


Globalisation of the 

Insurance Capital Standard: 

Should we be concerned?

Paul Caputo and Kenny McIvor

This presentation has been prepared for the Actuaries Institute 2017 Actuaries Summit.

The Institute Council wishes it to be understood that opinions put forward herein are not necessarily those of the 

Institute and the Council is not responsible for those opinions.



Paul Caputo
Head of Risk Consulting 
T +61 2 8198 9055
E paul.caputo@willistowerswatson.com

Kenny McIvor
Senior Consultant
T +61 2 8198 9037
E kenneth.mcivor@willistowerswatson.com

Introductions



Agenda

What is the Insurance Capital Standard?

Should Australian insurers be concerned?

Should insurers be concerned?



The Great Fire of London (1666)



The Global Financial Crisis (2008)



Agenda (additional)

What have we learnt from other regulatory 

developments?

What insurance regulatory developments have 

followed the GFC?



IAISInsurance supervision is influenced by many bodies



IAIS
The activities of the IAIS fall into three broad areas of 

insurance supervision

Source: International Association of Insurance Supervisors
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*  To be identified by supervisory colleges (around 50 expected).

** Identified (annually) by the Financial Stability Board (FSB).



IAIS
Awareness of IAIS activities is critical to understanding 

future regulatory direction

Activity Description / Implication

All Insurance Core Principles 

/ “ICPs”

? Principles, standards and guidance on all aspects of insurance supervision 

! Increasingly adopted as the international benchmark

Internationally

Active Insurance 

Groups 

/ “IAIGs”

“ComFrame” ? Additional reporting, capital and ERM requirements for IAIGs

Insurance Capital Standard 

/ “ICS”

? Risk-based capital standard to be applied to IAIGs which will phase in by 2019

! Limited time remaining to feed in on field testing and consultation process

Global 

Systemically

Important

Insurers 

/ “G-SIIs”

Systemic Risk Management 

Plan / “SRMP”

? G-SIIs should be prepared for enhanced supervisory scrutiny

! Consider ways to limit the impact of G-SII regulations

Recovery and Resolution 

Plan / “RRP”

? Potentially relevant to a larger group of insurers but G-SIIs are the first to have to comply

! Approach preparations as a value-adding exercise

Basic Capital Requirement 

/ “BCR”

? Factor-based calculation to be used as a comparable foundation to apply to G-SIIs   (to be 

replaced by ICS)

Higher Loss Absorbency 

/ “HLA””

? Factor-based calculation to build on BCR / ICS so that G-SIIs hold additional capital linked to 

systemic risk 



Financial 

Stability

Nine Global Systemically Important Insurers are 

impacted by the IAIS’ financial stability measures



Insurance Core 

Principles

Singapore RBC 2

Expected implementation 2019

China C-ROSS

Implemented 2016

Hong Kong RBC

Development underway

Indonesia RBC

Implemented 2009

Malaysia RBC

Implemented 2009

Thailand RBC 2

QIS2 expected in 2017

In South East Asia, the IAIS’ ICPs are a major driver for 

the move to risk-based capital approaches

Korea New Solvency Regime

Development underway

Philippines RBC 2

Implemented 2017



Launch 
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process

Consult on 

ComFrame

ComFrame

and ICS

There is not long left before ComFrame and the ICS 

come into effect for a wide group of insurers
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ICS
The ICS is a key part of ComFrame and is an 

unprecedented global standard

Market Adjusted Valuation

Time horizon, confidence level and risk measure

A one-year horizon has been proposed for the ICS Standard Method.  Under the one-year horizon 

approach, the IAIS will choose a confidence level (e.g. 99.5th percentile) and risk measure (e.g. VaR or Tail 

VaR) for the basis of the ICS capital calibration. 

Margin over Current Estimate (MOCE)

A globally consistent MOCE, considered critical by the IAIS for comparability, would reflect either a margin 

for prudence or an adjustment to the Current Estimate to achieve a transfer value for the liabilities. 

IAIS Specified Yield Curve

Yield curves based on market data are provided by the IAIS for valuation purposes.  In the 2015 field 

testing, market data was used up to a term of 30 years, in jurisdictions where there were sufficiently deep 

and liquid markets, and blended to a jurisdiction-specific long-term forward rate. 

Internal models

The IAIS is open to the use of internal models (partial or full) to calculate the ICS capital requirement, 

provided the same policyholder protection is afforded and it aligns with the ICPs and the principles it has set 

for the design of the ICS. 



Capital
Designing a one size fits all regime is not easy, as we 

have seen before

“The best laid plans o’ mice an’ men (gang aft a-gley)”
- Robert Burns



Burning DesiresHot TopicsIn the Line of Fire

ConclusionsShould Australian insurers be concerned?

▪ Knock-on effects

▪ Valuation

▪ Equivalence

▪ Direct impacts

▪ Time

▪ Flexibility




