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SOLVENCY |l —- WHAT'S IT ALL ABOUTY o
TEMBER 16TH 2041 MEWSLETTERS
Welcome back (o Risk in the Merked [RITM). We hops you enjoy the following senes on the 2010 (9)
imgues sumounding Solvency |1, In this post, we will expiora the ongins of the new directive O 2010 (8)
and thee form i will 1ake. Future meiaiments will 255835 the opporiunities and
inconvenences sasocialed with Solvency ||, the challenges that be ahead and sugpest how 2011 {8)
in=se challenges can be mel, 01 2011 (8)
So, 85 ever, please fesl free 10 share your comments wath s and remeamber (o Keen O 2011 (1)
checking RITM farky for the l3les! updates.
™ lnhd SUBJECTS
THE SOLVENCY |l - WHAT'S IT ALL ABOUT? Corporate Treasury
The countdown has begun. Towards
e end of 2013, the new European et g Mex ok Dol
dirgctive, Sotvency |1, will come into Cuestomes Comner
force.
lalemic Banking
This maw requlaiony requirement will
affect the insurance industry. Designed Liguedity Risk
to stremgthen the secior, Solvency I Moet
will provide a safely net for et Noem
poficyholdens and support marked Reguiation
Silatlity.
d Trading and Risk Managemeni
It wall ensure the nsurance marked fully T
quantifies its risk and allocates el il 7

suffickent capilal 1o protect Hs Saobvency |l - What's H all about?

business should difficult conditions

(especially market conditions ) arse. The requiremant 1o cabculate ther rsks and capstal
requiremanis in a controfied and soditable way, supgesis that technology will play & central
rode in defiverng future compiance. Therefore, for many companies, ihis will mean
mpdemeniing a significant | T programme.

WHAT WAS WRONG WITH THE OLD REGIMET
The currend Ewropean solvency regame {Sofvency |) B showing its age.

Created in the 1970s, volatiles investmen| mariels, incressed product complexity and a
conyengence in financial services, have rendered i out-dated,

With its prmary focus on the prodential standards for insurers, not incloding reguiremenia
for risk management and governance wilhin fms, the European Commission felt it
necassary {o develop Solvency |l 2a a way of providing proper protection for poficyhobien.

SOLVENCY || — THE NEW DIRECTIVE ON THE BLOCK

The primary aim of Solvency |l k5 to creale an effective single marked in iInsurance senvices.
lis ocbjective ks lo sirenglien policy ider protecton by aligning capilal regquiremenis more
chosely with the nak profile of the company toc

Reduce e rsk ihat an nsurer would be unable 1o meet claims

Reduce ihe losses suffered by poficyholders in the event ihat a firm i3 unable o mest 2l
olaima  fully

Prowvide earlty waming to supsrvisors so (hey can ntervens gquickly i cagpdal falls Delow
e Tequined evel

Promole confidence in the financial sianlity of the nsuranca seclor
By inlroducing risk-based solvency reguiraments, Solvency |I°s more sophiaticated

sporoach moves the inswance services mdusiny away from the existing “one-modei-fits-all™
approach to estimating capital reguirements, 1o more entity-specific requiremanta.

THREE PILLAR FRAMEWORK

Spbvency |l s ofien refemed 10 as “Base! for insurers” because of s simiarily {o the
banking reguiations of Bassl ||, For example, the proposed framewed for Sofvency || has
ihwes main aress |pdiars )

Filtar 1 — guantiative requirements (e.g. the amownt of capitel an insurer shoubd hobd)

Fillar 2 — requiremants for the govemance and nak managemen! of insurers, a5 well a3
effective supsrviaion of inaurers

Piltar 3 — disclogure and ransparency requirements

Howewes, unlise Bassl, Solvency || demands the valuation coverags of both asaels and
Eshdilies. This throws up many chalienges,

But pefore we ook ai the chellenges, we need 1o consider how Sobvency |1 s viewsd by
thoae i will affect. The next poat in this genes wil ask the guestion — should Soivency |1 be
BEEN &5 &N OpDoriunity oF an mconvenence

This posl wes fekan from g white peper writfen by Mohel Duvel, senglized for Risk In The
Markel by Sally Ommond. The full white paper will be mads sveilsble once the final posf in
the senes is published Remember fo check R TM frequently for the pext insfalment,



