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Motivation 
• We live in a globalised world 
• Insurers in one region may have branches or 

subsidiaries in another 
• Regulatory regimes still confined to specific 

jurisdictions, but the requirements imposed 
in one jurisdiction can flow into another 



Background – Solvency II 
1970s 1990s 2012 2014 2015 2016 

The EU’s insurer 
solvency regime was 
put in place in the 
1970s 
• Set out basic 

framework of 
capital 
management 

• Proportions of 
premiums and 
claims 

By the early 1990s, 
recognition that the 
world had moved on 
Preparations began for 
a new regime 

Born out of the process of 
creating Solvency I 
• Originally due to come 

into force from October 
2012 

• Postponed multiple 
times – now due to 
come into force 1 
January 2016 

• Still some way to go 

2000s 

Various reforms were 
passed in 2002, and 
the previous regime 
became known as 
‘solvency I’ 
• Did not make any 

fundamental 
changes to the 
capital required 

• Became clear 
that changes 
were needed 
 
 



Background – Solvency II 
• Aligned with the ‘Three pillar 

approach’ to assessing risk 
• Alongside existing quantitative 

requirements, also includes 
qualitative requirements of 
supervisory review and reporting & 
disclosure requirements 
 
 
 
 
 
 
 
 
 

Source: Bank of England 



Background – Solvency II 
• Examines a 

company’s risks 
across a number of 
areas 

 
 
 
 
 
 
 
 
 
 
 
 

Source: EIOPA 



Comparison with Australian standards 
Similarities Differences 

Pillar 1 

Market consistent balance sheet Both seek to apply this (Solvency II 
through insurance regulation, 
Australia through accounting 
standards) – use discounted 
central estimate of the liabilities, 
and addition of risk margin. 

Definition of risk margin 
(percentile-based approach 
versus cost of capital); Use of long-
term adjustments. 

Setting of minimum capital 
requirements 

Both establish a minimum level 
and set add-ons 

Solvency II defines both an MCR 
and an SCR, with a scale of 
regulatory intervention 

Requirements on quality of assets 
being held 

A significant proportion of the 
capital requirements must be of 
the highest tier of assets 

APRA requires at least 80% of the 
PCA be met by Tier 1 capital; 
Solvency II requires at least 1/3 of 
the SCR and at least 50% of the 
MCR be the highest tier capital 



Comparison with Australian standards 
Similarities Differences 

Pillar 1 

Use of internal models Both allow use of internal models 
and partial internal models 

In practice, only one full model 
approved in Australia, and no 
partial models; almost 40% of 
major European insurers using 
(partial) internal models 

Calibration Both calibrate to 99.5th percentile 
over 1-year time horizon (i.e., 
assets at end of 1 year should 
suffice to cover central estimate) 

Australian internal model 
requirements include run-off to 
ultimate of various risk types 

Approach to risk modelling Both use stresses in the standard 
formula, especially in relation to 
components of market risk 

Exact nature of stresses can differ 
slightly, though this may reflect 
different priorities on investment. 



Comparison with Australian standards 
Similarities Differences 

Pillar 2 

Governance Definition of functions (actuarial 
function, risk function, etc) which 
are to be segregated and 
perform specified roles 

To do with the nature of 
implementing these changes and 
who can do the different 
functions / what their role is. APRA 
rules tend to be more prescriptive 
(partly a function of history). 

Reporting Preparation of a report to the 
supervisor summarising risks and 
the issues involved (ORSA in 
Europe, ICAAP report in Australia, 
in conjunction with the FCR in 
Australia) 

Also a public version of this 
document in Europe – the SFCR. 
Practical implementation appears 
to be somewhat different at the 
moment. 



Comparison with Australian standards 
Similarities Differences 

Pillar 3 

Public disclosures Both identify that a minimum 
common set of standards is 
required for public disclosure. 

Solvency Financial Condition 
Report (SFCR) in Europe will 
require qualitative and 
quantitative information on an 
annual basis, as well as more 
detailed reporting if warranted. In 
Australia, APRA standards do not 
explicitly require this, though one 
factor has been Australian rules on 
disclosure for (in particular) listed 
companies. 



Lessons learned 
• Challenges of implementation 

– Delays in the implementation 
– Dealing with a large number of 

stakeholders 
• Dangers of outweighing the benefits 

with the costs 
– Almost 95% of UK insurers in a 2014 

market survey considered 
Solvency II to have improved their 
risk awareness and readiness 

– However over 75% of the same 
group of insurers considered the 
benefits to have been 
outweighed by the costs 
 
 

 

• Benefits to risk management practices 
– Use of internal models through the 

business 
– Increased focus on and 

understanding of risk 
– Governance 

• Major challenges 
– Reporting and Pillar 3 
– Data and IT readiness 
– Documentation 
– Resource and skill shortages (for 

both insurers and regulators) 
 

 
 

 



Key issues for Australian insurers 
• How to deal with differences in 

the capital base? 
– What happens if the 

Solvency II calibration 
implies a higher capital 
requirement than is 
required by APRA 
standards? 

– What happens if the 
Solvency II calibration 
implies a lower capital 
requirement than is 
required by APRA 
standards? 
 
 

 

• Implications in dealing with 
international stakeholders 
– Dealing with decision-

makers at group level 
– Credit rating agencies who 

operate across jurisdictions 
– International capital 

markets 
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