/
PIM

SF IM/
PIM

SF IM/
PIM

SF IM/
PIM

SF IM/
PIM

SF

Total 
market

Total 
life

Counterpart
y default 

Operational Other Total 
diversified 

Median 102% 95% 100% 98% 100% 100% 101% 83% 100% 95% 100% 94%

Source: KPMG Technical Practices Survey 2016
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KPMG ORSA benchmarking - SST 

1 3 Firms reports documented how the material 
risks are stress tested.

Reports considers scenarios, stresses and reverse stress tests to 
assess their impact on the risk profile, SCR and own funds.1 1

Firms adequately documented how stress testing 
is conducted on a forward looking basis. 

Reports were reviewed that did not 
take into account management actions.3

but only ..

5

SST

Lagging Developing Good Leading

Source: KPMG benchmarking 2016
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Sample of scenarios analysed

Life insurer
Annuity 
provider

Life insurer
Composite 
(life part)

Composite
Non-life
insurer

Economic scenario     

Insurance risk 
scenario

 

Regulatory change 
scenario

  

Major operational 
failure scenario



Failure of a major 
business partner

 

Business risk 
scenario
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Comments on the scenarios analysed

scenarios

economic
High proportion 
of

operational
Limited consideration of

scenarios

reconsider
Some may need to

the likelihood of their scenarios

Some companies are 
anticipating 
material regulatory 

change

management 
Limited consideration 
of 

actions
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Our benchmarking found:

Firms are not: 

— Doing enough to understand future 
stresses

— Looking at the practical aspects of 
management actions

— Using their SST/RST work to inform 
management discussions

Areas for 
development

Good 
practice

Conclusions- SST 

Firms are: 

— Assessing a wide range of material risks 

— Considering the impact on capital 

— Taking a proportionate approach
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PRA feedback on SST in ORSA reports

“None of the reports reviewed contained sufficient evidence of appropriate stress and scenario testing” June 2015

Need to be clearer on the management actions which would follow any scenario

Need to do more to understand “gamechanger” scenarios

Should consider future stresses as well as those which could happen today

Include analysis of possible management actions over the business planning period as risks change or 
potentially increase 

Document management actions you could take in the event of a breach of its capital requirements 

Include possible management actions to both mitigate and respond to the scenarios identified in the stress and 
scenario testing 

PRA feedback
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Recovery management actions are implemented when 
trigger points are reached

The ‘continuum of stress’

Preservation of Franchise Value

Run-off or 
wind-down

Menu of ‘recovery’ 
management actions 

BAU Orderly run-off 

BAU risk 
management actions

‘Tipping point B’ beyond 
which recovery is no longer 

possible

Expected losses 
incorporated into annual 
planning – ‘base-case 

scenarios’

Unexpected losses identified 
through stress testing using 
scenario analysis of varying 

severities

Continuum of stress
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n
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Delegated Committees with approval from 
Board

Board with likely external authority input (e.g. 
regulator)

Board and regulatory authorities

Continuum of stress

Full recovery Partial recovery No recovery

‘Tipping point A’ beyond 
which full recovery is not 

possible

Frequency of loss

Increasing severity of circumstances
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Why does Risk MI matter?

Increased 
requirements

Quantification 

Maturity of MI and Reporting 

Links to ORSA

Analysis and use

Digitisation

The current environment is one where the bar is being raised to satisfy internal and 

external needs and requirements, particularly around forward-looking risk perspectives 

and conduct risk.

Risk management needs to become less qualitative but should use a more fact-based 

and analytical approach, reflected in the risk MI & reporting. 

Whilst there is no ‘one size that fits all’, approaches relating to static and historic 

data is relatively mature, but forward-looking risk analysis is still developing.

Linking Risk MI to ORSA places the Risk MI dashboard at the centre of the 

business and decision making, strengthening the strategic value of Risk MI.

Each Line of Defence needs to understand its role, with the Risk 

Function focusing on oversight, challenge and insightful analysis.

Opportunities exist for firms to take advantage of the digital 

landscape by addressing legacy issues and embracing new 

solutions to improve production and optimise reporting.

We believe that insurers can save up to 20% of the resource currently spent on Risk MI production while 
also improving the quality of risk insight and analysis, hence supporting enhanced business decision-
making.
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20.00%

40.00%

60.00%

80.00%

Completely – they’ve 
fed back recently

Mostly – we still 
receive requests to 

amend it

Partly – works 
completely for some 
but not so much for 

others

Not sure

Boards are asking for better quality reporting

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

More detail on
specific risks

More insight on
controls

LE vs BU split
of the risk

profile

More forward
looking content

More points of
view from the
risk function

Other

What are the common information requests from your stakeholders?

How satisfied do you think your stakeholders are with the risk information they receive?

Source: Feedback gathered by KPMG at client event
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Risk analysis remains skewed to current or 
retrospective view 

Lagging Developing Good Strong

Communication of key issues

Timeliness of information

Forward looking analysis

Balanced metrics

Visual impact

Distribution of ratings AverageSource: KPMG benchmarking 2016

50%
More than

14%
Less than

of firms in our sample of 13 had either no, or inadequate forward 
looking analysis of risks in their reports

Firms present information in a way that is 
visually impactful and engaging

Key Facts (based on our sample of 13 risk reports)
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Use of Internal Model in decision making
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To what extent do you currently use your internal model or partial internal model when 
making business decisions in the following areas?

11 IM firms in total

Risk 
management

Strategic 
decisions

Reinsurance 
decisions

Pricing

Capital 
management

ALM Product 
development

Not at all

Very little

To some extent

To a large extent

Fully

Source: KPMG Technical Practices Survey 2016
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Results — Link to business plan & strategy

Firms included a description of the business plan.

Firms discussed the impact on risk profile.

Firms discussed the position against risk 
appetite over the planning period.

Firms discussed the impact on capital.

14

10
11

8

The ORSA should show what the business plan is and how it impacts the risk profile, capital and risk 
appetite of the firm.

Lagging Developing Good Leading

Link to business plan and strategy
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Considerations as ORSA moves to BAU

use align to Board 
expectation / peers?use

Does your 
ORSA 

validation
What level of

is provided to the Board that the ORSA 
process is executed as designed?

capital
Have you fully 
rationalised 
your ORSA

measure?

understand
Have you fully leveraged the 
opportunity to 

the risk profile and management actions 
needed from the SST work and ORSA

Does the ORSA 

timing

aligned
Is your ORSA process

to your other BAU processes 
such as regular Risk MI?

facilitate use in decision making / 
business and capital planning?
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