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Introduction
Managing risk is a core principle of the property-casualty insurance industry. As regulation becomes
increasingly complex, it is imperative that carriers continue to evaluate the enterprise risk management
tools and processes they currently use.
To gauge the level of satisfaction carriers have with these tools and techniques, Ward Group conducted a
survey of property-casualty business leaders to provide information and insight about enterprise risk
management (ERM) with regards to:


ORSA compliance requirements



Measures of capital adequacy



Satisfaction with current approaches to ERM



The value additional tools and approaches could provide

The findings of this study are based on information from 187 property-casualty leaders, representing a
wide range of carriers.
Consistent with all of our work, Ward Group is committed to protecting the confidentiality of our clients’
data. Given this commitment:


Participant names are not provided.



Results are presented in aggregate.



We have included as much detail as possible in this report, but in a way that preserves the
confidentiality of all participants’ information.



The information included in this report is based on the responses received directly from participating
firms with respect to current (i.e., Q1 2016) practices.
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Profile of Study Participants
The purpose of the survey was to assess the tools used by property-casualty carriers to support their ERM
strategy.
Role of Survey Respondent

Involved in
ERM Program
18%

20% of all respondents
served as President or CEO
of their firm, and another 47%
were other C-suite
respondents (CFO, CRO,
etc.).

Little to No
Involvement in
ERM Program
1%

Leader of ERM
Program
42%

Respondent role had little
impact on responses. Results
had negligible variation
between those leading the
ERM program and those who
were simply involved in the
ERM program.

Heavily
Involved in
ERM Program
39%

Number of Participating Companies by 2015 Direct Premium
Written Category
Greater than
$2 billion in
DPW
9%
$1-$2 billion in
DPW
14%

Less than $500
million in DPW
57%
$500 million to
$1 billion in
DPW
20%

ERM Tools Assessment Survey Results

Variation in responses
materialized with respect to
company size. Participants
were asked to self-identify
which category their 2015
direct premium written (DPW)
volume fell (greater than $2
billion, $1-$2 billion, $500
million to $1 billion, and less
than $500 million).
As carriers of different sizes
have different ERM
requirements, benchmark
groups were created to
provide better insight into the
results.
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Survey Results
Own Risk and Solvency Assessment (ORSA) Filings
Effective January 1, 2015, the NAIC ORSA model requires large and medium-size US insurance carriers
and groups to file a summary report of their own internal assessment with their regulators. As the initial
wording of the ORSA Model Act focuses on large and medium-size carriers, those groups are mostly likely
to have filed or are planning to file in the near future.
Percent of Participants Filing ORSA
Have Filed
Overall

30%

Will File Soon

11%

Greater than $2 billion in DPW

No Plans to File

59%
86%

$1-$2 billion in DPW

14%

79%

$500 million to $1 billion in DPW

41%

Less than $500 million in DPW

32%

8% 5%
0%

4%

17%
26%

86%
20%

40%

60%

80%

100%

Capital Adequacy Measurements
Capital adequacy is measured in a number of ways. While most participants used their rating agency
capital models, (i.e. AM Best, S&P), the use of other models varied. The chart below shows the
percentage of companies using each measure of capital adequacy segmented by their ORSA filing status:
Measures of Capital Adequacy
No Plans to File

Will File Soon

Have Filed
87%
90%

Rating Agency Capital Model

96%
67%
NAIC RBC

52%
66%
50%

Stress Testing

38%
72%
21%

Internal Stochastic Model

33%
68%
19%
19%

Internal Factor-Based Model

26%
0%

ERM Tools Assessment Survey Results
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40%
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Internal stochastic modeling and stress testing were two measures of capital adequacy that were tied to
whether the carrier had filed ORSA yet or not. Stochastic modeling is quickly becoming a key element of a
carrier’s ERM strategy; however, there are still a number of roadblocks preventing its adoption. The
primary reason carriers indicated for not yet implementing stochastic modeling was a lack of sufficient inhouse resources to undertake the process.
Reasons Indicated for Not Using Stochastic Modeling
Lack of Sufficient In-House Resources

54%

Insufficient Business Need

48%

Cost

40%

Inability to Place a value on Modeling Results and Impact

31%

Not Supported by Board or Mgmt.

13%

Little to No Rating Agency Credit

12%
0%

10%

20%

30%

40%

50%

60%

Current ERM Tool/Approach Satisfaction
As carriers assessed their satisfaction with various components of their current ERM strategy, an
interesting dynamic appeared. Carriers that have yet to file ORSA, but are planning to in the near future,
were more likely to be satisfied with their current tools/approaches across the board than those carriers
that have already filed ORSA. A potential explanation for this dynamic is once carriers have filed ORSA
they find gaps to their approach they would like to improve; however, those gaps are difficult to identify until
ORSA is actually filed.
Among the ERM tools/approaches we asked about in our survey, four areas were highlighted as having the
most opportunity for improvement. These included:
1. Tools to assist with strategic decisions: 69% of participating carriers indicated that the tools they
use when making strategic decisions could be improved.
2. Risk driver assessment, capital allocation, and risk adjusted returns: 65% of participating carriers
indicated that their current approach to these activities could be improved.
3. Required capital projections and what-if analysis: 54% of participating carriers indicated their
current approach could be improved. Carrier premium volume had an impact on this activity, as
carriers with less than $500 million in DPW were more likely than carriers above $500 million in
DPW to identify this as an area of opportunity.
4. Ability to produce multi-year financial statements for ORSA compliance: Half of all participating
carriers indicated the approach to these activities could be improved. This was one activity that
had varying results based on the benchmark group. Carriers with less than $500 million in DPW
and those greater than $2 billion in DPW reported more opportunity for improvement than those
from $500 million to $2 billion in DPW. An explanation for this variance can likely be attributed to
the lack of tools and sophistication at smaller carriers, while larger carriers have difficulty with
consolidation of various operating entities.
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Satisfaction With Current ERM Tool/Approach
Overall Benchmark
Satisfied with Current Approach

Tool to assist with strategic decisions

Current Approach Could be Improved

31%

Risk Driver Assement, Capital Allocation, and Risk Adjusted
Returns

69%

35%

Required Capital Projections and What-If Analysis

65%

46%

ORSA compliance: Ability to produce multi-year financial
statements

54%

50%

50%

Stochastic Reserving and Quantifying Reserve Uncertainty

54%

46%

SAP Financial Projections

56%

44%

GAAP Financial Projections

63%

37%

Quantifying impact of the change in investment risk to volatility

64%

36%

Generations of Stochastic BCAR

64%

36%

Growth impact analysis and cat risk optimization

74%

Cat Model Blending

26%

79%

Reinsurance Structure Analysis

21%

83%
0%

10%

20%

30%

40%

17%
50%

60%

70%

80%

90% 100%

Carriers were more satisfied with their reinsurance structure analysis and cat model blending. This would
be expected as these are more mature components of ERM and are typically handled by a carrier’s
reinsurance broker.
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Value of Capital Modeling Solution Components
In response to the new regulatory requirements going into effect, a number of vendors have begun offering
solutions to support carrier efforts to meet these requirements.
When asked which components of a capital modeling solution would have the most value to their
organizations, carriers saw the most value in pre-built tools and templates where they could input their own
data and more effectively manage the process themselves.
Perceived Value of Capital Modeling Solution Components
Overall Benchmark
Very Valuable

Pre-built Outputs, including Capital Allocation, Stochastic
BCAR, and Risk Profile

Somewhat Valuable

51%

Template Economic Capital Modeling Covering All Risks

42%

43%

Advice/Support/Best Practices on Overall Framework,
Documentation, and Communications

Not Valuable

6%

49%

39%

8%

54%

8%

Economic Scenarios Provided on an Annual or Quarterly
Basis

36%

53%

11%

Assistance with Modeling Assumptions and Correlations

35%

54%

11%

Scenarios for ORSA or Stress Testing (Deterministic)

30%
0%

20%

53%
40%

60%

17%
80%

100%

Carriers in the $500 million to $2 billion in DPW range were more likely to indicate the various components
as very valuable, in many cases due to the lack of experience among their current staff and limited amount
of resources availability to develop them. Carriers over $2 billion in DPW likely have the scale to dedicate
resources to capital modeling and the requirements have not impacted carriers below $500 million in DPW
to the same level as larger carriers.
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Conclusions
Notable findings from the analysis of the survey responses include:


Enterprise risk management is a top concern among industry leaders, as demonstrated by the number
of participants and job roles of the respondents.



Adoption of stress testing and stochastic modeling will continue to increase as ORSA requirements
necessitate.



While a majority of carriers are satisfied with their current ERM tools and approaches, opportunities for
improvement do exist, particularly for strategic decision support, capital allocation and scenario
analysis.



As carriers that have yet to file ORSA begin down that path for compliance, gaps in their tools and
approaches will likely become apparent.



Carriers see value in tools partners can provide that allow the carriers to “self-service” and take
ownership of the process.
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Contacts
Mathew Ryan, Director, Ward Group
Aon Hewitt
1.513.746.2436
matthew.ryan@wardinc.com
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About Ward Group
Ward Group is the leading provider of benchmarking and best practices
studies for the industry. We analyze staff levels, compensation, business
practices and expenses for all areas of company operations and help
insurers to measure results compared to peer groups, optimize
performance and improve profitability. Since 1991, we have performed
more than 2,500 operational and compensation benchmarking exercises
for companies of all sizes, including more than half of the top 100 U.S.
insurance carriers. Ward Group is part of Aon Hewitt, a business unit of
Aon plc (NYSE: AON).

About Aon Hewitt
Aon Hewitt empowers organizations and individuals to secure a better
future through innovative talent, retirement, and health solutions. We
advise, design and execute a wide range of solutions that enable clients
to cultivate talent to drive organizational and personal performance and
growth, navigate retirement risk while providing new levels of financial
security, and redefine health solutions for greater choice, affordability and
wellness. Aon Hewitt is the global leader in human resource solutions,
with over 35,000 professionals in 90 countries serving more than 20,000
clients worldwide. For more information on Aon Hewitt, please visit
www.aonhewitt.com

About Aon
Aon plc (NYSE:AON) is a leading global provider of risk management,
insurance and reinsurance brokerage, and human resources solutions and
outsourcing services. Through its more than 72,000 colleagues worldwide,
Aon unites to empower results for clients in over 120 countries via
innovative and effective risk and people solutions and through industryleading global resources and technical expertise. Aon has been named
repeatedly as the world's best broker, best insurance intermediary,
reinsurance intermediary, captives manager and best employee benefits
consulting firm by multiple industry sources. Visit www.aon.com for more
information on Aon and www.aon.com/manchesterunited to learn about
Aon's global and principal partnership with Manchester United.

© Aon plc 2016. All rights reserved. The information contained herein and the statements
expressed are of a general nature and are not intended to address the circumstances of any
particular individual or entity. Although we endeavor to provide accurate and timely information
and use sources we consider reliable, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be accurate in the future. No one
should act on such information without appropriate professional advice after a thorough
examination of the particular situation.
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