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Investigate the overall Insurance regulation How various different
regulatory environment enforced within Europe under components of the solvency
for insurance companies the solvency Il regime ratio are calculated

across the world

(O aret]

Through the calculation
of the risk-based
capital (RBC) ratio

How U.S. insurance
regulation works
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Set minimum D
capital standard for @
European insurers @

2016

SOLVENCY I

Harmonized European insurance regulation

Risk based solvency framework

Widened the scope of insurance
business covered by regulation
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State based system

National Association of Insurance

Commissioners = The NAIC

Support organization formed by the Chief Insurance Regulators from each of the U.S. states

Helps coordinate

Produces standards and A
regulatory oversight

best practice guidance
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© 2026 Financial Edge Training 4



FINANCIALEDGE!

FINANCIALEDGE!

o 3
ol , . ,",.J
g

ESR framework
(Economic Solvency Ratios)

C-ROSS framework
(China Risk Oriented Solvency
System)

Shares similarities

with Solvency Il
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HARMONIZATION OF GLOBAL STANDARDS

» .

( The International Association of Insurance Supervisors (I1AIS) )

Common Framework (ComFrame)

f

A ) . .
e Methodologies for capital requirements

v
Q v -< First issued in 2019

Global Insurance Ongoing periodic revisions
Capital Standard (Ics) to stay in line with market trends

\\ FINANCIALEDGE! &

Regulatory Landscape
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SOLVENCY I

(poital Adequacy) (R;izhéz:g?:;?‘igt) ( Disclosures )

L
-o-

(2) ©

For Solvency Il the amount of available
capital is referred to as “Own Funds”

FINANCIALEDGE!

‘ﬁ( Capital Adequacy )

Two capital requirements to allow for: Supervisory Ladder of Intervention

Solvency Capital
Requirement

Higher requirement : Absolute minimum level of capital that an insurance

Minimum Capital
Requirement

company must have to be able to operate
IF BREACHED

] £ IF BREACHED
Regulator is allowed :

to intervene
Company would have
its authorization withdrawn
(%) ’ Requiring the company
‘ to stop paying dividends :
&= to rebuild its capital : FINANCIALEDGE!
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‘ﬁ.( Capital Adequacy )
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Two capital requirements to allow for: Supervisory Ladder of Intervention

Solvency Capital
Requirement

Higher requirement : Absolute minimum level of capital that an insurance

company must have to be able to operate

o
R

Company would have

Key focus for analysts its authorization withdrawn
and investors £

Minimum Capital
Requirement

FINANCIALEDGE!

Own Funds
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( Capital Adequacy )
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Market-based valuations
of assets and liabilities

Accounting Balance Sheet Regulatory Balance Sheet

FINANCIALEDGE!

~ ( Regulatory Balance Sheet )

EQUITY

Technical

Regulator wants liabilities to be Provisions

closer to market-based valuations
Market Value

of Assets

Oown Funds

AO ........................ .v@

Insurance Regulator replaces

reserves don't have insurance reserves with
market values technical provisions

FINANCIALEDGE!
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Technical
Provisions

mn
(1) ©

Ensuring: Ensuring that the discount
Discounted rates calculation used:
m Current market discount rates
)
Life insurance reserves P&C reserves

Discount rate used is usually: Risk-free rate n Risk margin

FINANCIALEDGE!
( Regulatory Balance Sheet )
Technical
Provisions
Market Value
of Assets
Tier 1
Tier 2
Tier 3
FINANCIALEDGE!
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Market Value

of Assets

“---------------------------------------------------------------------------------------------...
*

*

Likely to have
a nil value on
liquidation of
the company

Highly illiquid %

Intangible Assets

Assigning a nil
value to assets

Prudential filter to assets

DAC Assets

Deferred Tax Assets

VI EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEN,
*
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.
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( Regulatory Balance Sheet )

Technical

Provisions

Market Value

of Assets

Own Funds

Includes

() subordinated

liabilities

FINANCIALEDGE!
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( Regulatory Balance Sheet )

Reconcile accounting equity

Shareholders’ equity

Technical
Provisions

Market Value Regulatory owned funds

of Assets
Own Funds
FINANCIALEDGE!
gre DICGE ° 010
Intangible assets (20)
DAC assets (20)
Deferred tax assets (10)
MTM assets and financial liabilities 500
Best estimate insurance liabilities (300)
Excess of assets over liabilities 650
Subordinated liabilities 100
Proposed dividends (50)
Own Funds 700
(0] 9% Intangible assets
(@) é DAC assets
(@) Deferred tax assets
FINANCIALEDGE!
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Shareholders Equity | 500
Intangible assets (20)
DAC assets (20)
Deferred tax assets (10)
MTM assets and financial liabilities 500
Best estimate insurance liabilities (300)
Excess of assets over liabilities 650
Subordinated liabilities 100
Proposed dividends (50)
Own Funds 700

( Adjust the remaining assets and liabilities

)

Closer to
market values

FINANCIAL EDGE!
Shareholders Equity | 500
Intangible assets (20)
DAC assets (20)
Deferred tax assets (10)
MTM assets and financial liabilities 500
Best estimate insurance liabilities (300)
Excess of assets over liabilities 650
Subordinated liabilities 100
Proposed dividends (50)
Own Funds 700
g Subordinated liabilities
— Proposed dividends
FINANCIAL EDGE!
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( Regulatory Balance Sheet )

Technical
Provisions

Market Value

of Assets
Oown Funds

Tier 3

FINANCIALEDGE!

Own Funds

Reflects all other
subordinated liabilities

: There are limits on how much
Maturity of more than 10 years : tier 2 and tier 3 capital can
: contribute to satisfying
the capital requirement

Own funds before
any subordinated debt is included

Lower quality forms of capital

FINANCIALEDGE!
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Capital Requirement

FINANCIALEDGE!

SOLVENCY I

Solvency Capital Requirement Minimum Capital Requirement

Higher requirement

FINANCIALEDGE!
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Regulator calculates stressed valuations

Technical @ Stressed

Provisions & Valuation
@ Stressed Market Value
n. Valuation of Assets

e Reflecting the exposure of these to: a
' d N
C Market risk ) C Credit risk ) (Underwriting risk)

FINANCIALEDGE!

Technical @ Stressed
Provisions valuation
@ Stressed Market Value L
s Valuation of Assets

Reduce the value of investments

Increase the value of the liabilities

Reduces the amount of own funds that the company has

Capital requirement Value at risk measure for Own Funds )

FINANCIALEDGE!
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Solvency Capital Requirement

Technical Stressed
Provisions L valuation
@ Stressed Market Value

. Valuation of Assets

Cover 99.5% of risk Covers all but the most
scenarios that could occur extreme of risk events to
on a one-year time horizon the insurance company
FINANCIALEDGE!

Solvency Capital Requirement

Technical Stressed
Provisions L valuation
@ Stressed Market Value

s Valuation of Assets

m DRIVES CHANGES IN:

Confidence level Investments
of 99.5%

Technical provisions

FINANCIALEDGE!
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Solvency Capital Requirement

Technical Stressed
Provisions L valuation
@ Stressed Market Value

. Valuation of Assets

Tier 1 Capital
> 50% of
solvency capital
requirement (SCR)

........................................

SeammsssEsEsEsssEE s EEEEEEREEEREERREEEE . ) loo% Ratio above 150%

Solvency : Many insurance companies
Capital Requirement targeting 200%
FINANCIAL EDGE!

Minimum capital requirement

Technical Stressed
Provisions L valuation
@ Stressed Market Value

. VOluation of Assets

Stress Valuations : .
e eareasrasrraserasrensrensransraneennrennrn Value at Risk Measures
Cover 85% of risk Confidence level of 85%

scenarios that could occur
on a one-year time horizon

FINANCIALEDGE!
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Minimum capital requirement

Technical Stressed
Provisions a Valuation

@ Stressed Market Value
. Valuation of Assets

L |

: own Funds :

SennsnsssssEsEsssEEEEsEEEEEREEEEEREEEREES . ) 1000/ Anqusts
(]

{  Minimum Capital : nvestprs

: Requirement H Companies

FINANCIALEDGE!

U.S. Insurance Environment

FINANCIALEDGE!
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( U.S. Regulatory Environment J

Insurer is regulated
by their state regulator

State of domicile for the company
determining its lead regulator

Regulations are not set in isolation

0"."‘0
b B {©.F
y each state’s regulator o PWe
‘e’
FINANCIALEDGE!
[ ]
S
National Association of Insurance
Commissioners — The NAIC
Establishing standards Coordinates
and best practices regulatory oversight
Established in the statutory accounting principles (SAP)
: Calculating an insurer’s Basis for the capital adequacy
: statutory financial statements requirement for U.S. insurers
FINANCIALEDGE!
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Risk Based Capital Ratio

Company'’s level of available capital

Total Adjusted Capital L
NAIC RULES NAIC RULES

Meotiahy current Q Represents the amount of cash that a

Or;::iz;e“':;:‘;irt?::e company could access by selling its assets

FINANCIALEDGE!

Total Adjusted Capital

( STATUTORY

FINANCIAL STATEMENT Rules setby
The National Association

of Insurance Commissioners
(NAIC)

Statuary accounts being more:

. Focused on
Conservative

liquidation
\ Utilize a policyholder, rather than

a shareholder perspective

( POLICYHOLDER’S SURPL @ cocecc @

FINANCIALEDGE!
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4 )

STATUTORY ACCOUNT

;y Reduced value for less liquid assets J.u.

Assets less easily used [ Eliminate other J

to meet policy claims assets entirely

'd . \
Non-admitted assets

-----

-----

“ennas O Yt Yennns®
Office furniture Premium balances Deferred tax
k ) more than 90 days assets (DTAs)
ast due
P FINANCIALEDGE!

4 )

STATUTORY ACCOUNT

. Full fair value in the
Amortized cost
statutory accounts

FINANCIALEDGE!
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( GAAP ACCOUNT )

Assumptions for calculating policy reserves are:
E I g
é_A Evo

Conservative Formulaic

FINANCIALEDGE!

Disclose the Statutory Policyholder’s
Surplus in their financial statements

FINANCIALEDGE!
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Statuary Policyholders Surplus
and Total Adjusted Capital

FINANCIALEDGE!
GAAP sHAREHoLDER’s EQUITY | 1'000 :. --------------------------------------------------------- .‘
- Loss and LAE Reserve differences (200) Adjustments are made :
- Non_admitted ossets (]OO) ‘tusssessssssssssssasssesnnununnnunnnnnnnnnnnnnnnnnnnnnnt®
- Mark to market gain on investments (250) JEn
STATUTORY POLICYHOLDERS' SURPLUS | 450 él
+ Asset Valuation Reserve 300 — A
+ Investment Maintenance Reserve 100 .

Making the statutory

- 50% of proposed dividends (75) accounts more conservative

‘ than the GAAP accounts

TOTAL ADJUSTED CAPITAL 775

FINANCIALEDGE!
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GAAP SHAREHOLDER'S EQUITY 1,000
- Loss and LAE Reserve differences (200)
- Non-admitted assets (100)
- Mark to market gain on investments (250)
STATUTORY POLICYHOLDERS' SURPLUS 450

TOTAL ADJUSTED CAPITAL

+ Asset Valuation Reserve 300
+ Investment Maintenance Reserve 100
- 50% of proposed dividends (75)

Loss and loss

adjustment expense
LAE difference

Statutory accounts
calculate policy liabilities

=)

( Formulaic prescribed basis )

Policy liabilities being higher in

statutory accounts than the
equivalent GAAP accounts

FINANCIALEDGE!

GAAP SHAREHOLDER'S EQUITY

STATUTORY POLICYHOLDERS' SURPLUS

- Loss and LAE Reserve differences (200)
- Non-admitted assets (100)
- Mark to market gain on investments (250)

Non-admitted assets
being deducted

Deferred Reinsurance

acquisition costs recoveries

Goodwill and
other intangibles

+ Asset Valuation Reserve 300

+ Investment Maintenance Reserve 100

- 50% of proposed dividends (75) Not allowed in the statutory account
TOTAL ADJUSTED CAPITAL 775 m

Only allowed to be included
at a reduced value

B
--------------------------------------------------

FINANCIALEDGE!
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GAAP SHAREHOLDER’S EQUITY

STATUTORY POLICYHOLDERS’ SURPLUS

+ Asset Valuation Reserve

- Loss and LAE Reserve differences (200)
- Non-admitted assets (100)
- Mark to market gain on investments (250)

Removal of any

market-to-market gain
on investments

Fixed income investments
in the GAAP accounts

@

+ Investment Maintenance Reserve 100
- 50% of proposed dividends (75) Need to be shown at amortized
TOTAL ADJUSTED CAPITAL ‘ 775 cost in the statutory accounts
FINANCIALEDGE!
Calculating Total
GAAP SHAREHOLDER'S EQUITY ‘ 1,000 Adjusted Capital
- Loss and LAE Reserve differences (200)
Two reserves added back:

- Non-admitted assets (100)
- Mark to market gain on investments (250) é .

L) o
STATUTORY POLICYHOLDERS’ SURPLUS | 450 The

The Asset
. " Investment
+ Asset Valuation Reserve 300 Valuation TR RS
Reserve
: Reserve

+ Investment Maintenance Reserve 100
- 50% of proposed dividends (75) 50% of any proposed dividend
TOTAL ADJUSTED CAPITAL | 775 needs to be deducted

FINANCIALEDGE! §
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Risk Based Capital Ratio

FINANCIALEDGE!
Total Adjusted Capital
Risk Based
Capital ratio =
Authorized Control level
(AclL) Risk Based Capital
[ ]
AN
4 \
$) A ® <= ]
(14 St 20
ASSET RISK INSURANCE RISK INTEREST RATE RISK BUSINESS RISK COVARIANCE FACTOR
FINANCIALEDGE!
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Total Adjusted Capital

Risk Based
Capital ratio = )
Authorized Control level
(AcL) Risk Based Capital
A
4 \

m INSURANCE RISK INTEREST RATE RISK BUSINESS RISK COVARIANCE FACTOR

ASSET RISK

i

Risk of loss of market value
or defaults from investments

FINANCIALEDGE!
. Total Adjusted Capital
Risk Based
Capital ratio = )
Authorized Control level
(AclL) Risk Based Capital
A
4 A\

OF e = '-
([ 4 " 2

ASSET RISK INTEREST RATE RISK BUSINESS RISK COVARIANCE FACTOR
INSURANCE RISK

Captures the risk of underestimation of liabilities
or mispricing of policies written in the next year

FINANCIALEDGE!
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Total Adjusted Capital

Risk Based
Capital ratio = )
Authorized Control level
(AcL) Risk Based Capital
A
4 \

ASSET RISK INSURANCE RISK BUSINESS RISK COVARIANCE FACTOR

INTEREST RATE RISK (LIFE INSURANCE)

|

Covers the risk of loss from changing interest rates

FINANCIALEDGE!

. Total Adjusted Capital
Risk Based

Capital ratio

Authorized Control level
(AclL) Risk Based Capital

L

®
N\
ASSET RISK INSURANCE RISK INTEREST RATE RISK m COVARIANCE FACTOR

i

BUSINESS RISK

Relates to the general health of the insurer
and largely involves operational risk

FINANCIALEDGE!
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Total Adjusted Capital

Risk Based
Capital ratio

Authorized Control level
(AcL) Risk Based Capital
[

A\

AN (&) ) %é
™M Tt e
ASSET RISK INSURANCE RISK INTEREST RATE RISK BUSINESS RISK COVARIANCE FACTOR

COVARIANCE FACTOR

Reduces the overall ACL risk based capital,
taking into account the diversification effect
between the various risk factors

FINANCIALEDGE!
Total Adjusted Capital
Risk Based __
Capital ratio ™ |
Authorized Control level
(AcL) Risk Based Capital
Authorized Control Level European insurers
(ACL) risk based capital under Solvency I
Never based on internal models Based on internal models
N ¥ J
i RBC ratio components - only used by the NAIC
: are not typically F as a regulatory trigger
5 publicly disclosed . . 9 ytrigg K
FINANCIALEDGE!
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What are the implications of the
Risked Based Capital (RBC) Ratio?

L,

Used by insurance supervisors

Early warning signal of signs of:

of &'

Weakness Undercapitalization

FINANCIALEDGE!

RISK BASED
NAIC ACTION LEVELS CAPITAL RATIO ACTIONS

>300% No additional supervision

The insurer must

Company Action Level 200% - 300% submit an action plan

. S 6 Regulator may require
Regulator Action Level 150% - 200% actions to be taken

Regulator is authorized

° of 0,
Authorized Control Level 100% - 150% to take over control

Regulator obligated to

()
Mandatory Control Level <70% take control of insurer

FINANCIALEDGE!
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www.FE.training

Please do not redistribute these materials without the
express permission of Financial Edge Training.
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