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The numbering of the paragraphs refers to Consultation Paper 008.

Reference

Comment

General Comment

1.

2.

This response to the consultation paper is on behalf of the Association of Financial
Mutuals.

The Association of Financial Mutuals (AFM) was established on 1 January 2010, as a result
of a merger between the Association of Mutual Insurers and the Association of Friendly
Societies.

AFM currently has 57 members and represents mutual insurers and friendly societies in
the UK. Between them, these organisations manage the savings, protection and
healthcare needs of 20 million people, and have total funds under management of over
£85 billion.
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The AFM is supportive of the issuance of guidelines focusing on what is to be achieved by
the ORSA and by doing so seeking to enhance harmonisation and thereby reduce the
possibility of differences of approach between home nation supervisors in the application
of the ORSA requirements.

We are also supportive of the principle expressed that the process is an Own Risk
Solvency Assessment with the emphasis being on the word Own and that therefore it
should be proportionate to the nature, scale and complexity of the firm’s percieved risks.
The majority of the AFM’s members would fall into the definition of SMEs and in this
context we are at pains to stress that due to their size and scarcity of resources (being
mutuals the ability to raise capital is greatly impaired) it is of paramount importance that
the principle of proportionality is maintained.

In this regard we remain concerned that without greater definition and transparency
being given to what is meant by the term proportionality and how it applies in the context
of the ORSA process, gives rise to the potential for diversity in approach between home
nation regulators which could be particularly prejudicial to the interests of SMEs. We
would therefore encourage EIOPA to give greater transparency to its expectations in this
regard and/ or to work with national regulators to summarise the good practices that
have emerged from supervisory review.

3.1.
3.2 This approach is fully supported but in line with the points made under General Comments above
o it is believed that greater definition needs to be given to what is meant by proportionality in the
context of how the ORSA process is to be performed.
3.3.
3.4.
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3.5.

In line with the comments made in response to paragraph 3.2 their is insufficient information
given to how proportionality should apply.

3.6.

3.7.

3.8.

3.9.

11,

12,

.13.

W W ww

.14.

This is insufficient as it does not address how the concept of proportionality will or should be
applied by the home state regulator and therefore places the firm in a position of having to make
its own judgements of what will be considered satisfactory by the regulator in terms of the
process undertaken. The majority of the AFM’s members are SMEs and are concerned that the
absence of guidance from EIOPA in this regard will lead to an inconsistent approach across the EU
home nations and the potential for the approach to be determined by larger entities that have
greater resources available to them.
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3.24.

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.

3.45.

4.1.

4.2.

4.3.

4.4,
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4.5.

4.6.

See comments above under 3.15.

4.7.

See comments above under 3.15.

4.8.

4.9.

4.10.

4.11.

4.12.

4.13.

4.14.

In this paragraph, greater definition needs to be given to what level of understanding a third
party can be assumed to have in order to evaluate the assessments. We would assume that the
intention is that the third party will have significant financial services experience but this needs to
be clarified.

4.15.

4.16.

4.17.

4.18.

4.19.

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.

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.

4.48.

4.49,

4.50.

In the UK, insurers have already been required to elect whether they will be utilising the standard
formula or alternatively will be seeking internal model approval. Since the date by which this
decision had to be made, there have been significant changes to the standard formula and
negotiations are still ongoing in several areas. During this period, those insurers that elected to
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use the standard formula have been striving to keep abreast of developments in order to assess
whether their evaluation of the risk profile of the company equates with the standard formula. As
a consequence it is considered that it would be of value to publish the current position of the
assumptions underlying the formula as soon as possible but acknowledging that this is subject to
change as negotiations continue. This will then at the very least give those insurers that have
elected to use the standard formula a point of reference by which to reassess their positions and
enter into dialogue with their home nation regulator if considered necessary.

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.

4.68.

4.69.

4.70.
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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.

4.87.

4.88.

4.89.

4.90.

4.91.

4.92.

4.93.

4.94.
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4.95.

4.96.

4.97.

4.98.

4.99.

5.1.

5.2.

5.3.

5.4.

5.5.

5.6.

5.7.

5.8.

5.9.

Ul

.10.

11,

12,

.13,

.14,

.15.

.16.

7.

ol (U1 (01O o1 |1 (U1 [

.18.

Ul

.19,

5.20.

5.21.
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5.22,

5.23.

5.24.

5.25.

5.26.

5.27.

5.28.

5.29.

5.30.

5.31.

5.32.

5.33.

5.34.

5.35.

5.36.

5.37.

5.38.

5.39.

5.40.

5.41.

5.42.

5.42.

We would agree with the statement that a qualitative assessment should be carried out first.

5.44.

5.45.

5.46.

5.47.
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5.48.
5.49.
5.50.
5.51.
5.52.
5.53.
Yes although some of the detail will only become apparent when supervisors start to interpret the
Q1. guidelines in their own way and force firms to follow their interpretation.
Q2.
Q3.
The ORSA report will need to include all aspects of the ORSA process. We believe that this will be
best attempted as a series of reports on each element of the process with a summary of a few
pages tieing the results together. We do not believe that firms should spend a lot of time coming
Q4. up with special 100 page reports for the supervisor on their ORSA process.
Q5.
Q6.
Q7.
We believe that stronger guidelines backing the statements that the ORSA need not be a detailed
internal model in itself would be helpful. We note that principle 1 on proportionality is helpful
but would suggest that some of the remainder of the guidelines do not make clear the
proportionality requirement within themselves. A clearer statement saying that proportionality
Q8. applies to all the guidelines in themselves may be of help.
UK firms will need to report on compliance with risk management within their published
Q9. accounts. We believe the detailed report should be between the supervisor and the firm.
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