ORSA Review Template

Group/Insurer:
Group Code/Cocode:
Valuation Date:
Submission Date:

General Instructions:

This template is intended to be used to document a review and assessment of the ORSA Summary
Report by the lead/domestic state. Regulators should document the results of their annual review of the
ORSA and utilize the appendixes to track and communicate feedback to the company and procedures for
regulatory follow-up. See VI.E. Group-Wide Supervision — Enterprise Risk Management Process Risks
Guidance for additional guidance in completing this template.

Prepared/Reviewed By: Date:

Date of Last Exam:
Date of Next Exam:
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Background Information

Summarize and assess background information provided in the report, where available. Key documentation
elements are presented below.

1. Attestation:

2. Entities in Scope:

3. Accounting Basis:

4, Key Business Goals:

5. Changes from Prior Filing(s):

6. Planned ERM Enhancements:
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Section | — Description of the Insurer’s ERM Framework

Summarize and assess key information from Section | of the ORSA Summary Report for each of the five
principles of a risk management framework.

1. Risk Culture and Governance:

2. Risk Identification and Prioritization:

3. Risk Appetite, Tolerances and Limits:

4, Risk Management and Controls:

5. Risk Reporting and Communication:

Overall Section 1 Assessment—ATfter reviewing and considering each principle individually, develop an overall
assessment of the group’s/insurer’s risk management framework including any concerns or areas requiring
follow-up investigation or communication:

© 2020 National Association of Insurance Commissioners 3



Section Il — Insurer Assessment of Risk Exposures

Prepare documentation summarizing a review and assessment of information provided on the reasonably
foreseeable and relevant material risks of the insurer/group.

THE FOLLOWING TABLE SHOULD BE COMPLETED FOR EACH KEY RISK

Risk Title/Description
Branded Risk(s)
Controls/Mitigation
Risk Limits
Assessment (QT/QL)

Normal Exposure

Stress Scenario(s)

Stressed Exposure

Inclusion on GPS/IPS
Regulator Review & Assessment:

Overall Section 2 Assessment—After reviewing and considering each key risk individually, develop an overall
conclusion regarding the group’s/insurer’s process to assess key risk exposures including any concerns or areas
requiring follow-up investigation or communication:
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Section 111 — Assessment of Risk Capital and Prospective Solvency

Prepare documentation summarizing a review and assessment of key elements of the risk capital and prospective
solvency process as follows.

1. Discussion of Capital Metric(s) Used:

2. Group Risk Capital (GRC) — By Risk and In Aggregate:

3. Impact of Diversification Benefit:

4. Available Capital:

5. Excess Capital:

6. Impact of Stresses on GRC:

7. Governance and Validation:

8. Prospective Solvency Assessment:

Overall Section III Assessment—After reviewing and considering each of the key elements individually,
develop an overall assessment of the risk capital and prospective solvency of the insurer/group including any
concerns or areas requiring follow-up investigation or communication:
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Appendix A — Feedback to Insurer

Feedback to the insurer on the ORSA Summary Report is critical for the compliance and effectiveness of future
filings. The purpose of this form is to help the lead/domestic state gather and provide constructive and practical
feedback to the insurer.

Positive Attributes:
1.
2.
3.

Constructive Feedback:
1.
2.
3.

Requests for Additional Information:

wn e
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Appendix B — Recommended Exam Procedures/Areas for Follow-up Investigation

In completing a review of the ORSA Summary Report, the lead state/domestic regulator should consider whether
certain elements could benefit from verification/testing in an examination or additional monitoring and follow-up
investigation by the financial analyst. Such procedures and issues can be accumulated here for communication
and tracking.

Background Information
1.
2.
3.

Section | - ERM Framework
1.
2.

3.

Section Il - Risk Assessment
1.
2.
3.

Section 11l - Risk Capital and Prospective Solvency
1.
2.
3.
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VI.E. Group-Wide Supervision — Enterprise Risk Management Process Risks Guidance

Introduction

The process for assessing enterprise risk management (ERM) within the group will vary depending upon its
structure and scale. Approximately 90 percent of the U.S. premium is subject to reporting an annual Own Risk
Solvency assessment-Assessment (ORSA) Summary Report. However, all insurers are subject to an assessment of
risk management during the risk-focused analysis and examination, and this review is a responsibility of the lead
state. In addition, all groups are required to submit the Form F - Enterprise Risk Report under the requirements of
the NAIC Insurance Holding Company System Regulatory Act (#440). In addition, both the ORSA Summary Report
and the Form F are subject to the supervisory review process, which contemplates both off-site and on-site
examination of such information proportionate to the nature, scale and complexity of the insurer/group’s risks.
Those procedures are discussed in the following two sections. In addition, any risks identified throughout the
entire supervisory review process are subject to further review by the lead state in either the periodic meeting
with the insurer/group and/or any targeted examination work. When reviewing the ORSA and Form F, the lead
state _analyst should consider consistency between the documents, as well as information provided in the
Corporate Governance Annual Disclosure.

ORSA Summary Report

The NAIC Risk Management and Own Risk and Solvency Assessment Model Act (#505) requires insurers above a
specified premium threshold, and subject to further discretion, to submit a confidential annual ORSA Summary
Report. Model #505 gives the_individual insurer and the insurance group discretion as to whether the report is
submitted by each individual insurer within the group or by the insurancer group as a whole (See the NAIC Own
Risk Solvency Assessment Guidance Manual for further discussion).

e Lead State: In the case where the insurance group chooses to submit one ORSA Summary Report for the
group, it must be reviewed by the lead state. The lead state is to perform a detailed and thorough review of
the information and initiate any communications about the ORSA with the group. The suggestions below set
forth some possible considerations for such a review. At the completion of this review, the lead state should
prepare a thorough summary of its review, which would include an initial assessment of each of the three
sections. The lead state should also consider and include key information to share with other domestic states
that are expected to place significant reliance on the lead state’s review. The lead state should share the
analysis of ORSA with other states that have domestic insurers in the group._ The group ORSA review and
sharing with other domestic states should occur within 120 days of receipt of the ORSA filing.

e Non-Lead State: Non-lead states are not expected to perform an in-depth review of the ORSA, but instead
rely on the review completed by the lead state. The non-lead states’ review of anthe lead state’s ORSA review
should be performed only for the purpose of having a general understanding of the work performed by the
lead state, and to understand the risks identified and monitored at the group-level so the non-lead state may
better monitor and communicate to the lead state when its legal entity could affect the group. Any concerns
or questions related to information in the ORSA or group risks should be directed to the lead state.

e Single Insurer ORSA: In the case where there is only one insurer within the insurance group, or the group
decides to submit separate ORSA Summary Reports for each legal entity, the domestic state is to perform a
detailed and thorough review of the information, which would include an initial assessment of each of the
three sections and initiate any communications about the ORSA directly with the legal entity. Such a review
should also be shared with the lead state (if applicable) so it can develop an understanding of the risks within
the entire insurance group._Single insurer ORSA reviews should be completed within 180 days of receipt of

the ORSA filing.
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Throughout a significant portion of the remainder of this document, the term “insurer” is used to refer to both a
single insurer for those situations where the report is prepared by the legal entity, as well as to refer to an
insurance group. However, in some cases, the term group is used to reinforce the importance of the group-wide
view. Similarly, throughout the remainder of this document, the term "lead state” is used before the term
“analyst” with the understanding that in most situations, the ORSA Summary Report will be prepared on a group
basis and, therefore reviewed by the lead state.

Background Information

To understand the appropriate steps for reviewing the ORSA Summary Report, regulators must first understand
the purpose of the ORSA. As noted in the ORSA Guidance Manual, the ORSA has two primary goals:

1. To foster an effective level of (ERM) at all insurers, through which each insurer identifies, assesses, monitors,
prioritizes and reports on its material and relevant risks identified by the insurer, using techniques that are
appropriate to the nature, scale and complexity of the insurer’s risks, in a manner that is adequate to support
risk and capital decisions

2. To provide a group-level perspective on risk and capital, as a supplement to the existing legal entity view.

In addition, separately, the ORSA Guidance Manual discusses the regulator obtaining a high-level understanding
of the insurer’s ORSA; and discusses how the ORSA Summary Report may assist the commissioner in determining
the scope, depth and minimum timing of risk-focused analysis and examination procedures.

There is no expectation with respect to specific information or specific action that the lead state regulator is to
take as a result of reviewing the ORSA Summary Report. Rather, each situation is expected to result in a unique
ongoing dialogue between the insurer and the lead state regulator focused on the key risks of the group. For this
reason, as well as others, the lead state analyst may want to consider including-inits-initiatadditional support in
the form of a broader review team as necessary in reviewing ef~the ORSA Summary Report, subject to the
confidentiality requirements outlined in statute. In reviewing the final ORSA filing prior to the next scheduled
financial examination, the analyst should consider inviting the lead state examiner erany-otherindividualacting

confidentiatityto participate on the review team. Regardless of which individuals are involved on a review team,
the 120-day or 180-day timeliness standards are applicable to the review. Additionally, the lead state analyst and
examiner may want to include them-the review team in pessible-ongoing dialogues with the insurer since the
same team will be part of the ongoing monitoring of the insurer and an ORSA Summary Report is expected to be

at the center of the regulatory processes. Ajeint-reviewsuch-as-thispriorto-thelead stateanalyst-documenting
. . o .

These determinations can be documented as part of each insurer’s ongoing supervisory plan. However, the ORSA
Guidance Manual also states that each insurer’s ORSA will be unique, reflecting the insurer’s business model,
strategic planning and overall approach to ERM. As regulators review ORSA Summary Reports, they should
understand that the level of sophistication for each group’s ERM program will vary depending upon size, scope
and nature of business operations. Understandably, less complex organizations may not require intricate
processes to possess a sound ERM program. Therefore, regulators should use caution before using the results of
an ORSA review to modify ongoing supervisory plans, as a variety of practices may be appropriate depending upon
the nature, scale and complexity of each insurer.

© 2020 National Association of Insurance Commissioners 9



Financial Analysis Handbook
201820 Annual / 2014921 Quarterly

VI.E. Group-Wide Supervision — Enterprise Risk Management Process Risks Guidance

General Summary of Guidance for Each Section

The guidance that follows is designed to assist the lead state analyst in the review of the ORSA and to allow for
effective communication of analysis results with the non-lead states. It is worth noting that this guidance is
expected to evolve over the years, with the first couple of years focused on developing a general understanding
of ORSA and ERM. It should be noted that each of the sections can be informative to the other sections. As an
example, Section Il affords an insurer the opportunity to demonstrate the robustness of its process through its
assessment of risk exposure. In some cases, it’s possible the lead state analyst may conclude the insurer did not
summarize and include information about its framework and risk management tools in Section | in a way that
allowed the lead state analyst to conclude itwas—attevel-5{defined-belowjon effectiveness, but in practice by
review of Section I, i-appearsto-meetthelevelsuch a conclusion was able to be reached. Likewise, the lead state
analyst may assess Section Il as tevel-Seffective but may be unable to see through Section Ill how the totality of
the insurer’s system is Level-Seffective because of a lack of demonstrated rigor documented in Section Ill.
Therefore, the assessment of each section requires the lead state analyst to consider other aspects of the ORSA
Summary Report. This is particularly true of Section |, because as discussed in the following page-{e+paragraphsj,
the other two sections have very distinct objectives, whereas the assessment of Section | is broader.

Background Information procedures are provided to assist the regulator in gaining an overall understanding of
the ORSA Summary Report and assessing compliance with reporting requirements in several critical areas.

Section | procedures are focused on assessing the insurer’s maturitytevel with—respeette—its—overall risk

management framework. The procedures are presented as considerations to be taken into account when

reviewing and assessing an insurer’s |mplementat|on of each of the risk management prlncmles hlghllghted in the
NAIC’'s ORSA Gu1dance Manua/ A
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assessing_implementation, regulators should consider whether Fthe design of ERM/ORSA practices should
appropriately reflect the nature, scale and complexity of the insurer. Lead-stateregulatorsshould-understand-the

U Sy ”

HrHade AaEa ari H A '..... a'

Section Il takes a much different approach. It provides guidance to allow the lead state analyst to better
understand the range of practices they may see in ORSA Summary Reports. However, such practices are not
intended to be requirements, as that would eliminate the “Own” aspect of the ORSA and defeat its purpose. As
such, analysts should not expect or require insurers to organize or present their risks in a particular manner (i.e.

by branded risk classification). Rather, the guidance can be used in a way to allow the lead state analyst to better
understand the information in this section. Section Il guidance has been developed around reviewing key risks
assessed by the eempanyinsurer, evaluating information provided on the assessment and mitigation of those risks
and classifying them within the nine branded risk classifications eentained—elsewhere—n—thisoutlined in the
Handbook, which are used as a common language in the risk-focused surveillance process for ongoing tracking
and communication. As such, the analyst should attempt to classify each key risk assessed by the insurer into a
branded risk classification(s) for incorporation into general analysis documentation (IPS or GPS) as appropriate.
The branded risk classifications are intentionally broad in order to allow almost any risk of a company to be tracked
within one or more categories, but the analyst may also use an “Other” classification as necessary to track

’

Section lll is also unique in that it provides a specific means for assisting the lead state analyst in evaluating the
insurer’s determinations of the reasonableness of its group capital and its prospective solvency position on an

ongoing basis. Section Il of the ORSA Summary Report is intended to be more informative regarding capital than
other traditional methods of capital assessment since its sets forth the amount of capital the group determines is
reasonable to sustain its current business model rather than setting a minimum floor to meet regulatory or rating
agency capital requirements.

Background Information

The ORSA Guidance Manual encourages discussion and disclosure of key pieces of information to assist regulators
in reviewing and understanding the ORSA Summary Report. As such, the following considerations are provided to
assist the regulator in reviewing and assessing the information provided in these areas.

e Attestation — The report includes an attestation signed by the Chief Risk Officer (or other executive
responsible for ERM oversight) indicating that the information presented is accurate and consistent with
ERM reporting shared with the Board of Directors (or committee thereof).

e Entities in Scope — The scope of the report is clearly explained and identifies all insurers covered. The
scope of a group report also indicates whether material non-insurance operations have been covered.
The lead state analyst should utilize Schedule Y and other related tools/filings to verify that all appropriate
entities are accounted for.

e Accounting Basis — The report clearly indicates the accounting basis used to present financial information
in the report, as well as the primary valuation date(s).
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e Key Business Goals — The report provides an overview of the insurer’s/group’s key business goals in order
to demonstrate alignment with the relevant and material risks presented within the report.

e Changes from Prior Filing(s) — The report clearly discusses significant changes from the prior year filing(s)
to highlight areas of focus in the current year review including significant changes to the ERM framework,
risks assessed, stress scenarios, overall capital position, modeling assumptions, etc.

e Planned ERM Enhancements — The report provides information on planned enhancements for improving
the effectiveness of the insurer’s/group’s ERM practices to demonstrate ongoing development and a
functioning feedback loop.

Review of Section | - Description of the Insurer’s Risk Management Framework

The ORSA Guidance Manual requires the insurer to discuss the key principles below in Section | of the ORSA
Summary Report. For purposes of evaluating the ORSA Summary Report, and moreover, the lead state analyst’s
responsibility to assess the insurer’s risk management framework, the lead state analyst should review the ORSA
Summary Report to ascertain if the framework meets the principles. Additional guidance is included to provide
further |nformat|on on what may be contemplated when—eene—réeﬁngn assessmg such prlnC|pIes—as—weH—a5

Key Principles:
Risk Culture and Governance

Risk Identification and Prioritization
Risk Appetite, Tolerances and Limits

Risk Management and Controls

mo o ® >

Risk Reporting and Communication

Documentation for Section |

When reviewing the ORSA Summary Report, the lead state analyst should consider the extent to which ef-the
above principles are present within the organization. In reviewing these principles, examples of various
attributes/traitsassociated-with-variousmaturity-tevels{e-g—Level 5" practicesjconsiderations are provided for
each principle in the following sections. The intent in providing these attributes-ertraitsconsiderations is to assist
the lead state analyst in assessmg the rlsk management framework However, these attributes-considerations only
y—evelshighlight certain elements
assouated with the key principles and practlces of |nd|V|duaI insurers that that may vary significantly—frem—the
examplesprovided. The |lead state analyst should document a summary of the review of Section | by outlining key
information and developing an assessment of each of the five principles set forth in the ORSA Guidance Manual
using the template located in the next section of this Handbook.

A. Risk Culture and Governance

It is important to note some insurers view risk culture and governance as the cornerstone to managing risk. The
ORSA Guidance Manual defines this item to include a structure that clearly defines and articulates roles,
responsibilities and accountabilities, as well as a risk culture that supports accountability in risk-based decision
making. Therefore, the objective is to have a structure in place within the insurer that manages reasonably
foreseeable and relevant material risk in a way that is continuously improved. Key considerations in reviewing and
assessing risk culture and governance might include, but aren’t limited to:

e Roles and Responsibilities - Roles and responsibilities of key stakeholders in risk and capital management
are clearly defined and documented in writing, including members of the board (or committee thereof),
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officers and senior executives, risk owners, etc.

e Board or Committee Involvement — The Board of Directors or appropriate committee thereof
demonstrates active involvement in and oversight of ERM activities through regular monitoring, reporting
and recommendations.

e Strategic Decisions — Directors, officers and other members of senior management utilize information
generated through ERM processes in making strategic decisions.

e Staff Availability and Education — The insurer maintains suitable staffing (e.g. sufficient number,
educational background, and experience) to support its ERM framework and deliver ofn its risk strategy.
Staff is kept current in its risk education in accordance with changes to the risk profile of the insurer.

e Leadership — The Chief Risk Officer (CRO), for equivalent position,} possesses an appropriate level of
knowledge and experience related to ERM and receives an appropriate level of authority to effectively
fulfill responsibilities. This includes clear and direct communication channels between the CRO and the
BOD or appropriate committee thereof.

e Compensation — The insurer demonstrates that incentives, compensation and performance management
criteria have been appropriately aligned with ERM processes and do not encourage excessive risk taking
given the capital position of the insurer.

e Integration — The insurer integrates and coordinates ERM processes across functional areas of the
organization including human resources, information technology, internal audit, compliance, business
units, etc.

e Assessment — The insurer’s ERM framework is subject to regular review and assessment, with updates
made to the framework as deemed necessary.
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B. Risk Identification and Prioritization

The ORSA Guidance Manual defines this as key to the insurer. Responsibility for this activity should be clear, and
the risk management function is responsible for ensuring the processes are appropriate and functioning properly.
Therefore, an approach for risk identification and prioritization may be to have a process in place that identifies
risk and prioritizes such risks in a way that potential reasonably foreseeable and relevant material risks are
addressed in the framework. Key considerations in reviewing and assessing risk identification and prioritization
might include, but aren’t limited to:

Resources — The insurer utilizes appropriate resources and tools (e.g. questionnaires, external risk listings,

brainstorming meetings, regular calls, etc.) to assist in the risk identification process that are appropriate
for its nature, size and structure.
Stakeholder Involvement — All key stakeholders (i.e. directors, officers, senior management, business unit

leaders, risk owners, etc.) are involved in risk identification and prioritization at an appropriate level.
Prioritization Factors — Appropriate factors and considerations are utilized to assess and prioritize risks

(e.g. likelihood of occurrence, magnitude of impact, controllability, speed of onset, etc.).
Process Output — Risk registers, key risk listings and risk ratings are maintained, reviewed and updated on

a regular basis.
Emerging Risks — The insurer has developed and maintained a formalized process for the identification
and tracking of emerging risks.
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C. Risk Appetite, Tolerances and Limits

The ORSA Guidance Manual states that a formal risk appetite statement, and associated risk tolerances and limits
are foundational elements of a risk management framework for an insurer. While risk appetites, tolerances and
limits can be defined and used in different ways across different organizations, this guidance is provided to assist
the regulator in understanding and evaluating the insurer’s practices in this area.

Risk appetite can be defined as the amount of specific and aggregate risk that an organization chooses to take
during a defined time period in pursuit of its business objectives. Understanrding-Articulation of the risk appetite
statement ensures alignment with-of the risk strategy with the business strategy set by senior management and
reviewed and evaluated by the board. Not included in the Manual, but widely considered, is that risk appetite
statements should be easy to communicate, be understood, and be closely tied to the insurer’s strategy.

After the overall risk appetite for the insurer is determined, the underlying risk tolerances and limits can be
selected and applied to business units and specific key risks identified-areas—as—deemed—appropriate by the
eempanyinsurer. Risk tolerance can be defined as the aggregate risk-taking capacity of an organization. Risk limits
can be defined as thresholds used to monitor the actual exposure of a specific risk or activity unit of the
organization to ensure that the level of actual risk remains within the risk tolerance. The eempanyinsurer may
apply appropriate quantitative limits and qualitative statements to help establish boundaries and expectations for
risks that are hard to measure. These boundaries may be expressed in terms of earnings, capital, or other metrics
(growth, volatility, etc.). The risk tolerances/limits provide direction outlining the insurer’s tolerance for taking on
certain risks, which may be established and communicated in the form of the maximum amount of such risk the
entity is willing to take. However, in many cases these will be coupled with more specific and detailed limits or
guidelines the insurer uses.

Due to the varying level of detail and specificity that different insurers incorporate into their risk appetites,
tolerances and limits, lead state regulators should consider these elements collectively to reach an overall
assessment in this area and should seek to understand the insurer’s approach through follow-up discussions and
dialogue._Key considerations in reviewing and assessing risk appetites, tolerances and limits might include, but
aren’t limited to:

e Risk Appetite Statement — The insurer has adopted an overall risk appetite statement consistent with its
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business plans and operations that is updated on a regular basis and approved by the board of directors
(or committee thereof).

e Risk Tolerances/Limits — Tolerances and limits are developed for key risks in accordance with the overall
risk appetite statement.

e Risk Owners — Key risks are assigned to risk owners with responsibility for monitoring and reporting on
risk tolerances and limits, including actions to address any breaches.

D. Risk Management and Controls

The ORSA Guidance Manual stresses managing risk as an ongoing ERM activity, operating at many levels within
the insurer. This principle is discussed within the governance section above from the standpoint that a key aspect
of managing and controlling the reasonably foreseeable and relevant material risks of the insurer is the risk
governance process put in place. For many companies, the day-to-day governance starts with the relevant
business units. Those units put mechanisms in place to identify, quantify and monitor risks, which are reported up
to the next level based upon the risk reporting triggers and risk limits put in place. In addition, controls are also
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put in place on the backend, by either the ERM function or the internal audit team, erseme-independent
eonsultant-which are designed to ensure compliance and a continual enhancement approach. Therefore, one
approach may be to put controls in place to ensure the insurer is abiding by its limits._ Key considerations in
reviewing and assessing risk management and controls might include, but aren’t limited to:

e Lines of Defense — Multiple lines of defense (i.e. business unit or risk owners, ERM function, internal audit)
are put in place to ensure that control processes are effectively implemented and maintained.

e Control Processes — Specific control activities and processes are put in place to manage, mitigate and
monitor all key risks.

e Implementation of Tolerances/Limits — Risk tolerances and limits are translated into operational
guidance and policies around key risks through all levels of the organization.

e Indicators/Metrics — Key risk indicators or performance metrics are put in place to monitor exposures,
provide early warnings and measure adherence to risk tolerances/limits.
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E. Risk Reporting and Communication

The ORSA Guidance Manual indicates risk -reporting -and -communication -provides -key -constituents -with
transparency into the risk-management processes as well as facilitates active, informal decisions on risk-taking
and management. The transparency is generally available because of reporting that can be made available to
management, the board, or compliance departments, as appropriate. However, most important is how the reports
are being utilized to identify and manage reasonably foreseeable and relevant material risks at either the group,
business unit or other level within the insurer where decisions are made. Therefore, one approach may be to have
reporting in place that allows decisions to be made throughout the insurer by appropriately authorized people,
with ultimate ownership by senior management or the board. Key considerations in reviewing and assessing risk
reporting and communication might include, but aren’t limited to:

e Training — The importance of ERM processes and changes to the risk strategy are clearly communicated
to all impacted areas and business units through ongoing training.

e Key Risk Indicator Reporting — Summary reports on risk exposures (i.e. key risk indicators) and compliance
with tolerances/limits are maintained and updated on a regular basis.

e Oversight — Summary reports are reviewed and discussed by directors, officers and other members of
senior management on a regular basis.

e Breach Management — Breaches of limits and dashboard warning indicators are addressed in a timely
manner through required action by directors and officers.

e Feedback — A feedback loop is embedded into ERM processes to ensure that results of monitoring and
review discussions on key risks by senior management and the board are incorporated by business unit
leaders and risk owners into ongoing risk-taking activities and risk management processes.
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summarizing the information reviewed for each of the key principles individually, the lead state analyst should

provide an overall assessment of the insurer’s ERM framework, including any concerns or areas requiring follow-
up investigation or communication. In preparing the assessment, Fthe lead state analyst should understand that
ORSA summary reports may not always align with each of these specific principles. Therefore, the lead state
analyst must use judgment and critical thinking in accumulating information to support their evaluation of each
of these principles. The overall evaluation should focus on critical concerns associated with any of the individual
principles and should also address any other ERM framework concerns that may not be captured within these

principles.

The lead state analyst should also be aware that the lead state examiner is tasked te—update-the-assessment
bywith supplementing the lead state analyst’s assessment with additional onsite verification and testing. The lead
state analyst should direct the lead state examiner to those areas where such additional verification and testing
is appropriate and could not be performed by the lead state analyst. Where available from prior full scope or
targeted examinations, the-assessmentinformation from the lead state examiner should be used as a starting
point for the lead state analyst to update. Consequently, on an ongoing basis, the lead state analyst’s update may
focus as—maeh—on changes to ERM processes and the ORSA Summary Report (-pesﬁwe—er—negatwe)—smce the insurer

exam in dlrect_g targeted 0n5|te verlflcatlon and testlng—ﬁe#ehaﬂges—that—hwe—eewﬁed—smee—the—bst
examination.

The lead state analyst, after completing a summary of Section |, should consider if the overall assessment, or any
specific conclusions, should be used to update either the ERM section of the Group Profile Summary (GPS) (if the
ORSA Summary Report is prepared on a group basis) or information in the Insurer Profile Summary (IPS) (if the
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ORSA Summary Report is prepared on a legal entity basis). In addition, key information from the review should be
incorporated into the Risk Assessment Worksheet (RAW) during the next full analysis (quarterly or annual) of the
insurer fwhere relevant.

Review of Section Il - Insurer’s Assessment of Risk Exposure

Section Il of the ORSA Summary Report is required to provide a high-level summary of the quantitative and/or
qualitative assessments of risk exposure in both normal and stressed environments. The ORSA Guidance Manual
does not require the insurer to inelude-address specifiede risks, but does give—pessibleprovide examples of
reasonably foreseeable and relevant material risk categories (e.g. credit, market, liquidity, underwriting, and
operational risks). In reviewing the information provided in this section of the ORSA, lead state analysts may need
to pay particular attention to risks and exposures that may be emerging or significantly increasing over time. To
assist in identifying and understanding the changes in risk exposures, the lead state analyst may consider
comparing the insurer’s risk exposures and/or results of stress scenarios to those provided in prior years.

Section Il provides risk information on the entire insurance group, which may be grouped in categories similar to
the NAIC’s nine branded risk classifications. However, this is not to suggest the lead state analyst or lead state
examiner should expect the insurer to address each of the nine branded risk classifications. In fact, in most cases,
they will not align, but it is not uncommon to see some similarities for credit, market, liquidity, underwriting and
operational risks. A fair number of insurer risks may not be easily quantified or are grouped differently than these
nine classifications. Therefore, it is possible the insurer does not view them as significant or relevant. The
important point is not the format, but for the lead state analyst or lead state examiner to understand how the
insurer categorizes its own risks and contemplate whether there may be material gaps in identified risks or
categories of risks.

Documentation for Section Il

Prepare a summary and assessment of Section Il by identifying and outlining key information associated with the
significant reasonably foreseeable and material relevant (key) risks of the insurer per the ORSA Summary Report;
including—those—tha orrespond—to—the nine—branded—+i assifications,—if—appheable. Following the
documentation on each ef-the-significantreasonablyfereseeable—andmaterialrelevantriskskey risk per the
report, the lead state analysts should include an analysis of such risk. In developing such analysis, the lead state
analyst is encouraged to use judgment and critical thinking in evaluating if the risks and quantification of such risks
under normal and stressed conditions are reasonable and generally consistent with expectations. The lead state
analyst should be aware that the lead state examiner is tasked to update the assessment by supplementing the
lead state analyst’s assessment with additional on-site verification and testing. The lead state analyst should direct
the lead state examiner to those areas where such additional verification and testing is appropriate and could not
be performed by the lead state analyst. Suggested information to be documented on each key risk, including
supporting considerations, is outlined below:

e Risk Title and Description — Provide the title for each key risk as identified/labeled by the insurer as well
as a basic description.

e Branded Risk — Provide information on the primary branded risk classification(s) that apply to the key risk
and briefly discuss how they apply/relate.

e Controls/Mitigation — Summarize information known about the controls and mitigation strategies put in
place by the insurer to address the key risk.

e Risk Limits — Provide information on any specific risk tolerances or limits associated with the key risk and
how they are monitored and enforced.

e Assessment — Discuss how the key risk is assessed by the insurer, including whether the assessment is
performed on a quantitative (QT) or qualitative (QL) basis. Describe the methodology used, the key
underlying assumptions and the process utilized to set these assumptions.

e Normal Exposure — Summarize the insurer’s normal exposure to this key risk based on budget
information or historical experience.
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e  Stress Scenario(s) — Discuss the stress scenario(s) identified and applied to the key risk and how they
were determined and validated by the insurer.

e Stressed Exposure — Provide information on the impact of the stress scenario(s) on the key risk and
potential impact on the insurer’s surplus position and business strategy/operations.

e Inclusion on IPS/GPS — Discuss whether the key risk will be recognized on the IPS/GPS of the insurer,
including the risk component it will be incorporated into.

e Regulator Review & Assessment — Assess the adequacy of the risk assessment performed by the insurer
on each key risk (including the appropriateness of controls/limits and reasonableness of methodology,
assumptions and stress scenarios used) and whether any specific issues or concerns are identified that
would require further investigation or follow-up communication

After completing a summary and assessment for each key risk addressed inef Section Il, the lead state analyst

should use the information to update the risk assessment in either the GPS (if the ORSA is prepared on a group

basis) or the IPS (if the ORSA is prepared on a legal entity basis) and supporting documentation if deemed

necessary. In addition, key information from the review should be incorporated into the RAW during the next

full analysis (quarterly or annual) of the insurer ifwhere relevant.

Overall Risk-Assessment-SummarySection 2 Assessment

tradditiontThe lead state analyst should complete an overall assessment of the information provided in Section
I, including an evaluation of the insurer’s risk assessment processes and whether all material and relevant risks
were assessed and presented at an appropriate level of detail. This should include consideration of whether there
is consistency between the insurer’s Risk Identification and Prioritization process discussed in Section | and risks
that are assessed and reported on in Section Il (i.e. have all key risks been addressed). In addition, this should
focus on critical concerns associated with the assessment of individual key risks as well as whether the insurer’s
overall assessment process (i.e. methodology, assumptions and stress scenarios) is adequate and well-
supported.Afterconsiderin vari isks Hi , i i : A-overatri
¢ . ot

Review of Section lll - Group Assessment of Risk Capital

In reviewing Section Il of the ORSA Summary Report, the lead state analyst should recognize this section is
generally presented in a summarized form. Although this section requires disclosure of aggregate available capital
compared against the enterprise’s risk capital_(i.e. the amount deemed necessary to withstand unexpected losses

arising from key risks), the report may not provide sufficient detail to fully evaluate the group capital position. As
such, the lead state analyst may need to request the assistance of staff actuaries when available in evaluating the
reasonableness and adequacy of the stress tests selected, request additional detail from the insurer in order to
understand and evaluate the group capital position and/or refer additional investigation to the financial
examination function.

The ORSA Guidance Manual (Manual) requires the insurer to estimate its prospective solvency under stressed
conditions by identifying stress scenarios that would give riske to significant losses that have not been accounted
for in reserves. Furthermore, the Manual requires the insurer to estimate its prospective solvency in Section Il by
projecting the aggregate capital available and comparing it against the enterprise’s risk capital. Insurers may
include information in the ORSA Summary Report developed as part of their strategic planning and may include
pro forma financial information that displays anticipated changes to key risks as well as projected capital adequacy
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in those future periods based on the insurer’s defined capital adequacy standard. In reviewing information on
prospective solvency, the lead state analyst should carefully consider projected changes to the group capital

position as well as significant shifts in the amount of capital allocated to different risks, which could signal changes
in business strategy and risk exposures.

Documentation for Section Il

Insurance groups will use different means to measurerisk-{i-e+egquired)manage capital and they will use different
accounting and valuation frameworks. For example, they may determine the amount of capital they need to fulfil

regulatory and rating agencies’ requirements, but also determine the amount of capital (risk capital) they need to
absorb unexpected losses that are not accounted for in the reserves. The lead state analyst may need to request
management to discuss their overall approach to beth-efthese-itemscapital management and the reasons and
details for each approach so that they can be considered in the evaluation of estimated risk capital.

Many insurers use internally developed capital models to quantify the risk capital. In these cases, Fthe ORSA
Summary Report should summarize the insurer’s process for model validation_to support the quantification
methodology and assumptions chosen to determine risk capitali—inetuding—factors—considered—and—model
calibration. The lead state analyst should use the model validation information to assess the reasonableness of
the quantification methodology and assumptions used. If the ORSA Summary Report does not provide a summary
of the model validation process, the lead state analyst should request copy of the validation report prepared by
the insurer. With regard to the determination of the risk capital under stressed conditions, Bbecause the risk
profile of each insurer is unique, there is no standard set of stress conditions that each insurer should run.;
hHowever, the lead state regulator should be prepared to dialogue with management about the selected stress
scenarios if there is concern with the rigor of the scenario. In discussions with management, the lead state analyst
should gain an understanding of the modeling methods used to project available and risk capital over the duration
of the insurer’s business plan as well as the potential changes to the risk profile of the insurer over this time

horizon (| e. changes to the list of key r|sks) based on the business plan%e—g—steehastm—detepmwst}e)—and—be

pmspeet—we—wews—en—nsks The aforementloned dlalogue may occur durlng elther the flnanC|aI analy5|s process
and/or the financial examination process.

The lead state analyst, after completing a summary of Section Ill, should assess the overall reasonableness of the
capital position compared to the group’s estimated risk capital. Additionally, the lead state analyst should also
consider if any of the information, or any specific conclusions, should be used to update either the GPS or IPS.

Suppert-theAn assessment of the reasonableness of group risk capital and the process to measure it should be
provided by developing a narrative that eensiders—provides the following for each individual element of the
insurer’s assessment of risk capital:

e Discussion of Capital Metric(s) Used — Discuss the method(s) used by the group in assessing group risk capital
and their basis for such a decision. Identify the capital metric(s) used to estimate group risk capital, as well as
the level of calibration selected. Consider whether the capital metric(s) utilized to assess the group's overall
capital target are clearly presented and described. Metrics may consist of internally developed economic
capital models (deterministic or stochastic) and/or externally developed models, such as regulatory capital
requirements (RBC) or A.M. Best’s Capital Adequacy Ratio (BCAR). In discussing calibration, consider both the
method used (e.g. Value at Risk, Tail Value at Risk) and its level (e.g. 99.5%) to evaluate whether the results
are calibrated to an appropriate confidence level. Discuss whether the capital metric(s) selected address all
key risks of the group. Of particular importance is considering whether the metric used fits the approach used
to determine the group’s risk appetite. Document the extent to which the lead state analyst believes the
approach used by the insurer is reasonable for the nature, scale and complexity of the group and if this has
any impact on the lead state analyst’s assessment of the insurer’s overall risk management.

e Group Risk Capital - By Risk and in Aggregate — Provide information on the amount of risk capital determined
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for each individual key risk and in aggregate. In reviewing the results for each individual risk, evaluate whether
all key risks are adequately accounted for in the metric by assessing the amount of capital allocated to each
risk. Consider significant changes in group risk capital from the prior filing, the drivers of such change, and any
decisions made as a result of such movement.

e Impact of Diversification Benefit — Discuss the impact of any diversification benefit calculated by the group
in aggregating its group risk capital. Diversification benefit is typically calculated by aggregating individually
modeled risk capital and then accounting for potential dependencies among those risks to allow for an offset
or _reduction in the total amount of required capital (group risk capital). In evaluating the group’s
diversification benefit, consider whether the benefit is calculated based on dependencies/correlations in key
risk components that are reasonable/appropriate.

e Available Capital — Provide information on and discuss the amount of capital available to the group. Evaluate
the quality of available capital from the standpoint of whether that capital is freely available to meet
policyholder obligations. Determine if there is any double counting of capital through the stacking of legal
entities or challenges in accessing group capital due to fungibility issues (i.e. capital trapped within various
legal entities).

e Excess Capital — Discuss the extent to which the group available capital amount exceeds the group risk capital
amount per the ORSA Summary Report. In evaluating the overall adequacy of excess capital, consider any
concerns outlined above relating to the capital metric(s), group risk capital, impact of diversification and
available capital. If the level of excess capital or its availability/liquidity is of concern, evaluate the group’s
ability to remediate capital deficiencies by obtaining additional capital or reducing risk where required. If
further concerns exist, contact the group to discuss and communicate with department senior management
to determine whether additional investigation or regulatory action is necessary.

e Impact of Stresses on Group Risk Capital — Discuss whether additional stress scenarios have been applied to
the model results to demonstrate the group’s resiliency to absorb extreme unexpected losses. This step is
particularly important when reviewing the use of external capital models that may not be tailored to address
the enterprise’s specific exposures. Evaluate the range and adequacy of any stress scenarios applied and the
resulting impact on the group’s ability to accomplish its business strategy, provide sufficient liquidity and meet
the capital expectations of rating agencies and regulators.

e Governance and Validation — Discuss and evaluate the group’s model governance process and the means by
which changes to models are overseen and approved. Consider whether the board of directors (or committee
thereof) and members of senior management are adequately involved. Discuss the extent to which the group
uses model validation (including validation of data inputs) and independent review to provide additional
controls over the estimation of group capital.

e Prospective Solvency Assessment — Discuss the information provided by the group on its prospective solvency
position, including any capital projections. Consider whether the business goals of the eempanyinsurer and its
strategic direction are adequately discussed and incorporated into the prospective solvency assessment. For
example, are expected changes in risk profile presented and discussed? Also consider whether prospective
solvency is projected across the duration of the current business plan. To the extent the prospective
assessment suggests that the group capital position will weaken, or recent trends may result in certain internal
limits being breached, the lead state analyst should understand and discuss what actions the insurer expects
to take as a result of such an assessment (e.g., reduce certain risk exposure, raise additional capital, etc.).

Overall Section 3 Assessment

In addition, after summarizing the assessment of each individual element above, the lead state analyst should
provide an overall assessment of the insurer’s risk capital assessment process, including any concerns or areas
requiring follow-up investigation or communication. The overall evaluation should focus on critical concerns
associated with any of the individual elements noted above and should also address any other risk capital
assessment concerns that may not be captured within these principles.

The lead state analyst, after completing a summary of Section 3, should consider if the overall assessment, or any
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specific conclusions, should be used to update either the ERM section of the GPS} (if the ORSA Summary Report
is prepared on a group basis) or information in the IPS (if the ORSA Summary Report is prepared on a legal entity
basis). In addition, key information from the review should be incorporated into the RAW during the next full

analysis (quarterly or annual) of the insurer if relevant.
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Feedback to the Insurer

After completing a review of the ORSA Summary Report, the lead state should provide practical and constructive
feedback to the insurer related to the review. Feedback plays a critical role in ensuring the compliance and
effectiveness of future filings. Feedback also provides a means for asking follow-up questions or requesting
additional information to facilitate the review and incorporation of ORSA information into ongoing solvency
monitoring processes.

During the review, topics for feedback communication to the insurer can be accumulated on Appendix A of the
template. The appendix encourages the lead state to accumulate positive attributes to reinforce the effectiveness
of certain practices and information in the summary report. In addition, the appendix encourages the lead state
to identify areas for constructive feedback to encourage the insurer to provide additional information or clarify
the presentation of certain items in future filings. Finally, the appendix encourages the lead state to list requests
for additional information that may be necessary to complete a review and evaluation of the insurer’s ORSA/ERM

processes.

Suggested Follow-up by the Examination Team

| As-noted-atthe-end-ofeachsectionAfter completing a review of the ORSA Summary Report, the lead state analyst
should direct the lead state examiner to those areas where such additional verification and testing is appropriate
and could not be performed by the lead state analyst. These items can be accumulated on Appendix B of the
template for follow-up and communication. If there are specific reports, information and/or control processes
addressed in the ORSA Summary Report that the lead state analyst feels should be subject to additional review
and verification by the examination team, the lead state analyst is expected to provide direction as to its findings
of specific items and/or recommended testing and such amounts should be listed in the template by the lead state
analyst. During planning for a financial examination, the lead state examiner and lead state analyst should work
together to develop a plan for additional testing and follow-up where necessary. The plan should consider that
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the lead state examiner may need to expand work to address areas of inquiry that may not be identifiable by the
lead state analyst.

In addition to this specific expectation, during each coordinated financial condition examination, the exam team
as directed by the lead state examiner and with input from the lead state analyst will be expected to review and
assess the insurer’s risk management function through utilization of the most current ORSA Summary Report
received from the insurer. The lead state will direct the examination team to take steps to verify information
included in the report and test the operating effectiveness of various risk management processes on a sample
basis (e.g., reviewing certain supporting documentation from Section I; testing the reasonableness of certain
inputs into stress testing from Section Il; and reviewing certain inputs, assumptions and outputs from internal
capital models).

Detail Eliminated to Conserve Space
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