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What is the ORSA?

Regulatory codification of ERM which describes…

… a business process …

… to bring the risk and uncertainty narrative into 
decision making.
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What Question is the ORSA answering?

What business decisions do we need to take given we 
are exposed to risk and uncertainty?
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What Question is the ORSA answering?

What business decisions do we need to take given we 
are exposed to risk and uncertainty?
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Reserves
(Technical
Provisions)

Assets

Economic
Capital
(SCR)

Own
Funds

Balance Sheet Modelling
The Basics

Market Value of Assets

Market Consistent Value 
of Liabilities

Surplus Capital

Economic 
Capital

Own Funds
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Balance Sheet Modelling
Typical ORSA Projections

T=0 T=1 T=2 T=3 T=4 T=5

Baseline Projection

Business plans projected out to 
3-5 years planning horizon.

Adverse Projection(s)

2/3/4 adverse projections 
projecting adverse future 

evolutions

Projections

Starting at t=0  and progressing 
at annual time steps to the 
business planning horizon.
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Viability of Supply

Scenarios
What key question are scenarios answering?

What could break our business model?

Business Model
Viability

Enough customers 
buy what we sell at a 

price that is 
profitable.

Viability of Demand
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Scenarios
The viability of demand

Viability of
Demand

Enough 
customers want

a product.

Enough 
customers want

our product.

Reputation Competition

Distribution

Demographics Culture

Taxation Knowledge Product
Design
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Scenarios
The viability of supply

Viability of
Supply

Insurer can 
supply the 
product.

Insurer can 
make a profit / 

pay a dividend?

Investment
Margin

Cost of
Capital

Underwriting
Margin

Operational
Skill Capital

Distribution Liquidity Profit
Emergence
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Scenarios
A second question are scenarios answering?

What important dynamics is our risk model not 
capturing?

Inter-Temporal
Dynamics (including 

Probability)
Network Effects Social Effects
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Scenarios
Choosing the scenarios – simple example

Pluralistic Power

Hot Planet

Pluralistic Power

Cool Planet

Concentrated Power

Hot Planet

Concentrated Power

Cool Planet

Two large – but (probably) 
independent global 
uncertainties - are 

considered.

The toolkit is used to 
explore each of these 
worlds and how they 

impact the supply and 
demand factors for 

insurance.

Other dimensions could 
be population growth, 

connectivity, or one of the 
other limits to global 

growth.
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Embedding
What does embedding of the ORSA mean?

Do business decisions take account of a risk and 
uncertainty perspective?

What is the best way 
to get risk / uncertainty 
narrative discussed?

Are decision makers 
involved in the risk 

modelling?

How are decisions 
taken?
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Baseline
Decision Making

“We know this market and 
can deal with anything 
that comes our way”

Social Decision Making

“Different views of risk 
exists within our 

stakeholder group. We 
need to find common 

ground.”

Risk Based
Decision Making

“We know the risks we 
face and optimise our 
position based on the 

known risks.”

DMUC
• Decision making 

under certainty

DMUU
• Decision making 

under (risk &) 
uncertainty.

DMUCC
• Decision Making 

under Contradictory 
Certainties

Embedding
How are decisions taken?
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Embedding
Getting risk and uncertainty on the decision making agenda

If future scenarios are to 
result in executive 

commitment to future 
management action –

risks (scenarios) need to 
be considered plausible.

Human brains assign 
increased plausibility to 

narratives with detail (i.e. 
colour) – and those 

narratives explained by 
cause and effect.
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What Question is the ORSA answering?

What business decisions do we need to take given we 
are exposed to risk and uncertainty?
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Contact Details

Elliot Varnell FIA CERA FRSA

E     : elliot.varnell@milliman.com

LI    : http://uk.linkedin.com/in/elliotvarnell

TW  : @RiskActuary
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This presentation has been prepared for illustrative purposes only. It should not be further distributed, disclosed, copied or 
otherwise furnished to any other party without Milliman’s prior consent.  

No reliance should be placed on the results or graphs presented herein and no inference made about the appropriateness of 
the different bases presented. In particular, independent verification and professional advice should be sought when 
establishing company bases and assumptions for the purposes of pricing, valuation and transaction purposes etc. 

Actual experience may be more or less favourable than the assumptions and illustrations presented in this presentation.  To 
the extent actual experience differs from these, so will actual results differ from those presented.

STRICTLY CONFIDENTIAL


