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Multiple goals for the first field test 

• Aims 

 1) Make a BCR proposal for endorsement by FSB 

- A single full blown field test possible within the timeline 

- Fine tuning possible during confidential reporting phase 

 

 2) Inform  subsequent development of HLA 

 

 3) Inform parallel development of ICS 

 

• An ambitious and tight timeline 
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Components 

• Balance sheets – 3 different valuation approaches 

 Market-adjusted Valuation 

 GAAP 

 Valuation used in Economic Capital Model 

• Segmentation – IAIS developed – globally based 

• Derivatives and other off-balance sheet exposures 

• Current insurance group-wide PCRs or proxy for group-wide PCRs 

• Current banking regulatory capital requirements and other regulatory 
capital requirements where they exist 

• Gross and Net Written Premiums, Gross Claims and Net Claims 

• Capital resources including details of capital instruments issued at 
group level 

• Yield curves by currency to compare to IAIS specified yield curves 

• Stressed balance sheets on 3 valuation bases – Increase in interest 
rates stress,decrease in interest rates stress, equity stress, mortality 
stress, combined ratio stress 
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Participation 

• 2 tranches of data –  

 information needed for BCR 

 stressed balance sheets and economic capital model valuation 

• 34 participants in first tranche 

 Quantitative figures expressed in 6 currencies – Canadian Dollars, 

Chinese Yuan, Euros, British Pounds, Japanese Yen, US Dollars 

 Only 2 submissions were purely non-life 

 15 were purely life 

 Remainder were mixed life and non-life 

• 29 participants in second tranche of which 21 provided balance 

sheet data from their economic capital models 
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Asset evolution from GAAP to market adjusted valuation 

• Overall decrease of assets value of 1.9%, combination of 

 

 Increase of investments value by 1.2% 

- Fixed interest government bonds: +2.1% 

- Real estate for investment purposes: +13% 

- Loans (except policyholders): +5.2%  

 

 More than offset by: 

- Disappearance of Deferred acquisition costs 

- Decrease in value of reinsurance recoverables and other reinsurance assets 
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The insurance liabilities evolution 

 

 

 

 

 

 

 

 

• On average, decrease of net liabilities by 8.2% 
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Approach to field testing 

• Need to consider ultimate IAIS goal – i.e. never lose 

sight of how we ultimately expect industry to implement it 

 

• Interim steps – field testing 

 

• Best-efforts basis of field testing 

 Allow simplifications 

 Provide practical short cuts and gradually reduce these in 

subsequent field testing exercises 

 Proportionality 

 Substance over form 

 Expert judgment 
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Timing of 2015 field testing 

• Launch date 30 April 2015 (additional Workshop on 5 May in 

NY and 11 May in Tokyo) 

• Field testing will be divided into two components: 

 Part 1 – to be submitted by 30 June 2015 with some extensions 

to 15 July 2015 

 Part 2 – to be submitted by 4 September 2015 (revised from 14 

August 2015) 
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Part 1 
• Components necessary for calculation of BCR and HLA -  

 Existing baseline jurisdictional capital requirements (for 

insurance and non-insurance segments of volunteers) 

 Market-adjusted valuation balance sheet 

 BCR specific data 

 Capital resources – all base data leading to completed BCR 

capital resources summary 

 Copy of G-SII designation data (to avoid confidentiality problems 

for HLA calculation if needed) 

 BCR summary worksheet – BCR qualifying capital 

resources/BCR capital requirement 
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Part 2 

• GAAP with adjustments valuation and reconciliation of 

GAAPGAAP with adjustmentsMAV (using data from Part 

1) 

• ICS risk charges 

• ICS Capital resources – using base data from Part 1 + options 

for comparable MOCE – cost of capital and prudence 

• ICS Summary worksheet – ICS qualifying capital 

resources/ICS capital requirement (based on example of 

standard method) 
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The 2015 Quantitative Field Testing Package 
• Technical specifications – provide details as to the data requested 

• Template –  

 necessary inputs to calculate BCR capital requirements  

 Necessary inputs for full ICS capital requirements calculation on 

example standard method 

 determine qualifying capital resources under BCR and field testing 

proposal for ICS qualifying capital resources 

• Yield curves 

 IAIS specified yield curves 

 IAIS specified yield curves with stress as specified for interest rate risk 

stress 

 The “parameters” of the interest rate risk stress (as per technical 

specifications) 

 Risk free yield curves without adjustment (also included in the template 

for the Cost of Capital MOCE calculation) 

• Questionnaire 

• Q&A Quantitative Field Testing 
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Publication of field testing package 
• The intention is to publish the 2015 field testing package to be 

available to all stakeholders not just volunteers  

• To be published after final due date for submission of data – after 4 

September 2015 
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BCR and HLA data – why all volunteers? 

• Rationale 

 About 90% of the data will be used in some way for the ICS analysis – 

e.g. MAV balance sheet, capital resources, baseline 

 BCR is a benchmark for the ICS 

 G-SII list will not always be the same – need wider sample to ensure 

BCR works across variety of business models and geographical 

distributions of business 

• G-SIIs complete IAIS templates – will satisfy confidential reporting 

requirements to supervisors 
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Design of ICS 

• A major aim of 2015 Quantitative Field Testing is to test design 

options for the ICS 

• Design options have been reduced from the ICS CD either through 

consideration of feedback from the consultation, discussion with 

volunteers or for reasons of pragmatism to reduce the data 

collection 

• An example of a reduction of design options due to feedback from 

consultation was that there was little support in the ICS CD 

comments for considering interest rate risk from a duration 

perspective so a simple stress approach has been chosen 

• An example of a reduction of design options due to pragmatism is to 

not to quantitatively test the 90% Tail-VAR calibration  

• It is important to note that if a design option is not included in 

field testing for 2015 that does not definitively close it off from 

future consideration and vice versa 
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Calibrations of ICS capital charges for 2015 
• Focus of exercise on design 

• Calibration of ICS capital charges for 2015 is at notional 99.5% VAR 

• Calibrations are INITIAL  AND TENTATIVE and subject to change and 
refinement 

• Providing calibration for stresses included in example standard method is 
vital – Volunteers cannot complete request without calibration 

• Providing calibration for factors where factor-based calculations are used is 
also necessary to understand overall initial calibration 

• Providing calibration enable the IAIS to obtain feedback on the 
appropriateness of this initial calibration 

• All ICS capital charges need to be calibrated so that they may be 
aggregated using correlation matrix to understand impact of diversification 

• Some calibrations are based on IAIS analysis – equity risk, currency risk, 
interest rate risk 

• Remainder of calibrations – inference from existing jurisdictional capital 
requirements, analysis of jurisdictional data, professional/supervisory 
judgment 

• Need to seek views of volunteers on calibration, need to continue working 
on calibration after the analysis of 2015 field testing data 
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Testing different calibrations 

• The quantitative field testing template will only include calibrations 

aiming to be 99.5% VAR calibrations 

• The questionnaire that accompanies the quantitative field testing 

template will explore the differences if a 90% Tail-VAR calibration 

was used 
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Stakeholder input 

 

 

Questions/Comments? 
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ICS Consultation Document – Responses 

to Comments 

 

 

Global Seminar and Stakeholders Meeting 

Macau, 19 June 2015 
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IAIS Consultation Document Responses – points to 

note 
• In excess of 1500 pages of comments received – much to review at 

same time as preparing for field testing exercise in 2 month 
timeframe 

• Technical responses initially reviewed to inform the development of 
field testing – no intention to reach definitive conclusions 

• ‘It is important to note that if a design option is not included in 
field testing for 2015 that does not definitively close it off from 
future consideration and vice versa.’ 

• The summary of these technical responses is not included in this 
document  

• This document focuses on responses to the questions asked in the 
consultation 

• Report only focuses on select few questions covering more strategic 
matters 

• For these slides, themes are derived primarily from stakeholder 
responses – member comments are not specifically included in the 
development of the themes 
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ICS Principles 

• Question 1.   Are these principles appropriate as the foundation for 

a global consolidated insurance capital standard? Are any 

enhancements or modifications needed to the ICS Principles? 

• The following slides summarise the key themes of responses on 

each of the 10 principles and provide suggested responses to be 

published after this meeting 
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ICS Principle 1 themes 

• Many  respondents indicated they supported Principle 1 as written 

(Alternative views are set out below)   
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Theme from Responses Resolution 

The IAIS needs  to clarify 
meaning of comparability as 
used in Principle 1 
 

See Question 2 regarding comparability 

ICS Principle 1 – The ICS is a consolidated group-wide standard with a 

globally comparable risk-based measure of capital adequacy for IAIGs 

and G-SIIs.  

  

The standard incorporates consistent valuation principles for assets and 

liabilities, a definition of qualifying capital resources and a risk-based capital 

requirement.   The amount of capital required to be held and the definition of 

capital resources are based on the characteristics of risks held by the IAIG 

irrespective of the location of its headquarters. 
 



ICS Principle 1 themes 
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With respect to 
Principle 1 - it is 
not necessary to 
adopt a different 
accounting 
valuation 
approach in order 
to develop a 
global risk-based 
measure 
Note: From US 
stakeholders only 

The IAIS is not developing a new accounting standard. This 
response reflects a difference of expectation about the use of 
accounting based data in supervisory reporting.  Some 
supervisors view supervisory reporting as a separate and distinct 
view of the solvency of an insurance group compared  to an 
accounting view which has a different purpose (one accounting 
purpose is to apportion income and expenses to a particular 
period).   
 Jurisdictions who take the view that supervisory reporting is 
distinct from general purpose financial reporting are more likely 
to support a supervisory valuation methodology such as market-
adjusted valuation.   
The two views are accommodated by the existence of both the 
market –adjusted valuation approach (for those who believe 
supervisory reporting is not necessarily tied to general purpose 
financial reporting) and the GAAP with adjustments approach (for 
those who believe supervisory reporting should be more closely 
linked to general purpose financial reporting).  No decision can be 
made on this matter until the two valuation approaches are 
explored further in field testing in 2015 and beyond. 



ICS Principle 2 themes 

ICS Principle 2 - The main objectives of the ICS are protection of 

policyholders and to contribute to financial stability. 

  

The ICS is being developed in the context of the IAIS Mission, which is to 

promote effective and globally consistent supervision of the insurance industry 

in order to develop and maintain fair, safe and stable insurance markets for the 

benefit and protection of policyholders and to contribute to global financial 

stability. 
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ICS Principle 2 Themes 
Theme from Responses Resolution 

Many industry stakeholders 

do not support the 

prominence of the financial 

stability purpose in Principle 

2.   

• Some say there should 

be no mention of 

financial stability 

• Some say it should be a 

second order 

consideration 

With respect to these 

responses there was a 

significant regional bias with 

most of these responses 

coming from US 

stakeholders but not 

exclusively. 

No change to Principle 2.  The wording of principle 2 reflects 

the IAIS mission in Article 2 of the IAIS By-Laws. 

 The mission of the Association is to:  

(a) promote effective and globally consistent supervision of 

the insurance industry in order to develop and maintain fair, 

safe and stable insurance markets for the benefit and 

protection of policyholders; and to  

  

(b) contribute to global financial stability.   
 
To be clear the IAIS is developing the ICS as a going-

concern measure of capital adequacy in line with Principle 

2.  This can be seen through the inclusion of Tier 1 (going 

concern) and Tier 2 (gone concern) capital resources. 

However, it is not pursuing a zero-failure level of capital 

adequacy if such a thing exists.  This is why calibration 

levels of 99.5% VAR and 90% Tail-VAR were proposed in 

the ICS Consultation document.  This does still indicate the 

risk of failure of a group that meets such a level of capital 

adequacy. 
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ICS Principle 3 Theme 

ICS Principle 3 – ICS is the foundation for HLA for G-SIIs. 

  

Initially, the BCR is the foundation for HLA for G-SIIs.  
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Theme from Responses Resolution 

Some stakeholder views stated that 
this principle is premature before 
more is known about the ICS. 
  
There is also concern that the 
principle blurs the distinctions 
between G-SIIs and IAIGs. 
  
These views are principally from 
trade associations indicating these 
views have wide support in the 
insurance industry. 

The BCR was always intended to be an interim 
comparable measure until the more risk-
sensitive ICS could be developed.  The ICS 
should be also developed with the purpose of 
serving as a basis for HLA in mind. Principle 
revised as follows: 
‘One of the purposes of the ICS is the 
foundation for HLA for G-SIIs. 
 
Design and calibration of HLA will be 
reassessed before the ICS becomes the 
foundation for HLA. 



ICS Principle 4 Themes 
ICS Principle 4 – The ICS reflects all material risks to which an IAIG is exposed. 

  

The ICS reflects all material risks of IAIGs’ portfolios of activities taking into account 

assets, liabilities, non-insurance risks and off-balance sheet activities. 

  

To the extent that risks are not quantified in the ICS they are addressed in ComFrame. 
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Theme from Responses Resolution 

There was mostly support for this Principle however a number of comments were 
made about specific aspects 

The focus should be on insurance 
activities not non-insurance activities 

The ICS is a group-wide capital standard and 
should therefore focus on all material risks to 
which the IAIG is exposed.  



ICS Principle 4 Themes 
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Theme from Responses Resolution 

There needs to be recognition of an 
IAIG’s mitigation of risks including 
asset-liability management, 
diversification benefits, hedging, 
reinsurance and risk sharing with 
policyholders 
 

Recognition of mitigation of risks is an 
important point.  It may be better to address 
this by adding explanatory text to Principle 6 
regarding promotion of sound risk 
management. So it would read: 

ICS Principle 6 – The ICS promotes sound 
risk management by IAIGs and G-SIIs 
This includes an explicit recognition of 
appropriate and effective risk mitigation 
techniques. 

The need to recognise IAIG’s  
important role as long-term investors 
and in the social security system. 
Regulatory requirements should not 
negatively impact insurers’ stabilizing 
role in financial system 
 

This point is dealt with in Principle 7, 
“minimising inappropriate procyclical 
behaviour by supervisors and IAIGs.” 



ICS Principle 5 Theme 
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ICS Principle 5 – The ICS aims at comparability of outcomes across 

jurisdictions and therefore provides increased mutual understanding and 

greater confidence in cross-border analysis of IAIGs among group-wide 

and host supervisors.  

  

Applying a common means to measure capital adequacy on a group-wide 

consolidated basis can contribute to a level playing field and reduce the 

possibility of capital arbitrage. 

Theme from Responses Resolution 

The need for a common understanding of 

comparability is the major issue for this 

principle. 

Addressed in Question 2 



ICS Principle 6 Themes 
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ICS Principle 6 – The ICS promotes sound risk management by IAIGs and 

G-SIIs.   

Themes from Responses Resolution 

Concerns were expressed about 

this principle in the context of a 

standard method  rather than use 

of internal models which are more 

tailored to individual IAIGs 

The principle is meant to be independent of the 

methods chosen and is also meant to inform the 

methods chosen.  Therefore, no change 

suggested. 

Additional explanatory language 

suggested  to recognise an IAIG's 

prudent mitigation of material risks 

including asset-liability 

management, diversification 

benefits, hedging, reinsurance and 

risk sharing with policyholders 

 See proposed resolution for Principle 4 – 

explanatory text to be included 

 



ICS Principle 7 Theme 
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ICS Principle 7 – The ICS promotes prudentially sound behaviour while 

minimising inappropriate procyclical behaviour by supervisors and IAIGs. 

  

The ICS does not encourage IAIGs to take actions in a stress event that exacerbate 

the impact of that event. 

Examples of procyclical behaviour are building up high sales of products that expose 

the IAIG to significant risks in a downturn or fire sales of assets during a crisis.      
  

Theme from Responses Resolution 

While there was general support for this 

Principle it was suggested by some industry 

respondents that the explanatory text should be 

expanded to incorporate a message that the 

underlying valuation basis and the required 

capital ratio of the ICS should not overemphasize 

the effects of short term market fluctuations on 

long term assets or liabilities 

 There is a theme going through a number of the 
comments about the interaction between the 
valuation basis, capital resources, capital requirements 
and concerns about the effect on long-term business.  
This is just one example.   
  
The ICS will have to strike the balance between 
reflecting changes in market conditions, where 
appropriate,  and avoiding reflecting changes that do 
not threaten the solvency of the IAIG. 



ICS Principle 8 Themes 
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ICS Principle 8 – The ICS strikes an appropriate balance between risk 

sensitivity and simplicity. 

  

Underlying granularity and complexity are sufficient to reflect the wide variety of 

risks held by IAIGs. However, additional complexity that results in limited 

incremental benefit in risk sensitivity is avoided. 

Themes from Responses Resolution 

A number of respondents (both industry and 

regulators) noted that it is essential to distinguish 

between true risk sensitivity and 

spurious volatility. 

See response to Principle 7. The issue will be 

explored further in field testing.  

While conceptually supporting the principle, a 

number of industry respondents expressed 

concern about the potential over emphasis on 

simplicity and some drew an inference to the 

development of a standard method not being 

sufficiently risk sensitive for their circumstances. 

No change suggested – this is an issue that can 

only be dealt with through the actual 

development of the ICS. 



ICS Principle 9 Themes 
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ICS Principle 9 – The ICS is transparent, particularly with regard to the 

disclosure of final results. 

Themes from Responses Resolution 

Overall responses on this principle were mixed.  

However, it must be noted that individual IAIGs 

that responded expressed concern about the lack 

of detail about the nature of the disclosure 

expected and the meaning of ‘final results’.  

Concerns are particularly expressed about the 

confidentiality of proprietary information.  There 

seemed to also be a few concerns about 

disclosure of numbers may create confusion 

without adequate context. 

Given the concerns raised and the early stage of 

ICS development the IAIS cannot give a definitive 

response to this issue.  The IAIS will determine 

the degree and extent of public disclosure once 

the ICS is finalised. 

 

Comments did also mention the transparency of 

the process of developing the ICS – that is a 

matter addressed by the IAIS procedures. 

Concerns were expressed about the need for 

disclosure prior to the ICS being fully field tested 

and adopted. 

No specific change is needed but clarification to 

the milestones in the ICS project may be helpful 

and will be separately communicated.  



ICS Principle 10 Themes 
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ICS Principle 10 – The capital requirement in the ICS is based on appropriate 

target criteria which underlie the calibration. 

  

The level at which regulatory capital requirements are set reflects the level of 

solvency protection deemed appropriate by the IAIS.   

Themes from Responses Resolution 

Some respondents noted that principle 10 

should put the level of protection in the context 

of the balancing that is required to also consider 

the cost of insurance and accessibility to 

insurance products. 

The calibration should be viewed in the broader 

context of the ladder of intervention. The 

development of the ICS will enable the IAIS to take 

into account stakeholder views about the level of 

solvency protection.   



Comparability 
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Question 2.   What does comparability mean for the ICS from your perspective? 

Themes from Responses Resolution 

 Comparability should be outcomes-

based – two kinds of outcomes 

mentioned 

• outcome of policyholder protection 

• outcome of supervisory assessment 

After the consultation document was released the IAIS 

determined the ultimate goal for the ICS which describes 

comparability. 

The ultimate goal of a single ICS will include a common 

methodology by which one ICS achieves comparable, 

i.e. substantially the same, outcomes across 

jurisdictions. Ongoing work is intended to lead to 

improved convergence over time on the key elements 

of the ICS towards the ultimate goal. Not prejudging 

the substance, the key elements include valuation, 

capital resources and capital requirements. 

 

  

Local regimes that are consistent with 

the ICS framework on an outcomes-

based analysis should be recognised as 

a suitable implementation of the ICS 

framework 

Comparability should not mean 

quantitative results are identical 



Comparability 
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Question 2.   What does comparability mean for the ICS from your perspective? 

Themes from Responses Resolution 

It is unclear whether a single 

capital ratio or a single risk 

factor for a similarly labelled 

product can result in true 

comparability across national 

boundaries or different 

products 

  

ICS intended to be a risk-based standard  It focuses on risks rather 

than product labels. The approach taken for 2015 Field Testing is to 

consider each risk category and determine an approach to 

measuring that risk which is suitable on an individual basis.  



Comparability 
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Question 2.   What does comparability mean for the ICS from your perspective? 

Themes from Responses Resolution 

The IAIS must clearly articulate both 

the quantitative and qualitative output 

it expects to obtain from the overall 

ComFrame assessment process, as well 

as identify the specific output it would 

like to achieve from the ICS 

development process 

The ComFrame assessment process is contained in Module 3 

of ComFrame.  It will be updated to take into account the 

development of the ICS. 



Measuring risks across sectors 
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Question 3.   Should the IAIS consider integrating the measurement of some or 

all risks across different sectors?  

Themes from Responses Resolution 

  

  

There was overwhelming support for using 

separate sectoral requirements 

2015 Field Testing approach focuses on the impact of 

risks on insurance business under the example of the 

standard method while requesting volunteers to 

report their respective sectoral requirements for 

non-insurance business. 

This approach of aggregating capital requirements 

across sectors while considering capital resources on 

a consolidated level is considered to be an 

appropriate and simple way to consider risks across 

the sectors. 

One alternative proposed was that non-

insurance subsidiaries should be deducted 

from the group leaving the ICS to only 

apply to insurance activities. 



Variations to the standard method 

39 

Question 157.   Should any variation to the standard method be allowed? If so, 

should IAIG-specific variations to the standard method be allowed? If yes, for 

which risks should IAIG specific parameters be allowed? 

  

Question 158.   If variations from the standard method are allowed, what 

disclosure should be made of the variations? Should there be a standardised 

disclosure no matter what variations are allowed so that stakeholders can 

assess the impact of the variations? 
  

Themes from Responses Resolution 

There was a large amount of 

support for variation to the 

standard method, but this is 

interpreted in many different ways 

and requires significant 

clarification. 

The focus of 2015 Field Testing is to test an example of a 

standard method under the MAV. There is a need to further 

develop the standard method which will be followed by 

further consideration about variations to the standard 

method.  The next ICS CD could ask questions about where 

variations are needed. 



Use of internal models 
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Question 159.   Should the IAIS permit the use of partial internal models for 

calculating elements of the ICS capital requirement?  If so, for which elements 

of the ICS capital requirement should partial models be allowed? What are 

the advantages and disadvantages? 

 Question 160.   Should the IAIS permit the use of a full internal model for 

calculating the ICS capital requirement? What are the advantages and 

disadvantages? 

Themes from Responses Resolution 

Q159 – Most of the responses received 

support the use of partial models usually 

subject to supervisory approval. Some 

responses support the use of partial 

models for catastrophe risk restrictively. 

It is proposed that for catastrophe risk the use of a 

partial internal model is already allowed in 2015 Field 

Testing to measure that risk even within the 

standard method.   

 

The additional use of internal models is an issue that 

should be further investigated after further 

development of the standard method. The use of 

models  should be considered as a development  in 

moving from ICS Version 1.0 to ICS Version 2.0. 

Q160 – Responses were more split than 

for Q159 (use of partial models). When 

the use of full models was supported it 

was often done subject to supervisory 

approval. 



Use of internal models 
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Question 161.   In what ways would the inclusion of internal models impact the 

ability of the ICS to be comparable across jurisdictions? 

Themes from Responses Resolution 

There were a range of responses.  Some 

stated that the use of internal models will 

reduce the comparability while others 

stated that it will increase the level of 

comparability of outcomes (by reflecting 

more accurately the risk profile of the 

IAIGs). 

There is a diversity of views among stakeholders 

about the use of internal models.  This is an issue that 

needs to be kept on the table but can be further 

considered as the ICS develops. The use of models  

should be considered as a development in moving 

from ICS Version 1.0 to ICS Version 2.0. 



Use of internal models 
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Question 162.   What additional safeguards and supervisory standards will the 

IAIS need to develop to support and complement the use of internal models 

(partial or full)? Please explain. 

Themes from Responses Resolution 

Supervisory approval was often mentioned as a 

supervisory standard to be developed, sometimes 

in conjunction with specified requirements for 

the internal models.  

To be considered in further development of the 

ICS 



Use of internal models 
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Question 163.   Should the development of internal models for the ICS be 

assessed against the standard method? What role should the example 

standard method play in this context? 

Themes from Responses Resolution 

There were a range of contrasting responses: 

• some propose to use the standard method to help assess 

the internal model during the assessment or field testing 

period 

• others to use it as a floor for the model 

• others believe that the standard method should play no 

role. 

To be considered in further 

development of the ICS 



Use of internal models 
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Question 164.   Please give details and explain any experience with model 

approval processes. 

Themes from Responses Resolution 

Some responses refer to existing frameworks 

implemented or in the process of being 

implemented. 

To be considered in further development of the 

ICS 



Stakeholder input 

 

 

Questions/Comments? 
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IAIS Global Seminar and Stakeholder Dialogue 

Dialogue on work on Global Capital Standards 

  

Update on BCR and HLA 

 

19 June 2015, Macau 



Agenda 

• Basic Capital Requirement (BCR) 

• Higher Loss Absorbency (HLA) 

• The future 
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BASIC CAPITAL REQUIREMENT (BCR) 
  



BCR scope 

 ‘As a foundation for HLA requirements for G-SIIs, the IAIS will as a 

first step develop straightforward, backstop capital requirements to 

apply to all group activities, including non-insurance subsidiaries, to 

be finalised by the end of 2014.’ 

IAIS and the Financial Stability Board (FSB) 

BCR Consultation Document, IAIS website 

 

• No ‘front-stop’ to support (that will be the ICS) 

• Different role to Basel III ‘backstop’ for banking 
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Footprints 

• Focus at group level 

• Scope broader than typical insurance focus 

 Cross sectoral 

• ‘apply to all group activities’ 

 Traditional insurance activities 

 Non-Traditional (NT) insurance activities 

 Non-Insurance (NI) activities 

• Leads to number of issues to consider and clarify 
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BCR formulas 

• BCR status given by  
 BCR Ratio = Qualifying Capital Resources (for BCR) 

   Required Capital (for BCR) 

• BCR Required Capital =

𝛼  𝑎𝑖 𝑇𝐿𝑖 +  𝑏𝑖 𝑇𝑁𝐿𝑖 +  𝑐𝑖 𝑁𝑇𝑖 +  𝑑𝑖 𝐴𝑖
3
𝑖=1

4
𝑖=1

4
𝑖=1

4
𝑖=1 +

 𝑁𝐼𝑖
𝑛
𝑖=1  

 

 α (alpha) is the scalar to adjust the overall BCR level   

 ai, bi ci and di are factors applied to the exposures 

 TLi, TNLi, NTi, and Ai represent the exposures 

 NI reflects charges provided by sectoral rules for non-
insurance activities – for example, Basel Accord 
requirements. 
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BCR factors (background information) 
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BCR review and refinement 

• Some areas noted in BCR document 

 Level of calibration 

 Factors used 

 Product segmentation 

 Yield curves 

 Non insurance and non financial activities 

 Resilience to stress 

• Will be informed by ongoing field testing 

• Will continue to be guided by published BCR Principles 
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HIGHER LOSS ABSORBENCY (HLA) 
  



HLA policy objectives 

• Higher loss absorbency (HLA) capacity reflects greater risks G-SIFIs 

pose to global financial system 

 G-SII more resilient to low probability but high impact events 

 Supervisors intervene earlier than for non G-SIIs (time to address emerging 

risks) 

 Internalise some of the costs to the financial system and overall economy … 

that occur as a result of G-SII distress or failure by making G-SIIs more 

resilient to low probability, high impact events 

 Any implicit or explicit funding subsidy linked to G-SII status is offset 

• Development reflect IAIS published HLA Principles 
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HLA capacity for G-SIIs 

56 

► The HLA will depend on 

 BCR capital requirements 

 Application to all group activities 

 Sectoral rules for covered NI activities where global 

sectoral rules are available (regulated banking) 

► Total capital requirement = BCR + HLA 

 Higher regulatory  capital requirements than if had not 

been designated 

► Capital resources to support the HLA required 

capital are to be of the ‘highest quality capital’ 

 Core capital as defined for BCR purposes 
 

 



HLA process 

• Development 

 Consultation document due June 2015 

 Informed by field testing 2014 and 2015 

• Anticipated adoption by IAIS 

 September – November 2015  

• FSB and G20 endorse 

 October - November 2015 

• Review and refine 

 Review in light of Field Testing 

 2016 - 2018 

• Implementation 

 Commence 2019 

 

 

 

57 



THE FUTURE 
  



Further work 

• Review of BCR 

 Assess confidentially reported BCR results 

 Data from ongoing IAIS Field testing 

• Review of HLA 

 When the ICS is introduced, it is intended the HLA will be reviewed to 

then use the ICS as its foundation 

 Role of BCR will then also be reassessed 
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Thank you … Questions? 

 

 

Dialogue Update on BCR and HLA 
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