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Reference

Comment

General Comment

When considering ORSA requirements for Captives, it is important to understand their
structure. Captives are themselves one of the instruments used by the industrial,
commercial or financial companies in their risk management processes. They have
one Insured which is their parent and normally issue a small humber of policies with a
restricted number of lines of business. They can insure risks which may not be
insurable in the external insurance market (e.g. large deductibles) and provide
valuable risk management data to the Parent. The risk management controls of the
Parent company (such as business continuity management, anti-money laundering
etc.) apply also to the Captive (as a subsidiary company).

The ORSA should not be confused with an Internal Model. It is a management tool
and not a tool to regulate capital. Taking into consideration the captive structure, the
type of risks and the volume of risks, it is important that the principle of
proportionality is applied to Captive ORSAs.

If the proportionality principle applies on what is to be achieved rather than how it is
to be performed, is the required level of detail and amount of documentation the same
for all companies? As captives have very few employees — and often outsource their
day-to-day management - the production of all the expected documentation as
described in these guidelines will be very burdensome and could indeed increase the
operating costs of a captive. We suggest that templates be agreed for the ORSA
documentation (the templates can be proposed by ECIROA), in order to:
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- make clear how the regulator will apply the proportionality principle,
- reduce operating costs for captives.

In the process of developing a proportionate ORSA for captives, it is very important to
consider how much information is necessary to get a full picture of the risks of the
company in question. For smaller, simpler companies the AMSB and the supervisory
body will very easily have access to more information and there will be more
transparency than it would ever be possible to obtain for a complex undertaking.

We propose that there is an agreed ORSA framework for Captives, which will
allow the AMSB and the Supervisor to fully understand the risks and how they are
managed whilst not being too burdensome for these small undertakings.

We believe that the following risk categories should be sufficient for Captives:-
1. Underwriting risks

Reinsurance risks

Market risks

Asset/Liability management

Investment risks

Liquidity risks

Concentration risks

® N o v kWD

Operational risks
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ECIROA has produced Captive Best Practice Guidelines which will enable them to
proportionately meet Pillar 2 requirements. Captives already document many of their
risk management processes which can be used in their Governance process and may
be incorporated into their ORSA.

We propose the following methodology to implement Captives’ ORSA:

Step 1: risk mapping (risk identification, assessment of material risks and
comparison of their risk profile with the assumptions underlying the SCR).

Input to perform these processes: risk register, and pillar 1 calculation. Output:

risks not properly calibrated with assumptions underlying the SCR.

Step 2: stress-testing (recalibration and/or stress-tests scenarios in line with
time horizon of the business plan). Input: stress-tests scenarios, pillar 1
calculation, and business plan of the captive. Output: overall solvency
assessment over the business plan period, corrective capital management
proposals if needed.

Step 3: decision-making (process review by the board, discussion about
corrective proposals, implementation of the approved action plan). Input:
results from steps 1 and 2. Output: record of the ORSA process, ORSA internal
and supervisory reports, action plans.

We further propose that an annual ORSA should be sufficient other than in the case of
significant changes when a more frequent ORSA could be provided.

With regard to the Captive Business Plan, this should also be simplified. It should be
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sufficient for 3 — 5 years Profit and Loss and Balance Sheet projections to be provided.

This could be by the use of scenarios or on a stochastic basis or a combination of both
(dependent upon the size of the captive and the number and type of risks
underwritten).

fiw:

ECIROA Best
Practice Version 1.do

Please note that where a comment has not been made on a particular
paragraph, this does not indicate that we agree with the paragraph.

3.1.

3.2.

3.3.

3.4.

3.5.

3.6.

3.7.

3.8.

3.9.
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3.10.
3.11.
3.12.
3.13.
3.14.
These guidelines do not explain how the proportionality principle will be applied by the
3.15. regulator — how it will apply to each guideline.
3.16.
For smaller undertakings, can the ORSA process record be used as an ORSA
supervisory report? The process record of a Captive’s ORSA will be very simple,
therefore it could be used as an internal report — could it also be used as a supervisory
3.17. report (regarding the principle of proportionality)?
3.18.
3.19.
As there is usually no staff in captive companies, and the only managers are the board
members (who take an active role on the ORSA process), is the internal report on
ORSA necessary for captives? In this case, it is redundant with the record of each
3.20. ORSA process.
3.21.
3.22.
3.23.
3.24.
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3.25.

3.26.

3.27.

3.28.

3.29.

3.30.

3.31.

3.32.

3.33.

3.34.

3.35.

3.36.

3.37.

3.38.

3.39.

3.40.

3.41.

3.42.

3.43.

3.44.
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3.45

4.1.

4.2.

4.3.

4.4,

4.5.

4.6.

4.7.

4.8.

4.9.

4.10.

4.11.

4.12.

4.13.

4.14.

The ORSA process for Captives should include the following, subject to the principle of
proportionality:

a)
b)
c)
d)
e)

Agreed

Not required

Agreed but only those risks above the risk tolerance

Agreed

Not required —the ORSA is not a way to calculate regulatory capital
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f) Agreed
g) Agreed
h) Agreed
i) Agreed
j) Agreed
k) Agreed
4.15.
4.16.
4.17.
4.18.
4.19. The capital of the undertaking should be a protection against all risks.
All major risks should be mitigated.
4.20.
4.21.
4.22.
4.23.
4.24.
4.25.
4.26.
4.27.
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4.28.

4.29.

4.30.

4.31.

4.32.

4.33.

Please see general comments above. 3-5 years should be sufficient for captives.

4.34.

4.35.

4.36.

4.37.

4.38.

4.39.

4.40.

4.41.

4.42.

4.43.

4.44.

4.45.

4.46.

4.47.
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4.48.

4.49,

4.50.

4.51.

4,52,

4.53.

4.54.

4.55.

4.56.

4.57.

4.58.

4.59.

4.60.

4.61.

4.62.

4.63.

4.64.

4.65.

4.66.

4.67.
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4.68.

4.69.

4.70.

4.71.

4.72.

4.73

4.74.

4.75.

4.76.

4.77.

4.78.

4.79.

4.80.

4.81.

4.82.

4.83.

4.84.

4.85.

4.86.
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4.87.

4.88.

4.89.

4.90.

4.91.

4.92.

4.93.

4.94.

4.95.

4.96.

4.97.

4.98.

4.99.

5.1.

5.2.

5.3.

5.4.

5.5.

5.6.
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5.7.
5.8.
5.9.
We agree that the focus of the guidance should be on what needs to be achieved by the ORSA
5.10. rather than how it is to be performed.
We also agree that more details on the application of the proportionality principle are needed.
Please refer to the suggested ORSA framework in general comments above and ECIROA Captive
5.11. Best Practice guidelines.
5.12.
5.13.
5.14.
5.15.
5.16.
5.17.
5.18.
Captives play an important role in the economic environment, allowing multi-national industrial,
commercial and financial undertakings to manage and mitigate their risks. It is important that
ORSA requirements are proportionate for Captives, reflecting their simple structure and that
5.19. compliance with the ORSA process does not create unnecessary additional costs.
5.20.
5.21.
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5.22.
The proposed guidelines should not create material new requirements for captives, provided the
proportionality process is applied appropriately. Captives already document many of their
5.23. policies and processes which are presented to their Supervisors.
5.24.
We believe it is sufficient for EIOPA to provide guidelines for the ORSA. This will allow flexibility
5.25. for the principle of proportionality to be applied for Captives and other small undertakings.
5.26.
5.27.
5.28.
5.29.
The cost impact upon Captives is an important consideration. Whilst there is no doubt that the
ORSA process can only be of benefit to Captives, the proportionality principle must be
appropriately applied to avoid a non-proportionate increase in costs. The majority of Captives
outsource their administration to professional captive management companies and therefore the
administration related to the documentation of the ORSA process will in all probability also be
outsourced (whilst the responsibility will remain with the Captive Board). It is therefore
important to ensure that only the documentation which is appropriate to the nature, scale and
5.30. complexity of the Captive is required to be provided.
5.31.
5.32.
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5.33.

5.34.

5.35.

5.36.

5.37.

5.38.

Please see General Comments and 5.25 above.

5.39.

5.40.

5.41.

5.42.

Please see General Comments and 5.25 above.

5.42.

5.44.

5.45.

5.46.

5.47.

We agree that there needs to be a common understanding of ORSA requirements between
Undertakings and Supervisors and this is why more details on the application of the
proportionality principle are needed.

5.48.

5.49.

5.50.
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5.51.
5.52.
5.53.

The guidelines are helpful but more guidance on the application of the proportionality principle is
Q1. needed.
Q2. See Q1
Q3. See Q1

There will be practical (cost) issues for Captives if the proportionality principle is not applied
Q4. appropriately to them. Please see our proposal in General Comments above.
Q5.
Q6. Please see 5.30 above.
Q7. We agree with Option 1.

(a) We fully support the introduction of proportionate requirements for small undertakings
but we believe that more guidance is needed regarding how the proportionality principle

Q8. should be applied.

We do not understand the relevance of this question. Why is it necessary to report compliance
Q9. with the guidelines?
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