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DISCLAIMER 

•  This presentation represents the opinions of the 
presenter, David Ingram.  These are not 
necessarily the views of the International 
Actuarial Association or his employer, Willis Re.   

•  In the area of Risk Management it is always 
dangerous to rely on the opinions and analysis 
of a third party without verifying with your own 
research, thought, and analysis. 

•  This presentation is no exception to that rule.   



A Word From Our Lawyers 

•  Willis Re Inc. is a reinsurance broker. Willis Re Inc. is not a law firm, 
investment advisor or tax advisor. We do not give legal, investment or tax 
advice and nothing herein constitutes nor should be construed as such. 
Such ideas are offered for discussion purposes only and do not constitute 
advice of any kind. It is believed that the information used in creating this 
presentation is correct, but no representations are made as to its 
completeness or accuracy, nor are any warranties made as to its fitness 
for any purpose. You and your advisors must make an independent 
assessment regarding all such matters. 

•  Any comments or observations made herein are for academic purposes 
only and are not for the purposes of reliance. Any such comments do not 
reflect the views of Willis Re Inc. or its clients. 
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ERM and ORSA   
Assuring a Necessary Level of Risk Control 

 
•  Enterprise Risk Management (ERM) and Own 

Risk and Solvency Assessment (ORSA) in 
relation to solvency and its supervision  

•  Turning the tables by relying on insurers to 
assist with the solvency supervision  
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Why Do We Need This? 
Two assumptions have been embedded in our 
approach to supervision of insurance: 
 
1.  Risks are similar from company to company and year to 

year and we know how to assess the size of risk 
2.  All companies manage risks about the same and 

usually with an acceptable level of effectiveness 

Both may have been correct at some point in time in the 
past, but neither are true now.   

5 



No Longer Correct? 

1.  Risks that are labeled the same may be very 
different from company to company and from 
year to year.   

–  A rule of thumb such as premium to surplus ratio standards have 
little explanatory power 

2.  Actual risk management practice varies 
significantly from company to company 

–  Capital is no substitute for the lack of risk management 
–  A company with poor risk management will eventually lose 

all of their capital, regardless of the amount 
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What Can Supervisors  
Get from This? 

•  Economic Capital / Internal Model – Provides 
a consistent view of all risks and a view of the 
total risk 

•  Stress Tests – Provide a check on ECM and a 
method for assessing Emerging Risks 

•  Enterprise Risk Management – Extension of 
the ideas of risk management to all risks and to 
the aggregate risk amount 
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Traditional Risk Management 

•  Applies risk management ideas separately to the 
largest risks of the insurer 

•  Risk measures are usually different and totally 
inconsistent with each other 
–  No easy way to know which risk is largest, second, etc. 
–  No easy way to know if company is being very conservative on 

one risk and aggressive on another 
–  No easy way to know if the total amount of risk of an insurer is 

growing relative to the amount of capital or not 
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What Is the Difference Between 
Risk Management and ERM? 

•  Across ALL of the significant risks of the Enterprise  

•  Consistently across the risks 

•  Consistently with the fundamental objectives of the 
enterprise  

An ERM Program comprehensively applies Risk 
Management…  



ERM Evaluation Components 

Risk Management Culture 

Risk  
Control 

Processes 

Emerging 
Risks 
Mgmt 

Risk & 
Economic 
Capital   
Models 

Strategic Risk Management 



S&P Findings (2012) 

•  For 40+ of the largest US insurers 
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Overall Culture Risk Controls Emerging Risks Models SRM
Excellent 12% 17% 12% 12% 0% 12%
Strong 36% 74% 67% 36% 57% 43%
Adequate 52% 10% 21% 52% 43% 45%
Weak 0% 0% 0% 0% 0% 0%

Market Credit Insurance Operating Risk Controls 
Excellent 5% 2% 12% 7% 12%
Strong 60% 55% 67% 50% 67%
Adequate 36% 43% 19% 43% 21%
Weak 0% 0% 2% 0% 0%



Emphasis varies with Objective 
– Emphasis on ERM practices 
– Emphasis on Internal Model 

Some ERM/Capital regimes (S&P, Solvency II) 
assume uniform ERM Objectives 

–  Usually Capital Management and Risk Steering 

 
Many insurers do not agree with those objectives! 
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ERM STRATEGIES 
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Set Your Objectives 
•  Satisfying Regulator Compliance 

•  Holding the Right Amount Capital Management 

•  No single risk can do serious harm  Diversification 

•  Limit Risk to Limit Losses Loss Controlling 

•  Get Paid for Taking Risks Risk Pricing 

•  Make Risk Reward Trade-offs Risk Steering 
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An Additional Compliance 
Objective - ORSA 

•  Own Risk and Solvency Assessment (ORSA) 
–  An opinion on the adequacy of the ERM system and 

the Capital of the firm 
–  Made by the management and the board 
–  Based upon their own assessment of company 

FUTURE plans and risks and capacity to bare risks 
•  Capacity to bare risk is a combination of  

–  funds available and  
–  Risk management systems 
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October 2011 
•  International Association of Insurance Supervisors agree to  

Insurance Core Principles 
–  ICP 16 Enterprise Risk Management  

•  Contains ORSA 

•  ORSA is major part of Pillar II of Solvency II 
–  NAIC (US) is in the later stage of drafting ORSA requirements 

•  Financial Stability Board  
–  Requires all G20 countries to adopt ICPs 
–  And self assess regarding implementation by 2012 
–  Will be a part of FSAP examination by the IMF in the future 



Fundamental idea of ORSA 

•  OWN – the regulator should be asking the 
insurers to disclose their internal 
processes for self assessing adequacy of 
capital 
–  NOT telling the insurers what to do or how to do it 
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Capital Management Objective 

•  Main concern is the determination of the 
correct amount of capital that the insurer 
needs to hold 

•  Finance emphasis – get the capital right 
– May focus on Rating Agency or Regulatory 

requirements 
– May focus on Economic Capital Model 

•  But often sole use of model will be to validate that 
capital is still adequate 

•  These firms are struggling with the Use Test idea 
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Diversification 

•  Avoid Concentrations 
•  Often will be involved in a number of 

TOTALLY DIFFERENT businesses 
•  Fewer long term commitments 
•  Keep options open 
•  May use other apply other strategies to 

one business or another 

19 



Loss Controlling  

•  Seek to limit risk exposures thereby to limit 
losses 

•  In Insurance, these firms will be very slow 
to take on new risks 

•  Would tend to strongly prefer Stress Tests 
•  May dislike the idea of Risk Appetite 
•  Most firms will find that their longest term 

employees will have this approach 
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Risk Pricing 

•  Highest concern is getting the price right 
for risks 
– Very common approach for non-life insurers, 

especially commercial carriers 
•  Usually do not like Risk Appetite 

– Would prefer to take as much risk as they can 
find that is priced right 

•  Focus on good underwriting 
– Combined Ratio (claims + expenses / 

premiums) is primary metric 21 



Risk Steering 

•  Primary focus is risk portfolio management 
– Favor internal models 
– Key metric is return on risk capital 

•  Risk Appetite is important focal point of 
ERM activity 
– Allocate Risk Budget and Capital 
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CASE STUDIES  
ERM STRATEGIES 
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CASE STUDIES 

•  Eight Insurers from Canada, Peru, UK, 
Australia, Korea, Germany Bermuda and 
USA 

•  How do they choose to manage specific 
risks 
–  Insurance, Investment, Reserves, Operational 

•  How do they approach Enterprise Risks 



Investment Risk - Approaches 
•  Large Investment team.  Active management and 

trading.  Exploit opportunities in the market.  
Within risk tolerance framework.   

•  Need assets to back liability risks - low risk 
investment portfolio could actually increase total 
risk – need to match liabilities 

•  Favor Indexing.  Do not believe that there is any 
additional reward to be had without additional risk. 
Low risk investment portfolio.  Do not want to lose 
any money from taking investment risk. 

•  High scrutiny of largest exposures.   
•  Diversification Targets (secondary approach) 

MAX 

MGR 

CON 

PRAG 



Insurance Risk Approaches 
•  Set boundaries within our risk appetite as well as 

zero tolerance qualitative risks - where we will not 
go.  If warranted, the risk appetite could be 
revised, would require exec and board approval 
first 

•  Written in risk appetite that we will not accept any 
risk that is not understood at senior exec level 
(regardless of potential return) 

•  Consult models for all risk related decisions, but 
no longer rely solely on models  

•  Aspire to calculate and allocate capital by line of 
business for risk reward decision making 

MGR 

CON 

MGR 

MGR 



Reserve Risk Approaches 
•  Very proud of track record of few or no reserve 

strengthenings needed.  

•  Reserve process is highly technical  

•  Will tend to set initial reserves close to pricing 
assumptions, presuming that they got it right.   

•  Set reserves conservatively for cat prone book, 
small margin for short tailed non-cat book 

MAX 

MGR 

CON 

PRAG 



Operational Risk Approaches 

•  Limits and Control Cycle 
•  Have formal methodology to deal with 

Reputation Risk.   
–  Crisis management committees.   
–  Polling of execs and public.   
–  Proactive for negative press.  
–  Not part of risk management function. 

•  Zero tolerance for operational losses.  
Take extra care even if it costs more 
and slows things down. 

•  No Operational Risk approach 
articulated by 4 firms 

MGR 

CON 

PRAG 

MGR 



Enterprise Risk Approach 
•  Have or will soon have a formal Economic Capital 

Model and Capital Budgeting process. 
•  Use Regulatory risk factor formula to estimate 

aggregate risk and allocate capital 
•  Current focus is on Maximum Loss and keeping a 

wide margin above that level 
•  ERM not exclusively about Economic Capital 

–  None had a strong belief in the accuracy of their 
correlation assumptions 

•  Collaborating across risk silos to proactively 
mitigate effects of combinations of risk and 
interactions of risks 

MGR 

MGR 

MGR 

PRAG 

CON 



One Firm’s Choices 
•  Cat Risk – Diversification of Exposures – Quake, 

Wind, Flood – diverse locations 
•  Other Insurance Risks – Trading – sell at the right 

price – risk is low concern 
•  Operational Risk - Loss Controlling – not paid for 

risk 
–  Choose controls based upon cost benefit 

•  Credit & Investment Risk – Steering using efficient 
frontier – with a long term view for strategic asset 
allocation. 

•  Credit & Investment Risk – Tactical variations on 
SAA will be based upon short term view of markets 

MAX 

MGR 

PRAG 

CON 

PRAG 



ORSA – ICP 16 
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ORSA Standard 
• Own Risk and Solvency Assessment 

-  An opinion on the adequacy of the 
adequacy of the ERM system and the 
Capital of the firm 

-  Made by the management and the 
board 
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ORSA Standard 
• Three Elements 

1.   Measurement of Resources needed 
for Solvency 

2.   Determination of Capital Quality 
3.   Determination of ERM Adequacy 

 
•  Conclusion:  Statement of Capital & 

ERM Adequacy 
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ERM Standard 
• Five Elements 

1.   Identify Risks 
2.   Measure Risks 
3.   Risk Feedback Loop 
4.   Risk Tolerance Statement 
5.   Risk Policy 
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Identify Risks 
  Adequate Practice: 

–  Have identified claims, expense, 
reserving, investment market, 
investment and counterparty credit, 
operational, liquidity and group risk 

–  Identify and track key leading 
indicators for each major risk 
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Measure Risks 
  Adequate Practice 

–  Regularly assess frequency and severity of identified 
risks 

–  Use Risk modeling, stress testing and/or scenario 
analysis 

–  Consider range of levels of adversity 

–  Consider distribution of future cashflows 
–  Look beyond accounting and regulatory views 
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Measure Risks 
•  Adequate Practice (continued) 

–  Risk measurement can be used to monitor risk 
exposures & prioritize risk management 

–  Limits of risk models known to management & board 

•  Modeling & parameter risk 
–  Qualitative assessment of reputation risk  

•  And other non-quantifiable risks 
–  Stress to Failure performed 
–  Documentation of Risk Measurement 

•  Approach & Assumptions 
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Risk Feedback Loop 
  Adequate Practice 

–  Mechanism to incorporate new risks 
–  Changes to environment 
–  Feedback loop between top 

management, board and operating 
management regarding risk  

•  Changes to risk tolerance & risk 
treatments are effected and reported 
back  
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Risk Tolerance Statement 
•  Adequate Practice 

–  Quantitative & Qualitative Risk 
Tolerances and limits are set 

•  Take into account financial strength, size 
and complexity of risks, resources 
needed to manage risks, transferability of 
businesses 

–  Impacts on Business Strategy 
–  Impacts on day-to-day operations 
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Risk Policy 
  Adequate Practice 

–  Summarizes how all relevant risks are 
Identified, Managed & Monitored 

•  Operational level & link to Strategy 

–  Explains relationship between Risk 
Tolerance and Capital held 

–  Includes Underwriting, ALM & 
Investment Policies 

–  Documents Risk Feedback Loop 
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Measurement of Resources 
 needed for Solvency 

  Time Frame – 3 to 5 years 
-  Business plan time frame 

  Risks – all foreseeable and material 
risks 

-  Quantitative and Qualitative 
  Modeling methodology 

-  Stochastic model not required 



Risk Capital  
Determination Methods 

1.  Standard factors 
2.  USP Models 
3.  Stress tests 
4.  Simplified stochastic 
5.  Partial internal models 
6.  Full internal models 
7.  Multi-year models with Management 

Actions 
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Determination of Capital 
Available 

  Regulatory Standards 
  Governance impact 
  Supports company needs 

–  New Business Plans 
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Recapitalization 
•  ORSA can include consideration of future 

management actions to reduce risk or 
increase capital 
–  Must be realistic 
 

 
•  Requires Multi Year Model 

–  Very Few Insurers will have this capability 



WILLIS ERM PRACTICE GUIDE 

For ERM Compliance  
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Basic Practices 
Risk Identification 
Risk Measurement 
ERM Policies and Standards 
Risk Limits and Controlling 
Risk Learning 

ADVANCED PRACTICES 
Stress Testing 
Risk Capital 
Risk Reporting 
Risk Governance 
Change Risk 

10 REQUIRED ERM 
PRACTICES 
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Basic ERM Practices 
1. Risk Identification: Systematic identification of 
principal risks   

–  Identify and classify risks to which the firm is 
exposed and understand the important 
characteristics of the key risks 

  
2. Risk Measurement: What gets measured gets 
managed 

–  Includes: Gathering data, risk models, multiple 
views of risk and standards for data and models. 
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Basic ERM Practices 
3. Policies and Standards: Clear and comprehensive 
documentation 

–  Clearly documented the firm's policies and standards 
regarding how the firm will take risks and how and 
when the firm will look to offset, transfer or retain risks.  
Definitions of risk-taking authorities; definitions of risks 
to be always avoided; underlying approach to risk 
management; measurement of risk; validation of risk 
models; approach to best practice standards.    

 
4. Risk Limits and Controlling: Set, track, enforce   

  
–  Comprehensively clarifying expectations and limits 

regarding authority, concentration, size, quality; a 
distribution of risk targets and limits, as well as plans 
for resolution of limit breaches and consequences of 
those breaches. 
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Basic ERM Practices 
   
5. Risk Learning: Commitment to constant 
improvement 

–  A learning and improvement environment that 
encourages staff to make improvements to 
company practices based on unfavorable and 
favorable experiences with risk management and 
losses, both within the firm and from outside the 
firm.   
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ADVANCED ERM 
PRACTICES 

6. Stress Testing: Preparing for unknown unknowns   
  Develop detailed "what if" scenarios. Perform testing of impact of 

scenarios on firm. Identify and track key risk indicators, prepare 
contingency plans, perform  mock event drills, develop potential risk 
mitigation tactics. 

7. Risk Capital: Capital needs and capital usage 

  Starts with a definition of Risk Capital Target and relationship with 
solvency standard. Includes the determination and update of risk 
capital target value; allocation of risk capital; capital budgeting 
process and the use of capital alternatives.  
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ADVANCED ERM 
PRACTICES 

8. Risk Reporting: To senior management and the board of directors 
  Reporting of risk profile incorporating risk quantity and quality, time view, 

likelihood, uncertainty that is frequent and consistent.   
 
9. Risk Management Governance: ERM and the Board    

  Regular discussions with the board regarding risks and risk management. 
Board approves plans for the quantity & quality of risk. Board actively 
consulted regarding changes to major risks from management action or 
external factors and proposed response to those changes. Board 
approves Policies and Standards; Board is informed when policies and 
standards are violated.    
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ADVANCED ERM 
PRACTICES 

 
10. Change Risk: Preparing for Upside and downside of change   

  Applies to new projects, products, investments, acquisitions, joint 
ventures, territories, markets, etc. that includes review of the Impact on 
Risk profile; value; risk reward and includes the determination of the 
application of ERM Best Practices to the new activity.    
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ERM Development Plan for Insurers 
•  Option 1 – For Companies with very limited 

current ERM program 
Two-Year Implementation 

–  Year 1 – Basic Practices 
–  Year 2 – Advanced Practices  

 

•  Option 2 – For Companies with some 
existing ERM capabilities 

12 - 18 month Implementation 
–  Step 1 – Gap Assessment 
–  Step 2 – Fill in Gaps – Basic Practices 
–  Step 3 – Fill in Gaps – Advanced Practices 



TURNING THE TABLES 
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ORSA is a New Approach 

•  Previous – Supervisor determines 
solvency (or specifies how insurer must determine) 

•  ORSA – Management & Board must reach 
their own conclusion 
–  ICP 16 gives only broad outline of how to do 

•  Solvency II providing very detailed road 
map for ORSA 
– US is (so far) staying very broad 
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ERM and ORSA 
Conclusions 

•  ERM needs to be a part of Insurance Company 
Supervision 
–  But insurers have a number of different approaches to ERM 
–  Supervisors need to be careful about dictating commercial 

practice 

•  ORSA is an important new idea for Supervisors to use 
with Insurers 
–  It will become quickly apparent which insurers are actually 

attending to their risks 
•  And which are not 

•  The ORSA discussions could ultimately lead to a 
revolution in supervisory practices 
–  As insurers take their role to assess their own solvency seriously 
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Actuaries Roles in ERM 
•  Economic Capital Models 
•  Stress Testing 
•  Risk Treatment Systems – Reinsurance, 

ALM, Hedging 
•  Risk Pricing 
•  Capital Allocation 
•  Risk Reward Optimization 
•  Chief Risk Officer 

High quality Professional Risk Analysis 
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Actuaries as the  
Risk Management Professionals 

•  Highly quantitative approach to viewing 
business problems 
–  Basis for model is best understanding of the underlying 

drivers of the business 
–  Over 100 years of experience in the business of risk 

•  Pragmatic approach 
–  Not tied to the latest theory 
–  Or the hand of some dead economist 

•  Highly trained in Risk Management (CERA) 
•  Professional Standards 
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Professional Standards for 
Enterprise Risk Management  

•  There are several sets of ERM Standards  
–  They are all for COMPANIES 

•  There are not any ERM Standards for individual 
professionals 

•  Actuaries are developing standards 
–  Actuarial Standards Board (US) 
–  IASSC of the IAA 

•  With standards, actuaries will be the only group 
of people that have a reliable process of 
assuring quality of ERM work 



Contact Information 

Dave Ingram 
EVP Willis Re 
+1 212 915 8039 
Dave.ingram@willis.com 
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Concerns of Risk Managers 
•  Total Risk is too high 
•  Rate of Risk is unpredictable 
•  Volume of activity shifts to activities with high Rate 

of Risk 
•  Volume of activity shifts to activities with high Return 

per unit of activity but also high Rate of Risk 
•  Product, Business Unit, Company does not meet 

Return on Risk target 
•  New Product is designed with low return on risk 

ERM System involves setting up a control system for planning, 
monitoring and responding to these concerns 
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Risk Reports 
•  New Business Profit Report 

–  Showed Monthly Sales, expected profit, risk and 
estimated return on risk for new sales 

•  Business Unit Return on Risk Report 
–  Showed profit and risk, plan vs. actual for each 

business unit. (Quarterly) 
•  Annual Risk and profit review 

–  Described the risk dynamics of each business for the 
CEO 

•  New product profit and risk reports 
–  Described the expected profit and risk of new product  
–  Needed to be approved by Corporate Actuary 


