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analysis of field testing data will be critical in the refinement of ICS Version 2.0 prior to the start 
of the monitoring period. 

10. The broad timetable for the ICS and field testing is summarised in Table 1 as follows: 

 

Table 1: ICS and field testing timetable 

DATE MILESTONE 

May 2018 Launch of 2018 Quantitative Field Testing 

July 2018 Publication of ICS Version 2.0 CD and comprehensive 
ComFrame consultation 

September 2018 Field Testing submissions due 

October 2018 Feedback on ICS Version 2.0 CD and comprehensive 
ComFrame consultation due 

April 2019 Launch of final round of ICS Field Testing 

July 2019 Data due for 2019 Field Testing 

IAIS 2019 General 
Meeting 

Adoption of ComFrame, including ICS Version 2.0 for 
the monitoring period 

Early-2020 to Late-
2024 Five-year monitoring period 

November 2024 Adoption of the ICS Version 2.0  for implementation as 
a group-wide consolidated PCR 

 

  



http://www.financialstabilityboard.org/publications/r_130718.pdf
http://www.financialstabilityboard.org/wp-content/uploads/pr_141106a.pdf
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ICS Principle 3: One of the purposes of the ICS is the foundation for Higher Loss 
Absorbency (HLA) for G-SIIs. Initially, the Basic Capital Requirements (BCR) is the 
foundation for HLA for G-SIIs.  

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. 

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. 

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.  

ICS Principle 7: The ICS promotes prudentially sound behaviour while minimising 
inappropriate pro-cyclical 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 pro-cyclical 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.      

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.  

ICS Principle 9: The ICS is transparent, particularly with regard to the disclosure of 
final results. 

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.   

 

19. Work continues on the IAIS holistic framework for the mitigation of systemic risk . Once 
this is completed, there may be a need to update the ICS Principles.  

2.4 ICS Goals 

20. On 25 June 2015, the IAIS announced a series of goals related to the development of 
the ICS.  These goals clarified the delivery process for the ICS.  Further clarifications on the 
delivery and implementation process were provided by the IAIS on 2 November 2017. 

21. The IAIS embarked on the development of the ICS to create a common language for 
supervisory discussions of group solvency to enhance global convergence among group 
capital standards. Setting out goals for the development of the ICS (ie Version 1.0, Version 2.0 
and the Ultimate Goal) indicated the need to take a carefully considered step-by-step approach 
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Figure 1: Monitoring period process 
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3.4 Transitional measures 

76. During the monitoring period, the IAIS will consider transitional arrangements (eg with 
respect to qualifying capital resources) that may help jurisdictions with implementation of the 
ICS as a PCR following the end of the monitoring period. For example, it is not uncommon to 
allow for gradual phase-in of new requirements depending on the extent of system changes 
that may be expected of impacted insurance groups. Transitional periods for implementation 
are also common where requisite laws and/or regulations are necessary to be adopted by 
relevant jurisdictions.  

  



https://extranet.iaisweb.org/page/projects-and-activities/consultations-and-surveys/current-consultations/overall-comframe-including-ics-version-20
https://extranet.iaisweb.org/page/projects-and-activities/consultations-and-surveys/current-consultations/overall-comframe-including-ics-version-20
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5 Reference ICS: Valuation 
5.1 Market adjusted valuation (MAV) approach 

84. The valuation basis of assets and liabilities is an integral component of the ICS and 
ICS Principle 1 establishes that the calculation basis should be comparable across 
jurisdictions. The balance sheet used for ICS purposes provides some of the underlying 
exposures for the calculation of the ICS capital requirement. In addition, the balance sheet 
provides the foundation for determining qualifying capital resources. 

85. One of the main considerations in setting the valuation requirements is the pursuit of a 
total balance sheet approach13 in line with ICP 17. A total balance sheet approach should lead 
to the interactions between assets and liabilities being reflected consistently in both qualifying 
capital resources and the ICS capital requirement as circumstances change. 

 

 

  

                                                
13 Total balance sheet approach: A concept which recognises the interdependence between all assets, 
all liabilities, all regulatory capital requirements and all capital resources. A total balance sheet approach 
should ensure that the impacts of all relevant material risks on an IAIG's overall financial position are 
appropriately and adequately recognised. It is noted that the total balance sheet approach is an overall 
concept rather than implying use of a particular methodology. 

Figure 2: Total balance sheet approach 
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87. To satisfy ICS Principles 1 and 5, which address outcomes across jurisdictions and 
comparability of risk-based measures of capital adequacy, the ICS should be comparable 
across IAIGs regardless of the jurisdiction in which any IAIG’s head office is located or the 
IAIG’s legal domicile. Current regulatory regimes vary in the degree of prudence included in 
the valuation of insurance liabilities (eg margins), in the valuation of invested assets or other 
assets and liabilities, and in capital requirements.14 If these differences are not addressed, they 
would affect both the measurement of qualifying capital resources and the ICS capital 
requirement. 

88. ICS Principle 7 requires a valuation approach that prompts supervisory attention when 
appropriate. Such supervisory attention should not over-emphasise volatility that does not 
affect the solvency of an IAIG. Prudentially sound behaviour by IAIGs is promoted where the 
ICS does not encourage IAIGs to take actions in a stress event that exacerbate the impact of 
that event (eg fire sales of assets) or to focus on short term goals to the detriment of appropriate 
long term objectives. Stability in valuation is important in that context. 

89. The MAV approach focuses on comparability of valuation of assets and liabilities 
across IAIGs, regardless of the jurisdiction in which any IAIG’s head office is located or the 
IAIG’s legal domicile. This should ensure comparability of the exposure measures used for 
calculating the capital requirement as well as the amount of capital resources. 

90. To achieve this, MAV requires that various IAIS prescribed adjustments are made to 
significant components within jurisdictional GAAP accounting valuations, including: the 
requirement to use current estimates15 for insurance liabilities16;  the use of an IAIS prescribed 
yield curve to project and discount the insurance liability cash flows; and the use of fair value 
for financial instruments. The MAV approach will be transparent and verifiable to supervisors. 

91. Since the 2016 ICS consultation, the MAV approach (Sections 6.1 to 6.3.14 of the 2018 
Field Testing Technical Specifications) has remained very stable on most of its key 
components, with the exception of discounting, where a number of different options have been 
tested over the years. 

92. Two areas where refinements have been made are: 

a. A more detailed specification of the expense components to be added in the calculation 
of the current estimate, with a focus on overhead expenses (Section 6.3.2 of the 2018 
Field Testing Technical Specifications) 

b. The definition of two simplifications which can be used to approximate the calculation 
of the current estimates for non-life premium liabilities (Section 6.3.3.2 of the 2018 Field 
Testing Technical Specifications) 

                                                
14   ICP 14 addresses valuation but is not sufficiently granular to create comparability across jurisdictions.  
It is meant to set out the issues to be addressed by each individual jurisdiction and its development did 
not include the goal of comparability across jurisdictions. 
15 The term “current estimate” will be used going forward as that is consistent with existing IAIS 
terminology. Current estimate is defined in ICP standard 14.8: “The current estimate reflects the 
expected present value of all relevant future cash flows that arise in fulfilling insurance obligations, using 
unbiased, current assumptions.” 
16 This leads to the elimination of prudence margins from insurance liabilities.. Note that the IAIS is 
developing a consistent and comparable MOCE which is intended to be added to current estimates – 
see section 5.2. 
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93. The IAIS is also considering the potential future refinement of the treatment of premium 
receivables in the calculation of MAV current estimates. 

94. The current Technical Specifications (Paragraph 49 h)) establish that the totality of 
premium receivables in the balance sheet, which are related to contracts within the contract 
boundaries, should be included in the calculation of the current estimate (in practice, they 
reduce the final amount of insurance liabilities). 

95. The possible change would be to specify that only a portion of premium receivables 
should be netted against insurance liabilities, more specifically if they fall due in the future after 
the valuation date. Premium receivables for which the due date is prior to the valuation date, 
would not be deducted and would remain as assets on the balance sheet (irrespective of 
whether or not they are past-due). 

 

 

 

 

 

 

5.1.1 Discounting 

5.1.1.1 Base yield curve 

96. The main objective of providing IAIS specified discount curves is comparability. 

97. Since 2015 Field Testing, the approach taken for discounting is to prescribe yield 
curves for the 35 most traded currencies and provide the methodology for determining those 
yield curves for Volunteer Groups that operate in other markets which are not covered by the 
prescribed yield curves. The prescribed yield curves by currency were created by: 

a. determining base yield curves (using either swap market data or government bond 
market data depending on currency); and 

b. applying an adjustment to that base yield curve. 

98. In response to feedback received at the early stages of ICS development, the approach 
to the construction of the base yield curve was refined, abandoning the artificial flattening of 
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the yield curve after the 30-year point (ie the “flat after 30 years” assumption). The design of 
the base yield curve evolved into a three-segment design ie 

a. Segment 1: Liquid segment based on market information, which ends at the Last 
Observed Term (LOT); 

b. Segment 2: Extrapolation/gradation between first and third segments; and 

c. Segment 3: (convergence): Long Term Forward Rate (LTFR), for which the forward 
curve implicit in the yield curve converges. The LTFR is determined using a 
macroeconomic approach. 

 

 

99. This approach received support in the 2016 ICS consultation and continues to apply 
for 2018 Field Testing and ICS Version 2.0 (Section 6.3.15.1 of the 2018 Field Testing 
Technical Specifications). 

100. For 2018 Field Testing and ICS Version 2.0, the IAIS has further specified the 
methodology for the determination of the base yield curve. This methodology has been 
released as a separate document ((Section 6.3.15.2 of the 2018 Field Testing Technical 
Specifications and IAIS Base Yield Curve Methodology for ICS Version 2.017) and includes 
some changes compared to the approach used until 2017: 

a. A set of criteria was proposed to inform the choice of instrument for Segment 1, 
enabling sufficient flexibility for jurisdictional supervisors to select the instrument that 
better reflects the characteristics of the local financial markets; 

                                                
17 http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard 

Figure 3: Current design of the base yield curve 

http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
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b. The LOT which sets the end of Segment 1, is no longer capped at 30 years but reflects 
the last maturity for which the market of the chosen instrument is deemed to be deep, 
liquid and transparent; 

c. The length of Segment 2 is no longer set to finish at 60 years for all currencies. Instead, 
a formula is introduced, to ensure that (1) the convergence period lasts for a sufficiently 
long period of time (minimum of 30 years) and that (2) the convergence point does not 
occur too early in the yield curve (minimum maturity of 60 years); 

d. The determination of the LTFR still follows a macroeconomic approach, but its 
components have been changed, as well as the manner in which they are determined. 
Previously, the LTFR components were long-term economic growth expectations and 
long-term inflation expectations, both taken from an OECD study.18 Under the revised 
methodology, long-term growth expectations have been replaced by expected real 
interest rates, as this is deemed to be a better proxy for future asset returns. Also, the 
methodology to determine both LTFR components is now data-driven, rather than 
relying on an external study. Due to lack of available data for all 35 currencies covered 
by IAIS in field testing, averages were used for the real interest rate parameter; 

e. The methodology to reflect LTFR updates has also been established in the new 
methodology. Previously, it was not clear how the IAIS would reflect any change in the 
LTFR components in the base yield curves. The new methodology establishes limits 
for annual fluctuation of the LTFR, ensuring the stability of this parameter, which is one 
of its key features. 

101. The revised methodology aims, above all, to bring transparency to IAIGs and 
stakeholders regarding the manner in which the base yield curves are determined by the IAIS. 
It will also enable IAIGs to determine base yield curves for currencies not included in the group 
of 35 included in field testing, in a consistent manner. 

 

 

 

 

 

 

                                                
18 https://www.oecd.org/eco/outlook/2060%20policy%20paper%20FINAL.pdf   
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107. The adjustment for the Top Bucket is calculated for the portfolios which meet the 
prescribed eligibility criteria, based on the own asset holdings of the IAIG and the respective 
spreads. 

108. The adjustment is applied as a parallel shift to the base yield curve, up to the run-off of 
the insurance liabilities, even where this is beyond the LOT. 

109. The Top Bucket applies the concept of eligible assets, which means that only assets in 
specified categories (mainly, fixed return assets) contribute to the calculation of the spread 
adjustment. Assets rated below ICS Category 4 are assigned the spread of ICS Category 4 
assets. 

110. An application ratio19 of 100% is used in the Top Bucket. 

 

 

 

 

111. The Middle Bucket adjustment is calculated for the portfolios which meet the prescribed 
eligibility criteria, based on market spreads weighted by the own asset holdings of the IAIG 
(Weighted Average of Multiple Representative Portfolios (WAMP) methodology). 

112. It allows for the consideration of spreads earned from foreign-denominated currencies, 
provided that these assets are hedged and the cost of hedging is deducted.  

113. The Middle Bucket applies the concept of eligible assets, which means that only assets 
in specified categories (mainly, fixed return assets) contribute to the calculation of the spread 
adjustment. Assets rated below ICS Category 4 are assigned the spread of ICS Category 4 
assets. 

114. To reflect the less strict nature of its eligibility criteria, as well as the higher basis risk in 
the spread calculation, the Middle Bucket uses a 90% application ratio. 

 

                                                
19 Application Ratio is the percentage of the risk-corrected spread, calculated according to the relevant 
methodology, that is added to the base yield curve. 
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115. The General Bucket is calculated based on market-wide spreads and a representative 
portfolio, therefore incorporating a higher degree of basis risk when applied by specific IAIGs. 

116. The General Bucket should be applied to all insurance liabilities which do not meet 
either the Top of Middle Bucket eligibility criteria, without any restriction, subject to an 80% 
application ratio. 

117. To mitigate the potential basis risks arising from its construction methodology, it 
incorporates two basis risk mitigation mechanisms, which aim to reflect in the adjustment 
material impacts of (1) the holding of assets denominated in a different currency from that of 
the liability and (2) substantial discrepancies between the average adjustments calculated for 
currency unions when compared to the spread levels observed in each of its constituting 
jurisdictions. 

118. The General Bucket applies the concept of eligible assets, which means that only 
assets in specified categories (mainly, fixed return assets) contribute to the calculation of the 
spread adjustment. Assets rated below ICS Category 4 are assigned the spread of ICS 
Category 4 assets. 

 

 

 

 

 

119. Further, the IAIS is considering the calibration of the spread adjustment at the level of 
the LTFR.  

120. In the past, and also for 2018 Field Testing, a placeholder calibration of 10 bps is being 
used. There are different views as to the appropriateness of the placeholder calibration. 

121. In 2017, a subset of Volunteer Groups proposed to the IAIS that this placeholder be 
abandoned and instead an adjustment to the LTFR be calibrated based on historical data.  

122. Based on the methodology described below, the following spread adjustments were 
determined for a sample of currencies, to be applied to the LTFR (in basis points). 
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Table 3: Spread adjustment for selected currencies 

Currency All data (1997 – 2017) Excluding Financial Crisis 
(06/2008-06/2009) 

CAD 85 69 
CNY 68 N/A 
EUR 41 37 
GBP 66 60 
JPY 7 6 
KRW 46 39 
MYR 143 142 
SGD 35 N/A 
THB 48 N/A 
USD 106 98 

 

123. The spread adjustments in Table 3 were derived, on a per currency basis, using the 
following steps: 

a. Historical spread data by credit rating (eg AAA, AA, A, BBB and lower) and maturity 
(eg 1-3 years, 3-5 years, 7-10 years, 10-15 years, 15+ years) were obtained from public 
data sources. 

b. The IAIS prescribed risk-adjustment by credit rating was applied in order to arrive at 
the risk-adjusted historical corporate spreads by maturity and credit rating. 

c. Historical corporate spreads by maturity and credit rating (for all years under review 
and alternatively excluding the financial crisis period from June 2008 to June 2009) 
were then averaged. 

d.  The average historical corporate spread by credit rating was determined, making an 
assumption as to the short/medium/long term bond allocation (eg 5% for 1-7 years, 
45% for 7-15 years and 50% for 15+ years in the case of the USD). 

e. The overall spread was then calculated by applying the risk-adjusted spreads 
determined in the previous step to a representative mix of corporate bonds, where the 
representative mix is based on the WAMP methodology, as specified for the Middle 
Bucket of the Three Bucket Approach in the 2018 Field Testing Technical 
Specifications. 

124. Some IAIS Members support this approach, because in their view: 

a. The fact that spreads above the risk-free rate have been observed in financial markets 
over reasonably long periods of time (studies available go back for about 1 century) 
provides sufficient comfort to allow IAIGs to assume that such spreads can be earned 
to infinity, through reinvestment as the existing assets mature; 

b. The requirement to assume risk-free returns for very long term maturities leads to an 
overly prudent valuation, which will exceed a current estimate and no longer reflect an 
economic valuation of insurance liabilities; 
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c. The calibration of the LTFR adjustment on the basis of observed spot rates is 
appropriate because, although it is expected that there will be year-to-year variation in 
how long-term forward rates compare to spot rates, average forward rates will be 
equivalent to average spot rates. This means that the use of spot rates in performing 
the historical analysis is consistent with the Smith-Wilson method, which is the 
extrapolation method applied in the ICS. 

d. The ICS should make use of all available historical data for calibration, whenever it is 
available. 

125. Other IAIS Members disagree with this proposal, rather supporting that no spread 
adjustment at all (0 bps) should be added to the LTFR, because in their view: 

a. The proposed approach is in direct contradiction with the underlying design of the 
Three-Bucket Approach used for MAV discounting. Under this approach, spread 
adjustments are linked to the predictability of insurance liabilities and the ability of IAIGs 
to back them with existing assets and hold them to maturity (therefore earning the 
respective spreads). By definition, this is not possible at the convergence point (where 
the forward rate converges to the LTFR); 

b. The assumption that the past will replicate itself to infinity is not in line with the 
supervisors mandate to ensure a high degree of policyholder protection; 

c. The proposal is technically flawed, because it uses average historic data of spot rate 
spreads for bonds with varying maturities to calibrate an addition to a parameter 
(LTFR), which represents a 1-year forward rate. In the proposed methodology, a 95% 
weight of the portfolio is assigned to bonds with maturities of 7 years or more, inflating 
the result in an unjustified manner; 

d. The IAIS applied judgment on the use of available historical data in other cases (eg 
Interest Rate risk calibration). Similar data to that proposed here was rejected in the 
context of Non-default Spread risk calibration, based on the argument of substantial 
differences in economic conditions over time. 

126. The two positions outlined above (full recognition of the industry proposal versus no 
recognition of a spread) represent two extreme views of the discussion on spread adjustments 
to the LTFR. The IAIS will continue exploring ways to reconcile the differing views. 

 

 

5.1.1.3 Potential for overshooting of the adjustment to the base yield 
curve 

127. The development of the MAV discounting adjustment is a complex process, given the 
multitude of objectives and incentives which are under consideration. 

128. The general objective of the adjustment is to mitigate the potential excessive volatility 
in capital resources due to periods of exaggeration of credit spreads in financial markets. It 
also aims to strike a good balance between simplicity and accuracy (eg less basis risk). At the 
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same time, the adjustment incorporates a number of guardrails to avoid the introduction of 
incentives for investment in higher yielding (and therefore riskier) assets. 

129. The Three-Bucket Approach aims to achieve a good balance between these conflicting 
objectives, through a combination of three different methodologies (the buckets) and a set of 
quantitative and qualitative restrictions (eg the eligibility criteria for the Top and Middle Buckets, 
the asset eligibility concept, the ICS Rating Category 4 guardrail or the application ratios). 

130. One of the most common criticisms pointed to the General Bucket of the Three-Bucket 
Approach is the degree of basis risk that is introduced, due to the use of a currency-wide 
representative portfolio, which may materially deviate from the specific asset holdings of each 
IAIG. This may lead to situations where the reactions of assets and liabilities to spread stresses 
are not aligned, generating counterintuitive results such as the emergence of gains in periods 
of stress (overshooting) or cases where the losses are deemed too high (excessive capital 
resource volatility or undershooting). 

131. The 2017 Field Testing results showed that for a substantial number of Volunteer 
Groups, capital resources increase when spreads widen. In these cases, the decrease in the 
value of liabilities exceeds the decrease in value of assets, meaning the credit spread 
adjustment mechanism is actually ‘overshooting’. Since the Top Bucket is based on a close 
link between assets and liabilities, the overshooting was caused by the design of the General 
Bucket.  

132. Theoretically, there can be two drivers for this overshooting effect. First of all, it can be 
driven by the fact that the specific firm holds a relative safe bond portfolio compared to the 
representative portfolio. This can mean that the change in spread on the assets is smaller than 
the change in spreads – even after a risk correction and an application ratio - used to compute 
the change in the value of liabilities. Secondly, overshooting can be driven by the fact that the 
liabilities of a firm have a (substantially) longer duration than its spread assets.20  Since the 
adjustment is applied on the entire curve to discount the liabilities the adjustment can overshoot 
even if the credit quality of the firm’s bond portfolio is exactly the same as the credit quality of 
the representative portfolio. 

133. Although the IAIS considers that a representative portfolio approach is deemed to be 
appropriate for the General Bucket, since it avoids an incentive to invest in higher yielding 
assets, there are concerns about the potential incentives introduced by the methodology. 

134. More specifically, when the credit spread adjustment overshoots because liabilities are 
(substantially) longer than assets, a firm can actually reduce the volatility in capital resources 
by investing in higher yielding assets. In this way the regulatory framework can incentivise 
firms to increase its exposure to higher yielding assets, where the valuation impacts exceed 
the increased risk charges that would result from a lower credit quality of the asset portfolio. 

 

 

                                                
20 Only assets that are sensitive to spread movements are relevant in determining the impact of spread 
movements on a firm’s capital resources. 
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5.1.2 General comments 
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that are recognised as at the balance date. For C-MOCE, the approach depends on the type 
of risk. For Premium risk, an adjustment is made so that the margin is only held for the portion 
of the risk associated with premium liabilities that are currently on the balance sheet. For 
Catastrophe risk, the full risk charge (whether or not it is for policies that are on the balance 
sheet) contributes to C-MOCE. 

 

 

 

5.2.1.2 Prudence MOCE (P-MOCE) 

149. From ICP 14.9: “The MOCE reflects the inherent uncertainty related to all relevant 
future cash flows that arise in fulfilling insurance obligations over the full time horizon thereof… 
Only risk inherent to the policy obligations should be reflected in the MOCE. Other risks should 
be reflected in regulatory capital requirements. Where risks are reflected in both the MOCE 
and regulatory capital requirements to provide an overall level of safety, double counting 
should be avoided as far as practical.” 

150. The P-MOCE is intended to be a simple and comparable way to calculate a consistent 
margin to ensure policyholder protection. In particular it does not require any assumptions 
about the insurer’s capital requirements beyond the specified time horizon or the capital 
required by any entity to which the insurance liabilities may be transferred.  

151. One principal advantage of P-MOCE is its simplicity. It does not require any 
assumptions about capital requirements beyond the time horizon or the capital required by any 
entity to which insurance liabilities may be transferred. This simplicity also provides a 
connection to calibration. Under P-MOCE, calibration addresses whether the capital 
requirement and P-MOCE margins together provide an adequate level of protection. Non-life 
P-MOCE is based on the same reporting framework that is used for non-life calibration.   
Differing treatment of life and non-life could be perceived as a disadvantage but, given 
differences in the nature of underlying capital requirements, it is unavoidable (for instance, 
non-life has risk charges relating to Premium/Catastrophe risk on one year of future business; 
Life risk charges only relate to business that has already been written).  

152. For 2018 Field Testing, the P-MOCE construction for life obligations measures the 
uncertainty of cash flows associated with life insurance obligations using the confidence 
interval approach and a normal approximation.  The P-MOCE is calculated as a percentage of 
the standard deviation for the current estimate, providing a risk sensitive measure reflecting 
the IAIG’s particular insurance portfolio. The original calibration of the P-MOCE was based on 
analysis that it was broadly consistent with the overall level of margins observed in the financial 
statements of Volunteer Groups under local jurisdictional requirements where this was 
possible.  

153. For non-life obligations, the approach is based on avoiding the recognition of future 
profits. Given the different nature of the claims and premium liabilities, the P-MOCE 
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Table 4: Overview of tiering in capital resources 

Key Principles Tier 1 
Unlimited Tier 1 Limited Tier 2  

Paid-Up 

Tier 2  
Non-paid-

Up23 
Loss 
absorbing 
capacity 

Absorbs losses 
on both a going 
concern basis 
and in winding-
up 

Absorbs losses on 
both a going 
concern basis and 
in winding-up 

Absorbs losses in 
winding-up  

In its paid-up 
form, absorbs 
losses in going 
concern and/or 
winding-up  

Level of 
subordination 

Most 
subordinated (ie 
is the first to 
absorb losses); 
subordinated to 
policyholders, 
other non-
subordinated 
creditors, 
holders of Tier 2 
capital 
instruments, and 
holders of Tier 1 
Limited capital 
instruments 

Subordinated to 
policyholders, other 
non-subordinated 
creditors and 
holders of Tier 2 
capital instruments 

Subordinated to 
policyholders and 
other non-
subordinated 
creditors 
The form of 
subordination can 
be either 
contractual or 
structural, subject 
to certain 
conditions. 

In its paid-up 
form, meets 
subordination 
requirements 
for either Tier 1 
or Tier 2 paid-
up capital 
resources  

Availability to 
absorb losses 

Fully paid-up Fully paid-up Fully paid-up In its paid-up 
form, fully paid-
up 

Permanence Perpetual Perpetual; for 
mutuals, this 
requirement is 
considered to be 
met if redemption at 
maturity (for a dated 
instrument) can be 
deferred subject to 
supervisory 
approval or a lock-in 
feature, subject to 
an initial maturity of 
at least ten years 
No incentives to 
redeem permitted 
Issuer may redeem 
after a minimum 
period of five years 
after issuance or 
repurchase at any 
time, subject to prior 

Initial maturity of 
five years – may 
have incentives to 
redeem but first 
occurrence 
deemed to be 
“effective maturity 
date” 

In its paid-up 
form, meets 
permanence 
requirements 
for either Tier 1 
or Tier 2 paid-
up capital 
resources 

                                                
23 The features of Tier 2 Non-Paid Up items outlined here are the features expected of an item in its 
paid-up form. When a non-paid-up item becomes paid-up, the resulting financial instrument or capital 
element other than financial instruments must possess the features required of Tier 1 or Tier 2 paid up 
capital resources. 
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Key Principles Tier 1 
Unlimited Tier 1 Limited Tier 2  

Paid-Up 

Tier 2  
Non-paid-

Up23 
supervisory 
approval 

Absence of 
both 
encumbrances 
and mandatory 
servicing costs 

IAIG has full 
discretion to 
cancel 
distributions (ie 
distributions are 
non-cumulative); 
the instrument is 
neither 
undermined nor 
rendered 
ineffective by 
encumbrances 

IAIG has full 
discretion to cancel 
distributions (ie 
distributions are 
non-cumulative); 
the instrument is 
neither undermined 
nor rendered 
ineffective by 
encumbrances 

The instrument is 
neither 
undermined nor 
rendered 
ineffective by 
encumbrances 

In its paid-up 
form, meets 
requirements 
for either Tier 1 
or Tier 2 paid-
up capital 
resources 
 

 

165. Qualifying capital resources are determined on a consolidated basis for all financial 
activities and are subject to adjustments, exclusions and deductions described further in this 
section. 

166. A number of key capital resources issues were still open for consideration in 2017 Field 
Testing. Since then the IAIS has made progress in reaching decisions on most of those issues 
for 2018 Field Testing purposes. The remainder of this section describes the proposed capital 
resources framework for ICS Version 2.0, highlights the proposed changes compared to ICS 
Version 1.0 for extended field testing and the 2016 ICS CD, and explains the rationale for those 
proposals. 

6.2 Classification of financial instruments as ICS capital resources  

167. The assessment criteria for the classification of financial instruments proposed for ICS 
Version 2.0 are set out in detail in the 2018 Field Testing Technical Specifications. The 
following sub-sections highlight the proposed changes to the criteria for the various tiers of 
capital resources compared to those consulted on in the 2016 ICS CD. 

168. For ICS Version 2.0, the assessment of financial instruments against the qualification 
criteria will largely follow a substance-over-form approach. However, some criteria have been 
drafted to take into account the specificities of certain instruments, IAIG structure (eg mutual 
IAIGs) and the features of regulatory regimes. 

6.2.1 Tier 1 Unlimited capital resources 

169. Compared to the financial instrument criteria consulted on in the 2016 ICS CD, the IAIS 
proposes changes to two Tier 1 Unlimited criteria: removal of the requirement for supervisory 
approval prior to discretionary repurchases from criterion e), and a consequential change to 
criterion f) to delete reference to “prior supervisory approval”. 

170. The reason for these proposed changes is to reflect that such a requirement does not 
feature in the regulatory regimes of all IAIS members and is therefore not appropriate to include 
within a minimum harmonising standard. Retention of that requirement would inappropriately 
lead to the disqualification as ICS capital resources of ordinary share capital (ie the highest 
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6.3 Non-Paid-Up capital resources 

182. For ICS Version 2.0, the IAIS proposes that recognition of non-paid-up capital within 
Tier 2 capital resources be restricted to mutual IAIGs only. This differs from the position in the 
2016 ICS CD, where the IAIS consulted on whether or not non-paid-up capital should be 
included in qualifying ICS capital resources, and consideration was not restricted to mutuals. 
The rationale for this proposal is that mutual IAIGs are currently the only insurers that have 
access to non-paid-up capital that is external to the group (eg in the form of non-paid-up mutual 
members calls). The qualifying criteria proposed for non-paid-up capital for ICS Version 2.0 
are the same as those consulted on in the 2016 ICS CD (no changes are proposed to the 
criteria). 

 

 

6.4 Capital elements other than financial instruments  

6.4.1 Tier 1 capital elements 

183. Tier 1 capital elements other than financial instruments include items such as retained 
earnings, share premium (associated with Tier 1 instruments), accumulated other 
comprehensive income (AOCI), unrestricted reserves, etc. The full list of Tier 1 capital 
elements are set out in detail in the 2018 Field Testing Technical Specifications. The main 
changes proposed compared to capital elements consulted on in the 2018 ICS CD are mainly 
presentational, to clarify how the various lines in the equity section of the ICS balance sheet 
feed into capital elements.  

184. For proposed changes to the GAAP Plus AOCI adjustment for ICS Version 2.0, please 
see Section 9.1. 

6.4.2 Tier 2 capital elements 

185. Tier 2 capital elements other than financial instruments include items such as share 
premium associated with Tier 2 instruments, restricted reserves, the value of encumbered 
assets deducted from Tier 1 and a Tier 2 basket, comprised of three other deductions from 
Tier 1 capital resources. The list of Tier 2 capital elements are set out in detail in the 2018 Field 
Testing Technical Specifications. The main changes to the Tier 2 elements proposed for ICS 
Version 2.0 compared to ICS Version 1.0 for extended field testing are to the Tier 2 add-back 
of the value of encumbered assets deducted from Tier 1 and the Tier 2 basket of add-backs. 
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7 Reference ICS: Capital Requirement - The Standard Method 
7.1 Risks 

204. It follows from ICS Principle 4 that all material risks to which an IAIG is exposed should 
be reflected in the ICS. The IAIS considers that the key categories of risk included in the 
standard method are: Insurance risk, Market risk, Credit risk and Operational risk.   

205. There are risks to which an IAIG is exposed other than the key risks set out in Table 5 
below, such as Group risk. The IAIS considers that these other risks, for the time being, should 
not be quantified in the ICS capital requirement and should be addressed elsewhere in 
ComFrame, specifically in the ERM-related material. However, it is noted that some aspects 
of group risk, such as fungibility and minority interests, may be addressed within qualifying 
capital resources. 

206. The ICS capital requirement is based on the potential adverse changes in capital 
resources resulting from unexpected changes, events or other manifestations of the specified 
risks. The risks covered by the ICS capital requirement are outlined in Table 5. The definitions 
and risks described in the table builds on those proposed in the 2014 ComFrame Draft. Where 
appropriate, some modifications have been made and further refinement may follow as the 
ICS is finalised.  

Table 5. Risks and definitions 

Categories of 
risk 

Key risk Scope/definition: Risk of adverse change in the value of capital 
resources due to 

Insurance 
risk  

Mortality risk (life) Unexpected changes25 in the level, trend or volatility of mortality rates 

Longevity risk (life) Unexpected changes25  in the level, trend or volatility of mortality rates 

Morbidity/Disability 
risk (life) 

Unexpected changes25 in the level, trend or volatility of disability, 
sickness and morbidity rates 

Lapse risk (life) Unexpected changes25 in the level or volatility of rates of policy lapses, 
terminations, renewals and surrenders 

Expense risk (life) Unexpected changes25 in liability cash flows due to the incidence of 
expenses incurred 

Premium risk (non-
life) 

Unexpected changes25 in the timing, frequency and severity of future 
insured events (to the extent not already captured in 
Morbidity/Disability risk) 

Claim reserve risk 
(non-life) 

Unexpected changes25 in the expected future payments for claims (to 
the extent not already captured in Morbidity/Disability risk) 

Catastrophe risk Unexpected changes25 in the occurrence of low frequency and high 
severity events 

                                                
25 Expected impacts are assumed to be incorporated in valuation methodologies 
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Market risk Interest Rate risk Unexpected changes25 in the level or volatility of interest rates 

Non-default spread 
risk 

Unexpected changes25 in the level or volatility of spreads over the risk-
free interest rate term structure, excluding the default component. 

Equity risk Unexpected changes25 in the level or volatility of market prices of 
equities 

Real Estate risk Unexpected changes25 in the level or volatility of market prices of real 
estate or from the amount and timing of cash flows from investments 
in real estate 

Currency risk Unexpected changes25 in the level or volatility of currency exchange 
rates 

Asset Concentration 
risk 

The lack of diversification in the asset portfolio  

Credit risk 
 

Unexpected changes25 in actual defaults, as well as in the 
deterioration of an obligor’s creditworthiness short of default, including 
migration risk and spread risk due to defaults. 

Operational 
risk 

 Operational events including inadequate or failed internal processes, 
people and systems, or from external events. Operational risk 
includes legal risk, but excludes strategic and reputational risk 

 

207. The approach taken for the standard method is to consider each risk and, based on 
current risk knowledge, insurance products’ characteristics, and practicality versus materiality, 
determine the most appropriate approach to measuring that risk on an individual basis.26 Some 
risks are best measured on the basis of a stress approach (see below for a description of a 
stress approach). This is particularly the case where a risk could manifest in changes both in 
the values of both assets and liabilities, or where the risk cannot be adequately captured by a 
single factor or item on the balance sheet (eg Mortality/Longevity risk, Interest Rate risk). 

Stress approach 
In a stress approach, the calculation of the capital requirement for a particular risk, or a 
number of risks, follows a dynamic approach looking at the balance sheet at two points in 
time: the IAIG’s current balance sheet pre-stress and the IAIG’s balance sheet post-stress.  
The risk charge for each individual risk is determined as the decrease between the amount 
of capital resources on the pre-stress balance sheet (CR0) and the amount of capital 
resources on the post-stress balance sheet (CR1). Stresses can be applied individually with 
individual stressed balance sheets being calculated (CR0 - CR1) to determine the risk 
charge with respect to each individual stress. 

 

208. Other risks are measured using a factor-based approach. Examples where this is 
appropriate include cases where a risk exposure is appropriately captured by a balance sheet 

                                                
26All calculations of risk charges exclude MOCE. All stress-based calculations include only current 
estimates in determining the Net Asset Value (NAV). Factors applied to insurance liabilities are only 
applied to current estimates.  
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item. However, particularly in the case of natural Catastrophe risk, a modelling approach forms 
part of the standard method as this is likely to provide the desired level of risk sensitivity and 
to more adequately reflect the risk profile of the IAIG.  

Factor-based approach 
Under a factor-based approach, the calculation of the risk charge for a particular risk, or a 
number of risks, is determined by applying factors to specific exposure measures. It should 
be noted that a factor-based approach would, in general, be simpler to implement than a 
stress approach; however, it would need to include additional measures to allow for the 
IAIG-specific recognition of loss absorbing effects of mechanisms such as risk mitigation 
techniques and profit sharing. An example of a factor-based approach is represented by the 
Premium and Claims Reserve risk calculation. 

 

209. Table 6 below provides a summary of the risk measurement methods in the standard 
method as set out in the 2018 Field Testing Technical Specifications.   
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Figure 4: Overview of standard method for the purposes of 2018 Field Testing 

 

 

211. The individual risks will be combined to recognise risk diversification. 

7.2 Target criteria 

212. The definition of the ICS capital requirement should provide materially consistent 
results in the calculation of the ICS capital requirement globally across IAIGs. To achieve this, 
the definition must specify a number of key aspects for the quantification of the ICS capital 
requirement. These key aspects are: 
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Rate risk, partially non-life and life risks, and Credit risk), whereas the remainder of calibrations 
have been derived from inference from existing jurisdictional capital requirements, analysis of 
jurisdictional data, and professional supervisory judgement. As explained in the individual risk 
sections (eg Life and Non-Life risks), the IAIS continues to seek inputs on the most appropriate 
methodologies and data to be used to further refine the calibrations. 

7.3 Risk mitigation 

7.3.1 Background 

221. In order to promote good risk management and achieve an appropriate level of risk 
sensitivity, ICS Version 1.0 for extended field testing took account of the effect of risk mitigation 
techniques provided certain conditions were met. These criteria were set out in the Field 
Testing Technical Specifications and were designed to ensure that the risk mitigation 
techniques were accurately and appropriately reflected within the risk charges.  

222. The effect of market risk mitigation techniques that were in force for a period shorter 
than 12 months was taken into account in the ICS capital requirement in proportion to the 
length of time involved for the shorter of the full term of the risk exposure or the period that the 
risk-mitigation technique is in force. 

223. An example of risk mitigation arrangements covering a market risk that is in-force for a 
period of less than 12 months is the hedging of Currency risk where some firms use a rolling 
program of short term currency forwards that are then regularly renewed. 

7.3.2 Observations from 2017 Field Testing 

224. Overall the response to the approach taken for 2017 Field Testing was seen as a step 
in the right direction with the greater recognition of renewals for market risk mitigation. As 
communicated during the 2017 Field Testing, the IAIS continued to refine the approach to the 
recognition of such renewals and as part of this strategy, some changes have been made for 
2018 Field Testing. 

225. 2017 Field Testing showed that recognising renewals had a significant impact on the 
risk charges for market risks for some Volunteer Groups, but other Volunteer Groups raised 
issues with the application of the cap and the criteria required to be met. 

226. The IAIS is continuing to review the approach to recognition of renewal of risk mitigation 
techniques and made some refinements to the approach for 2018 Field Testing. Further 
refinements are expected for 2019 Field Testing. 

7.3.3 Market risk mitigation 

227. For 2017 Field Testing, Volunteer Groups were also allowed to recognise the renewal 
of the arrangements for market risks by increasing the proportion of the in-force arrangements. 
Volunteer Groups were only allowed to reflect this increase if the renewal met a set of criteria. 
The total benefit that could be recognised was also subject to a limit to reflect the difficulty and 
uncertainty in quantifying the associated risks.  

228. The criteria for the recognition of the renewal of risk mitigation arrangements for market 
risks required an established process for renewal to be in place, as well as strong governance 
and a history of effective renewal. The IAIG needs to be able to demonstrate that it has a 
strong risk framework and understands the risks to which it is exposed and how these might 



 

 

 

Risk-based Global Insurance Capital Standard Version 
2.0 Public Consultation 
31 July 2018 – 30 October 2018 Page 65 of 158 
 

react in stress scenarios. Importantly, IAIGs should be incorporating realistic and justifiable 
assumptions for the expected costs and effectiveness of renewal in the relevant stress 
scenario. 

229. Where these criteria are met, the recognition of the renewal of the risk mitigation 
arrangement will be limited such that the value attributed to the renewal element, net of all the 
potential costs that may be incurred from the implementation of the strategy, will not be more 
than 80% of the difference between applying a proportional recognition and a full recognition 
of the arrangement after allowing for the costs already captured. 

230. This limitation has been introduced to require a minimum allowance for potential costs 
that might be incurred in renewing the instrument(s) in a stress scenario. Quantifying these 
costs is difficult given the uncertainty of the circumstances of a particular stress event. 
Therefore, a level of prudence is required when setting these assumptions. 

231. The limitation applied in 2017 and 2018 Field Testing is deliberately simplistic and 
calibrated at the same level for all types of risk mitigation arrangements. It was intended to 
balance the recognition of the risk mitigating properties whilst ensuring that all the risks and 
costs associated with renewal are adequately captured. 

232. The criteria for recognising the renewal for 2018 Field Testing are similar to those from 
2017 Field Testing, but with the introduction of the following amendments to criteria b) and c) 
(additions in bold): 

b) The replacement of the risk-mitigation instrument shall not take place more often than 
every three months except for Currency risk or Equity risk where the replacement of 
the risk-mitigation instrument shall not take place more often than every month;  

c) The risk that the risk mitigation arrangement cannot be replaced due to an absence of 
liquidity in the market is not material under different market conditions and there is no 
material basis or Operational risks compared to the risk mitigation effect. If the 
instruments mitigating Currency or Equity risk are replaced more frequently than 
every three months then the Volunteer Group should be also able to justify to their 
supervisor that: 

i. the market for these instruments is sufficiently liquid at this tenor; 
and  

ii. these instruments do not pose a materially greater risk than those 
replaced less frequently than every three months. 

233. These changes have been made in response to feedback and evidence received 
supporting the view that some markets are sufficiently liquid to recognise renewals which are 
replaced more frequently than every three months.  

234. Therefore, subject to meeting the additional criteria, Volunteer Groups may recognise 
renewal for arrangements which are replaced monthly and are used to mitigate either Equity 
or Currency risks. 

235. The application of the limitation to the benefit of renewal is being retained for 2018 Field 
Testing and will be applied on the same way as in 2017 Field Testing. This approach has been 
take for the following reasons: 
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7.9 Expense risk 

7.9.1 Background 

279. The Expense risk charge covers both unit expense risk and expense inflation risk. Unit 
expense risk is the risk of adverse change in the value of qualifying capital resources due to 
unexpected changes in the level of expenses incorporated within the insurance liabilities. 
Expense inflation risk is the risk of expenses inflating at a higher rate than assumed in the 
calculation of insurance liabilities due to adverse changes in factors relating specifically to the 
insurance sector. This risk is applicable only to life business and ‘Similar to Life’ health 
business. 

280. In the past three field testing exercises conducted from 2015 to 2017, Expense risk 
utilised a simple stress approach whereby the risk charge was determined by simultaneously 
stressing both the best estimate unit expense assumption and the best estimate expense 
inflation assumption. 

281. In 2015 Field Testing and 2016 Field Testing, the IAIS had specified a stress of 2% for 
Other Developed Markets, and 3% for China and Emerging Markets for expense inflation risk. 
Some stakeholders and Volunteer Groups had provided feedback that the high expense 
inflation stresses for regions such as China and Emerging Markets, which is applied until the 
maturity or expiry of insurance contracts, was too high and unreasonable. This does not take 
into account that the growth of firms in emerging markets would serve to moderate the effects 
of expense inflation and developing countries are also likely to implement measures to control 
prolonged inflation. These stakeholders had suggested grading the expense inflation 
assumption down over time.  

282. Taking into account the feedback received, for ICS Version 1.0 for extended field 
testing, the IAIS has modified the design of the expense inflation stress to grade down to 1% 
after a specified number of years. For China and Emerging Markets, the expense inflation 
stress was reduced by 1% every 10 years, where the final applicable inflation stress is 1% after 
20 years. Similarly for Other Developed Markets, the expense inflation stress was reduced to 
1% after 10 years. For other regions, the stress was kept constant at 1% for all years. 

7.9.2 2018 Field Testing and ICS Version 2.0 

283. For 2018 Field Testing, the IAIS has maintained the design and calibration of Expense 
risk. For ICS Version 2.0, the IAIS will maintain the same design and calibration unless 2018 
Field Testing results indicate that a change is necessary. 
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7.10.2.5 Latent liability component of the Reserve risk charge 

306. For 2018 Field Testing, some Claims Reserve risk segment’s factors have been 
updated to include the effect of Latent Liability risks due to mass tort.  

307. The purpose of this charge is to capture risk on liability exposures that is not adequately 
captured by historical claims experience. Latent liability exposure can develop over many 
years and can also affect written business that has already been fully earned. 

308. The factors have been calibrated such that the 2018 Field Testing design produces a  
similar risk charge to that of 2016 Field Testing, where latent liability was part of Catastrophe 
risk. The Claims Reserve factors affected by the change can be found in the Table 25 of the 
2018 Field Testing Technical Specifications. 

 

7.10.3 Other methods for calculating the Non-Life risk charge 

309. As part of the development of other methods of calculating the ICS capital requirement 
during the monitoring period, the IAIS is investigating the possibility of allowing IAIGs to replace 
specific factors of the ICS standard method for non-life risk, under defined conditions and using 
specified methodologies. Those factors would be called IAIG specific factors (ISF). 

310. During the monitoring period, the ISF could be applied to Claims Reserve and Premium 
risk exposures to calculate a different non-life risk charge, as part of additional reporting at the 
option of the GWS. The use of ISFs would not alter the structure of the ICS. The reference ICS 
would continue to use the standard method factors for Premium and Claims Reserve risk. 

311. The aim of ISF is to reflect entity specific experience in the calculation of the ICS capital 
requirement, through limited adjustments. Introducing ISF would allow the ICS capital 
requirement to better capture the risk profile of each individual IAIG. 

312. These factors would be calculated based on a prescribed methodology. The aim of a 
prescribed methodology is to facilitate understanding and promote the level playing field 
among IAIGs. During the monitoring period, appropriate application of the methodologies will 
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Figure 5: Illustrative example of the use of an ISF for non-life Premium risk of one ICS Segment 
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7.11.3 General comments 
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7.12.3 GAAP Plus approach 

7.12.3.1 Background  

342. The IAIS is field testing an approach for valuing liabilities under the interest rate stress 
that is compatible with the way in which they are valued under GAAP Plus. Different 
approaches to liability discounting are used, depending on the jurisdiction and product type. 
For example, in the U.S., the valuation of long-term insurance current estimates utilises a 
discount rate that is a blend of the portfolio return rate and a reinvestment rate based on current 
market assumptions. Assets backing those liabilities are essentially reported at amortised cost 
via the AOCI adjustment, which is an adjustment to capital resources. In other jurisdictions, eg 
EU, insurance liabilities are valued using market yield curves, with certain adjustments,  and 
all assets are measured at fair value. 

343. A shock to a market based curve does not result in a change in value for assets valued 
at cost, nor does it impact the book yield used to discount liabilities.  For this reason, different 
methodologies are used to calculate the GAAP Plus Interest Rate risk charge, depending on 
how insurance liabilities and assets are measured in different GAAP Plus regimes.  

7.12.3.2 Liabilities 

344. For those insurance liabilities where the value is calculated using yield curves based 
on current market information, the Interest Rate risk is calculated using the MAV approach.  
For example, the MAV interest rate stress approach is applicable for all products under the EU 
GAAP Plus. It is also applicable for variable annuity guarantees under U.S. GAAP Plus where 
market based curves are used in the valuation of such guarantees.    

345. Where insurance liabilities are discounted using a portfolio earned rate/curve, long-
term insurance liabilities are shocked using a discount rate that is a blended rate of the portfolio 
earned rate on existing investments and the stressed IAIS yield curves for reinvestments at 
each tenor and currency. 

7.12.3.3 Assets  

346. For assets measured at market value, the stress is the same as that used in the 
standard method for MAV. 

347. For assets measured at amortised cost, the balances are not impacted by the market 
value-based stress scenario: the stress impact is assessed through the AOCI adjustment 
instead of through direct estimation of the change in asset value. 

348. The assets included in the AOCI adjustment are measured at market value. However, 
the change in value due to the stress would be offset by the change in value of the AOCI 
adjustment.  Therefore, the net impact of the stress for these assets would be zero, or the 
same as for assets measured at cost.  

7.12.3.4 Calculation and reporting  

349. Where an IAIG applies more than one interest rate stress method, the risk capital 
assessment for each of those components is required to be calculated if material. In such 
cases, the results of the different methodologies is reported separately, and the total GAAP 
Plus risk charge for Interest Rate risk will be the sum of the charges calculated for those 
liabilities, using the different methodologies. 
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7.12.4 Effect of management actions  

350. The effect of management actions is determined in a two step process. First, the 
selection of the shocked scenarios among the level pair (up or down) or the twist pair (up to 
down or down to up) is done without reflecting management actions (ie liabilities for future 
discretionary benefits should not be recalculated under the stress scenarios, and the gain or 
loss for each scenario should not assume any change in the liability for future discretionary 
benefits). In a second step, the scenarios selected in the first step are evaluated allowing for 
the effect of management actions.  
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368. In light of these data limitations, an average stress was defined for most currencies, 
leading to situations of potentially material over- or underestimations of the target confidence 
level. This may be particularly problematic in the case of currencies for which the starting 
spread adjustment is rather low (leading to a very small figure for the relative percentage 
shock), compared to the average spread shocks defined in absolute terms. 

369. In other cases, the introduction of relative limits enhances the coherence between the 
Non-Default Spread risk stresses and the starting adjusted base yield curves, for the universe 
of currencies under consideration, potentially avoiding the application of disproportionately 
high (or low) shocks. 

 

 

 

370. 2018 Field Testing relies on a placeholder calibration for Non-Default Spread risk, 
which will be subject to refinement. 

371. Initial calibration work of a 99.5% VaR over a one-year time horizon led to the 
identification of the data limitations described above. These issues are not dissimilar to those 
which were faced when calibrating the MAV spread adjustments used for discounting 
insurance liabilities, for which a data-based specification could only be completed for three 
currencies, plus a World Bucket. 

372. Against this background, the proposed absolute calibration reflects an expert judgment 
assessment of the average results which were obtained for the currencies where data is 
available.  

373. The calibration of the relative shocks was based on the work and methodologies which 
the IAIS has developed for past field testing exercises to assess the impact of severe stress 
spreads on the MAV balance sheet (the stress scenario used for comparing discounting 
methodologies).  

374. The IAIS will continue working on the calibration of Non-Default Spread risk, in parallel 
with this public consultation and 2018 Field Testing. The findings and feedback from these 
initiatives will be incorporated in the work, once available.  
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7.13.3 GAAP Plus 2018 Field Testing approach 
375. The approach to Non-Default Spread risk under GAAP Plus depends on the 
jurisdictional specificities of the GAAP Plus valuation of assets and insurance liabilities. 

376. On the asset side, the approach can be similar to that of MAV, where assets are 
measured at fair value, or the shock may not be applicable, where assets are valued at cost. 
Where the AOCI adjustment is used, the shock is applied, but then its impact on capital 
resources is neutralised for those assets included in the AOCI adjustment. 

377. On the liability side, the approach is also linked to the discounting methodology used 
for GAAP Plus. Where discounting is based on market information, the MAV specification 
applies, but where liabilities are undiscounted or discounted based on portfolio earned rates 
plus a government bond reinvestment assumption, the shock is not applied. Where there is a 
combination of portfolio earned rates plus a reinvestment rate not based on government bond 
rates, the shock applies only to the reinvestment rate assumption. 

378. Where IAIGs use a combination of GAAP Plus specifications to arrive at their 
consolidated ICS balance sheet, different methodologies to calculate Non-Default Spread risk 
will need to be applied for different portions of the business, as appropriate. 

 

 

7.13.3.1 GAAP Plus aggregation where different GAAP Plus 
specifications apply 

379. The specificity of the design of Non-Default Spread risk for GAAP Plus in 2018 Field 
Testing raises a particular challenge, which does not occur in the MAV calculation due to the 
design which has been adopted for 2018 Field Testing. 

380. This is due to the possibility that the risk charge is separated in different parts, relying 
on different technical approaches, depending on the methodology used to value the underlying 
assets and liabilities. 

381. Therefore, the general principle of only taking the maximum of the Up or Down risk 
charge, which is applied in the MAV calculation, is applied to each of the GAAP Plus individual 
components, but may not be verified for the IAIG as a whole. 

382. In practical terms, this means that, where an IAIG calculates Non-Default Spread risk 
using different GAAP Plus specifications due to the different underlying valuation methods (eg 
the U.S. and the EU GAAP Plus specifications), different shocks may result in the highest 
charge for each of these parts of its business (eg the Down shock for the U.S. part and the Up 
shock for the EU part). 

383. This raises a specific issue with regard to the subsequent aggregation of the different 
components of the risk charge, to arrive at the overall result for the IAIG. 

384. In 2018 Field Testing, the calculation is performed independently for each of the parts 
of the business, and subsequently the components of the risk charge are added together, 
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independently of the direction of the shock which triggered the highest charge for each of the 
parts of the business. 

 

7.13.4 Issues for consultation 
385. The first issue for consultation concerns the definition of Liquidity risk and the manner 
in which it should or should not affect the design and calibration of Non-Default Spread risk. 

386. At the same time that the decision was made to merge Spread risk with Credit risk, it 
was also decided by the IAIS that Liquidity risk would be excluded from the quantitative ICS 
capital requirement and addressed through other supervisory tools and instruments. 

387. Against this background, there is a view supporting that this decision materially 
overlaps with the discussion currently taking place on Non-Default Spread risk.  

388. According to the proponents of this view, spreads are mainly driven by default and 
market liquidity considerations. As the default part is excluded to avoid overlap with Credit risk, 
the IAIS decision to exclude Liquidity risk should lead to the deduction of the liquidity 
component of spreads from Non-Default Spread risk, leaving very little risk (if anything) to be 
captured. 

389. Another view highlights that the initial risk definitions established the exclusion of 
Liquidity risk but also that the full Spread risk should be included in the ICS as part of Credit 
risk, advocating that there are two notions of liquidity being mixed up in the current discussion.  

390. On the one side, there is the risk that IAIGs will not have sufficient liquid assets 
generating cash in-flows to meet the cash out-flows required to meet the liabilities as they fall 
due. As defined in the IAIS Glossary, this is “the risk that an insurer is unable to realise its 
investments and other assets in a timely manner in order to settle its financial obligations as 
they fall due”. There is agreement that this risk has been excluded from the ICS because, in 
an insurance context, such risk is better captured through other supervisory tools and 
instruments (eg stress testing). 

391. However, what is under consideration for the definition of Non-Default Spread risk is 
the risk of adverse change in the value of capital resources due to unexpected changes in the 
level or volatility of spreads over the risk-free interest rate term structure, excluding the default 
component (which is captured in Credit risk). What is meant to be captured is the fact that, 
independent of the fact that assets are sold or not, their market value will be affected by 
changes in market spreads, having an impact on the capital resources position of the IAIG 
(irrespective of the discounting adjustment methodology being used). 

392. For the proponents of this view, no further spread component should be disregarded 
when defining and calibrating Non-Default Spread risk, apart from the default component, as 
this is a material and quantifiable risk which should not be mixed with Liquidity risk. This 
interpretation would also be consistent with the initial IAIS agreement to exclude Liquidity risk, 
while capturing the full Spread risk in the ICS. 
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393. For those who support this latter position, another argument in favour of capturing the 
liquidity component of spreads in the Non-Default Spread risk charge is to ensure consistency 
with the approach used to discount insurance liabilities. This is because, under the MAV 
approach, an adjustment is introduced in addition to the base yield curve, precisely with the 
aim to “mitigate potential excessive volatility in capital resources (by avoiding reflecting 
changes in market conditions that do not affect the solvency of the IAIG)”. The objective of this 
adjustment is precisely to mitigate the impact on capital resources of changes in market 
spreads, which are often linked to liquidity considerations. 

394. Against this background, it would be rather inconsistent to state, on the one side, that 
an adjustment for market liquidity is necessary on the valuation of current estimates to avoid 
material impacts on the capital resources of IAIGs and, on the other, to state that unexpected 
changes in that very same liquidity component of spreads does not pose a risk to IAIGs. 

 

 

 

395. The second issue for consultation relates to the calculation of the Non-Default Spread 
risk charge, namely concerning the degree of diversification which is allowed across 
currencies. This is an issue which affects MAV, where the up and down stresses are applied 
across all currencies. The relevance for GAAP Plus depends on the number of GAAP Plus 
methodologies used. The issue is relevant whenever the assessment of the highest shock (up 
or down) is performed for several currencies simultaneously.  

396. The current specifications define the risk charge as the maximum of the calculation of 
two shocks (Up and Down), subject to a minimum floor of zero to avoid negative risk charges. 

397. Each of the two shocks is applied simultaneously across all currencies. The 
assessment of the higher shock is performed in aggregate, meaning in practice that an offset 
is possible between currencies exposed to the stress in opposing directions (due to different 
ALM mismatches). 

398. The practical consequences of this approach can be illustrated with a simple example. 
Consider an insurer operating in two currencies (A and B). The Up shock generates a +10 risk 
charge for currency A and a -10 risk charge for currency B. The Down shock generates 
symmetric risk charges from those described above. This insurer would report a total risk 
charge of 0, even though there is a risk charge of 10 in each of the currencies in which it 
operates, when considered individually. 
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399. This issue is similar to the debate which is taking place for Interest Rate risk (please 
refer to Section 7.12). 

400. One possible solution to address this issue would be to change the design of the 
calculation of the risk charge, by making the decision on the relevant scenario (expressed by 
the formula MAX (Up stress; Down Stress; 0)) at the level of each individual currency. 

 

7.13.5 General comments 
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408. Calibrations for listed equities are based on the FTSE Developed Index.  Any country 
not included in the FTSE Developed Index is considered an emerging market.  

409. The equity shock is an instantaneous relative decrease for market prices of all listed 
shares by 35% in developed markets, 48% in emerging markets, and 49% decrease in other 
equity. 

410. The shock for hybrid debt and preference shares is an instantaneous relative decrease 
of the market prices by x%, determined by the credit rating as indicated in the following table: 

Table 10: Stresses for hybrid debt/preference shares 

ICS Rating 
Category x% 

1-2 4% 
3 6% 
4 11% 
5 21% 

6-7 35% 
 

411. Implied volatility shocks differ for different tenors. The implied volatility shock for all 
equity assets is an increase in accordance with the following table. Linear interpolation is used 
for maturities not specified.  

412. The calculation of the volatility shock was also revised. Instead of multiplying the 
current volatility by the shock, the shock is added to the current implied volatilities, reducing 
the procyclicality. 

Table 11: Absolute stresses for implied volatilities 

Maturity 
(months) 

Shock 
 

0-1 39% 
3 27% 
6 23% 

12 20% 
24 18% 
36 17% 
48 16% 
60 16% 
84 15% 
120 14% 
144 14% 

180 and above 13% 
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7.15.3 2018 Field Testing 

419. For 2018 Field Testing, no changes were made to the calculation of the Real Estate 
risk charge compared to 2017 Field Testing. 
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7.17 Asset Concentration risk 

7.17.1 Background 

425. The Asset Concentration risk charge covers the risk of adverse changes in the value 
of capital resources due to a lack of diversification in the asset portfolio. 

426. Standard risk charges are generally developed under the assumption that portfolios 
are well diversified.  In situations of poorly diversified portfolios, an incremental risk charge for 
asset concentration is assessed within the ICS framework. 

427. Since its initial design, the Asset Concentration risk approach has employed simple 
factors to determine incremental risk charges for large risk counterparty and/or property 
exposures exceeding a specified exposure threshold, where the applicable factors 
progressively increase with higher risk exposure levels. 

428. Asset Concentration risk can take the form of excessive exposures under various 
perspectives, including to single counterparty names, connected-groups, industry sectors, or 
geographies.  The extent to which exposures may be considered excessive is typically a 
function of the prudential limits and thresholds developed to manage and control Asset 
Concentration risks, with a particular focus on limiting impacts from idiosyncratic risks. 

429. Given that the purpose is to cover risks that are idiosyncratic in nature, finding 
appropriate data to support incremental risk charge factors has been a challenging endeavour.  
As such, the development of risk factor calibrations has thus far been based on supervisory 
judgment. 

430. The following sections present the recent field testing experience and the current 
design of Asset Concentration risk within the ICS framework. Issues for which the IAIS seeks 
feedback for ICS Version 2.0 are interspersed throughout the sections.  

7.17.2 Observations and feedback from 2017 Field Testing 

431. In 2017 Field Testing, it was observed that Asset Concentration risk was immaterial for 
most firms; however, for those Volunteer Groups that were affected, the impact was significant.   

432. For those affected Volunteer Groups, the impact stemmed largely from counterparty 
exposures, most of which were generated from developing asset markets where good 
investment opportunities are likely limited. 

433. Some of those affected Volunteer Groups have assets, in particular, that are highly 
concentrated in the form of short-term deposits at regulated banks. 
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7.18.4.4 Supervisor-owned and controlled credit assessment processes 

461. The use of external credit ratings is permitted in the ICS, provided that the rating agency 
has published publicly available default and transition statistics extending back at least seven 
years, and must satisfy six criteria relating to: objectivity, independence, international 
access/transparency, disclosure, resources and credibility. The specific criteria are defined in 
Section 13.5.2 of the 2018 Field Testing Technical Specifications. 

462. As SOCCA are different from external credit rating agencies, criteria were developed 
to recognise SOCCA in the ICS. The following table describes the criteria.  

Table 14: Criteria for SOCCA 

Criteria Description of Criteria 
Objectivity The SOCCA’s methodology for assigning credit assessments must 

be rigorous, systematic, and subject to some form of validation. 
Moreover, assessments must be subject to ongoing review and 
responsive to changes in financial condition.   

Independence The supervisor-owned and controlled credit assessment process 
must be aligned with the regulatory objectives of the supervisor, 
evidenced by the supervisor’s approval of the credit assessment 
process. 

Any outsourcing arrangement of the credit assessment must be 
held to the same standards of competency and independence as 
the in-house credit assessment processes. 

International 
access/transparency 

IAIGs with operations outside the jurisdiction of the supervisor-
owned and controlled credit assessment process should have 
access to request designations/ratings be assigned to securities 
they own. 

Public access to the credit assessment is available through third-
party platforms. 

Disclosure Default statistics over time should be developed for each 
designation/rating so that three-year cumulative default rates 
(CDRs) can be derived from published statistics. 

Resources Staff must have appropriate qualifications and experience to 
undertake the credit assessment process. 

The supervisor-owned and controlled credit assessment process 
must have adequate resources to carry out the credit assessments 
required by the supervisor. 

Credibility To some extent, credibility is derived from the criteria above. In 
addition, the reliance on a supervisor-owned and controlled credit 
assessment process by the supervisor is evidence of the credibility 
of its assessments. The credibility of a supervisor-owned and 
controlled credit assessment process is also underpinned by the 
existence of internal procedures to prevent the misuse of 
confidential information. 
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The supervisor-owned and controlled assessment process should 
have at least 10 years of demonstrable business history in 
assessing the Credit risk of a large number of securities such that 
statistical performance data can be derived. 

All designations/ratings should be updated on at least a yearly 
basis or when a significant event occurs that may affect the 
designation/rating. 

Alignment of 
interests with the 
purposes of 
prudential 
supervision 

The entity performing the credit assessment is fully owned and 
controlled by a supervisory authority. 

There are policies approved by the supervisory authority as to how 
the credit assessment process is to be applied (principle-based 
requirements about the content of these policies would need to be 
developed). 

 

 

7.18.4.5 Treatment of infrastructure investments 

 

 

 

7.19 Operational risk 

7.19.1 Background 

463. Operational risk is defined as the risk of adverse change in the value of capital 
resources due to operational events including inadequate or failed internal processes, people 
and systems, or from external events. Operational risk includes legal risk but excludes strategic 
and reputational risk.  
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Table 16: Comparison of CEIOPS and ICS Operational risk factors 

Exposure CEIOPS Selection ICS Factor Notes 
Gross Current 
Estimate -- Life  

0.6% * 0.4% 
 

*Includes zero floor 
on technical 
provisions; in 

underlying analysis, 
the NL CE excluded 
premium liabilities.  

 

Gross Current 
Estimate – Non-Life 

3.6% * 2.75% 

Gross Premium – 
Life 

5.5%** 4.0% **Exposure is 
earned (not written) 

premium. Gross Premium – 
Non-Life 

3.8%** 2.75% 

 

477. Operational risk as a percentage of required capital: This can provide a 
reasonableness check on the overall level of the factors. A 2016 survey from ORIC 
International asked their member firms to provide their “diversified operational risk capital 
requirement” as a percentage of their “diversified group capital requirement”. While results 
varied between firms, the average was 7.3% and the median was 6.5%. This is comparable to 
the average capital requirement for predominantly life companies in 2017 Field Testing, though 
a bit lower than that for composite/predominantly non-life companies. (See section 7.19.2).  
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7.20 Aggregation/Diversification of ICS risk charges 

7.20.1 Background 

478. For the development of the ICS standard method, the IAIS developed an approach for 
aggregation/diversification using multiple steps, aggregating sub-sets of individual risks, and 
then aggregating the multiple results from prior steps using a sequence of correlation matrices.  

479. Through previous field testing and the ICS CDs, there was widespread, although not 
universal, support for both the use of correlation matrices and the use of multiple steps in the 
calculation of the aggregation/diversification benefit for the ICS standard method capital 
requirement calculation. 

480. The structure of correlation matrices represents a trade-off between simplicity and risk 
sensitivity that is deemed appropriate for the standard method. For instance, the multiple steps 
approach offers the benefit of limiting the number of correlation parameters to be prescribed 
and calibrated, but reduces the risk sensitivity that a single matrix (including the correlation 
between each individual risk) would have produced. 

7.20.2 Feedback on the 2016 ICS CD 

481. The multi-step structure using correlation matrices was largely perceived as a 
reasonable, pragmatic approach, although a few stakeholders commented that a flat structure 
would be more able to reflect some correlations between individual risks. 

482. Stakeholders recognised the challenge to calibrate the correlations in the context of 
reflecting a 99.5% confidence level and considering the limitations of available data with some 
suggestions to consider not only the pair-wise correlations but also the total impact on 
diversification. Some stakeholders suggested that internal model calibration could be used in 
particular for correlation between insurance risks. 

483. Different views were expressed on the calibration of the correlation factors. Some 
stakeholders viewed some correlations as too high and others viewed some correlations – the 
same or different – as too low. Several concerns were voiced regarding the limited recognition 
of diversification between countries.  

7.20.3 The approach used in 2018 Field Testing 

7.20.3.1 Structure of the aggregation calculation 

484. The approach adopted for 2018 Field Testing follows mostly the same approach as for 
previous field testing exercises. Risks have been aggregated in multiple steps using correlation 
matrices. 
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Figure 6: Multiple-step aggregation approach 

 

7.20.3.2 Correlation matrices 

485. The correlation matrix for the aggregation within Market risk has been adapted to the 
changes in the design of the ICS capital requirement. Specifically, the size of the correlation 
matrix has been expanded to follow the inclusion of Non-Default Spread risk in Market risk and 
the correlations between Interest Rate risk and the other Market risks, were set by the stress 
scenario (up/down, steepening/flattening) in the previous field testing, have been unified for 
2018 Field Testing. The table below provides correlation coefficients between Market risks 
used in 2018 Field Testing. 

Table 17: Correlation matrix for aggregation within market risk 

Market Risks Interest 
rate 

Non-
default 

spread up 

Non-
default 
spread 
down 

Equity Real 
estate Currency Asset 

concentration 

Interest rate 100% 25% 25% 25% 25% 25% 0% 
Non-default 
spread up 

25% 100% 100% 75% 50% 25% 0% 

Non-default 
spread down 

25% 100% 100% 0% 0% 25% 0% 

Equity 25% 75% 0% 100% 50% 25% 0% 
Real estate 25% 50% 0% 50% 100% 25% 0% 
Currency 25% 25% 25% 25% 25% 100% 0% 
Asset 
Concentration 

0% 0% 0% 0% 0% 0% 100% 

 

Aggregation 
within risks

Aggregation 
between 

risks
Total 

aggregation

ICS
Risk 1

Sub-Risk 1.1

Sub-Risk 1.2

Risk 2 Sub-Risk 2.1
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486. The correlation matrix for Life risks and that for ICS risk categories have not been 
changed from the previous field testing. The matrices can be found in the Aggregation/ 
Diversification section of the 2018 Field Testing Technical Specifications. 
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499. However, there may be IAIGs that report under a more stringent utilisation assessment 
approach. 

 

 

 

8.3.2 Using a top-down approach for determining ICS tax treatment 

500. In principle, DTAs and DTLs recognised through the ICS adjustment and the ICS tax 
effect on the capital requirement should be calculated at an entity or a jurisdictional tax level 
using applicable tax rates. Furthermore, the utilisation assessment of the DTA recognised 
through the ICS adjustment and the ICS tax effect on the capital requirement should be 
assessed at a similar level based on taxable income projections. 

501. As a global group capital standard, the ICS tax approach must consider comparability 
between insurance groups, practicality, as well as, a prudential viewpoint.  

502. The ICS requires insurance groups to prepare an ICS balance sheet and calculate the 
capital requirement only on a group basis; the capital requirement at a tax jurisdictional level 
is not calculated. In addition, the ICS balance sheet and the resulting capital requirement may 
not be subject to independent verification or audit.  

503. Considering these limitations, the approach for 2018 Field Testing uses the group 
effective tax rate for calculation of the DTAs and DTLs recognised by the ICS adjustment and 
the ICS tax effect on the capital requirement.  Furthermore, the DTL is used for an utilisation 
assessment of DTA recognised by the ICS adjustment and the ICS tax effect on the capital 
requirement. 
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8.3.5 Classification of the ICS tax effect on the capital requirement 

508. The 2018 Field Testing approach offsets the ICS tax effect on the capital requirement 
with the gross capital requirement. As an alternative, classifying of the ICS tax effect on the 
capital requirement as Tier 2 capital resources is being considered as a more conservative 
approach. 
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9 Additional Reporting During the Monitoring Period 
9.1 GAAP with adjustments 

9.1.1 Background 

509. The GAAP with adjustments (“GAAP Plus”) approach to valuation was developed in 
response to concerns that a valuation approach relying on balances, systems and processes 
outside of GAAP and independent audit assurance could pose operational and verification 
challenges. Discussion and debate by IAIS Members regarding these concerns gave rise to 
the notion of a GAAP Plus approach, which would be based to the extent possible on amounts, 
systems, and processes subject to rigorous controls that support reported GAAP amounts. 
Any adjustments would be transparent and verifiable to supervisors, internal auditors and 
independent external auditors. This discussion and debate culminated in the determination by 
the IAIS in October 2014 on the way forward regarding valuation under the ICS. 

510. From 2015 to 2017, all ICS Volunteer Groups participated in the field testing of the 
GAAP Plus valuation approach. As noted in Section 2.5 on the KL Agreement, the IAIS decided 
that GAAP Plus reporting would be an optional component of ICS confidential reporting for the 
monitoring period, which is the period that follows 2019 Field Testing and the adoption of ICS 
Version 2.0 (2020-2024). The KL Agreement stipulated that GAAP Plus remains a viable option 
under the ICS, but would be included in confidential reporting only at the request of 
supervisors.  

511. Certain accounting rule changes under IFRS and U.S. GAAP will have a significant 
impact on the design of GAAP Plus. The effective dates for those changes do not align with 
the ICS timeline that concludes field testing in 2019. In response, the IAIS decided to allow for 
an extension of field testing for U.S. and IFRS GAAP Plus approaches for two years into the 
monitoring period (2020 and 2021). This will allow ICS Volunteer Groups reporting under U.S. 
GAAP and IFRS the time to adopt new accounting rules related to the valuation of insurance 
liabilities, asset classification/measurement and credit impairment; and for the IAIS to develop 
a GAAP Plus approach that contemplates these new rules. The Japanese GAAP Plus timeline 
is not affected and continues to align with the original timeline to conclude field testing in 2019 
and begin monitoring and confidential reporting in 2020.     

9.1.2 Design and approach 

512. The starting point for GAAP Plus is audited general-purpose, consolidated group 
financial statements whether on an IFRS, U.S. or Japanese GAAP, or statutory basis as 
appropriate for the respective IAIG48.  

513. The 2018 Field Testing Technical Specifications on GAAP Plus (Section 7.4) outlines 
the necessary adjustments to arrive at an ICS GAAP Plus Balance Sheet. Adjustments differ 
based on the underlying jurisdictional GAAP used for purposes of consolidated group 
reporting. Each jurisdictional GAAP Plus approach was developed based on the following set 
of principles:  

                                                
48 For Groups that do not report consolidated or group level financial statements (eg U.S. Mutual IAIGs) 
it is necessary to first generate financial statements on an aggregated basis to reflect group level starting 
balances. This requires taking steps to ensure that all entities under control of the parent organisation 
are included, double counting is eliminated, and foreign currency translation is applied. 
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516. GAAP Plus seeks to align the measurement approaches for insurance liabilities and 
the assets that support those liabilities.  Under the U.S. GAAP/SAP Plus and Japanese GAAP 
Plus approaches there is an additional adjustment to ICS capital resources that represents a 
reversal of unrealised gains and losses reported in Accumulated Other Comprehensive 
Income (AOCI) related to assets supporting long duration insurance liabilities, where those 
liabilities are discounted using a rate based on current book yield under the applicable 
jurisdictional GAAP Plus approach. Said another way, assets are re-measured to amortised 
cost where corresponding liabilities are measured using a discount rate that is not sensitive to 
market movements. This creates a symmetry in the valuation of liabilities and related assets 
such that artificial, accounting generated volatility in capital resources is minimised. Refer to 
the 2018 Field Testing Technical Specifications (Section 10.3.2) for additional details on the 
AOCI adjustment.  

517. The AOCI adjustment is dependent on highly effective ALM practices.  To ensure that 
solid ALM practices accompany the use of the AOCI adjustment, consideration is being given 
to developing operational criteria for the assessment of ALM as a prerequisite for use of the 
AOCI adjustment.  One proposal for such criteria would be modelled on the requirements for 
use of the Held for Insurance Reserves (HFR) asset classification under Japanese GAAP.  

518. Under Japanese GAAP, insurance liabilities are measured on a book value basis, while 
investments are measured at fair value, therefore, without adjustment, there would be a 
valuation mismatch. To eliminate the mismatch, Japanese GAAP allows insurers to classify 
bonds as HFR which are valued at amortised cost, when insurers meet required ALM 
requirements.  

519. The ALM requirements for HFR classification are composed of quantitative tests and 
operational elements. One key quantitative test concerns duration matching between 
insurance liabilities and HFR investments. Insurers are required to identify insurance portfolio 
and bonds classified as HFR and calculate the duration mismatch which must be kept within a 
defined range. Japanese GAAP requires that management has to review this duration 
matching regularly. 

520. To support effectiveness of the ALM for HFR, Japanese GAAP also specifies certain 
operational criteria. Management is required to design the operation of the ALM, document the 
policy and review its effectiveness of operation. See Annex 2 for HFR operational criteria. 
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521. In addition, the AOCI adjustment may incentivise gains trading and selling of 
investments that were intended to be held to maturity. Therefore, consideration is being given 
to a method that would defer gain recognition in a similar fashion as under Japanese GAAP 
and U.S. SAP. Gains on the sale of any assets that have been included under the AOCI 
adjustment would be deferred, net of tax, and amortised into surplus over the expected 
remaining life of the asset sold.  

 

 

522. Insurance liabilities are adjusted to conform to the definition of a current estimate which 
is described in Insurance Core Principal 14 – Valuation (ICP 14). The GAAP Plus adjustments 
serve to remove any margins or provisions for adverse deviations embedded in reserves and 
update any assumptions to take into account all current information.49 In contrast to MAV, 
GAAP Plus does not replace discounting assumptions with a prescribed yield curve or rate. 
Rather, jurisdictional GAAP rules and industry practitioners (public accountants and actuaries) 
in each jurisdiction are relied upon to specify how discounting should be performed.  

523. There are trade-offs that were considered when deciding to take this approach under 
GAAP Plus. There may be differences in the way that local GAAPs address discounting that 
can lead to a lack of comparability between IAIGs applying different accounting rules. However, 
under GAAP Plus, it is argued that the differences caused by using local discounting 
approaches are in fact appropriate and may better reflect the nature of the liabilities and overall 
structure of the balance sheets that are observed in different jurisdictions. It places the 
responsibility for defining discounting methodologies on accounting standard setters. The 
application of discounting rules is supported by robust actuarial standards and auditing 
practices. There is also the consideration of cost and the efficiencies that are gained by 
maximising the use of a single accounting regime for both public and group statutory reporting.  

524. There is an acknowledgement that certain prudential guardrails may be required to 
constrain overly aggressive discounting assumptions, and this is a necessary next step in 
development for GAAP Plus. There are a number of questions that follow in this consultation 
that relate to design and development of such guardrails and other operational criteria which 
would be integral to the GAAP Plus approach.   

525. Although there have not been any significant discussions to date on this topic as the 
overall design of GAAP Plus was not yet solidified, it may be appropriate at this point to begin 
to evaluate possible designs for prudential constraints related to discounting and GAAP Plus. 
The IAIS is evaluating whether possible prescription of long term forward rates that are used 
either in the context of market based discount curves or reinvestment assumptions in a book 
yield blended rate would be appropriate or necessary. Consideration is also being given to the 
                                                
49 One exception to this would be in the case of U.S. GAAP Plus non-life liabilities which remain 
unadjusted and undiscounted and thus could contain margins. This design was based on a cost/benefit 
analysis where the expectation is that the undiscounted non-life liabilities would approximate a current 
estimate plus a MOCE without requiring IAIGs to perform additional calculations. 
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need for guidance related to dividend fund crediting rates used in discounting participating 
contracts under U.S. GAAP Plus, as well as guidance on how a book yield should be blended 
with a reinvestment assumption under U.S. GAAP Plus. And with respect to IFRS 17 – 
Insurance Contracts, which is a principles based standard and allows for multiple methods for 
arriving at a discount rate, the IAIS is assessing whether it will be necessary to provide 
guidance that would appropriately narrow the range of practice. Specific discussions on these 
items are contained in the relevant sections on GAAP Plus jurisdictional approaches that 
follow. However a general question is provided under this section.       

 

 

9.1.3 Prior consultations 

526. Prior consultations focused on the primary design elements of GAAP Plus. The 2016 
ICS CD sought input on the initial design and proposal for adjustments to jurisdictional GAAP 
balances to arrive at a GAAP Plus Balance Sheet. It also evaluated this design in the context 
of the results of 2015 Field Testing. There were a number of specific design related questions 
pertaining to the AOCI adjustment which, to that point, had not yet been developed or specified. 
The responses to these questions were used to inform on the AOCI adjustment specifications 
that were developed for 2016 Field Testing. Additional questions requested input of a more 
general nature to highlight any need for future refinements and areas requiring further testing.  

9.1.4 Field testing 

527. Field testing in 2016 and 2017 evaluated refinements to the design of GAAP Plus and 
compared balances to the MAV approach in order to identify significant drivers of differences 
between the two ICS valuation approaches.  In general, it was determined that the method 
applied for discounting insurance liabilities was the source of the most significant differences 
between the two approaches. Discounting continues to be refined under both approaches so 
it is difficult at this time to evaluate whether this will continue to create significant differences. 
A second  source of differences resulted from how contract recognition and contract 
boundaries were specified under each valuation approach.  There would seem to be an 
opportunity to reduce or eliminate these differences with an alignment of definitions based on 
the new IFRS standard on insurance contracts (IFRS 17) once a careful analysis was 
performed to ensure that solvency objectives would be met. A third driver of differences was 
identified as the exclusion of overhead expenses under the U.S. GAAP Plus approach for 
valuing life liabilities. For 2017, a revision was made to the U.S. GAAP Plus approach to require 
that overhead expenses be included as an adjustment to arrive at a current estimate for all 
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insurance liabilities. This was deemed appropriate as overhead expenses are explicitly 
included in the definition of a current estimate in ICP 14, and it was determined that making 
the change would not create an onerous burden for Volunteer Groups.  

 

 

528. The results of prior years’ field testing for GAAP Plus are of limited value for most 
jurisdictional GAAP Plus approaches. The approaches developed prior to 2018 (with the 
exception of Japanese GAAP Plus) were based on numerous local GAAPs. Many of these 
approaches are in the process of being redesigned for future field testing due to the fact that 
the underlying accounting rules related to insurance liability valuation have been revised. As 
GAAP Plus relies on jurisdictional accounting rules, it is necessary to take these new rules into 
account. More specifically the International Accounting Standards Board (IASB) has issued 
the new standard IFRS 17, Insurance Contracts, which provides for a consistent approach for 
the valuation of all insurance liabilities. In addition, the U.S. FASB is in the final stages of 
issuing a standard on targeted improvements to the accounting for long-duration insurance 
contracts.  

529. As of the date of the publication of this consultation, it was not clear whether or how 
IFRS 17 will be endorsed or implemented across the multiple jurisdictions that apply IFRS 
accounting rules. Thus, it is difficult to predict whether the IFRS GAAP Plus approach will be 
developed as a single approach or whether it will need to be refined further at a jurisdictional 
level. As IFRS 17 is a principles based standard, it is also not known at this point in time 
whether there will be a wide range of practice that may lead the IAIS to explore narrowing the 
range under a GAAP Plus approach. The expectation is that it may take another year before a 

                                                
50 Per IFRS 17, Insurance Contracts, cash flows are within the boundary of an insurance contract if they 
arise from substantive rights and obligations that exist during the reporting period in which the entity can 
compel the policyholder to pay the premiums or in which the entity has a substantive obligation to provide 
the policyholder with services (see paragraphs B61–B71). A substantive obligation to provide services 
ends when:   

(a) the entity has the practical ability to reassess the risks of the particular policyholder and, as 
a result, can set a price or level of benefits that fully reflects those risks; or  
(b) both of the following criteria are satisfied:  

(i) the entity has the practical ability to reassess the risks of the portfolio of insurance 
contracts that contains the contract and, as a result, can set a price or level of benefits 
that fully reflects the risk of that portfolio; and  
(ii) the pricing of the premiums for coverage up to the date when the risks are 
reassessed does not take into account the risks that relate to periods after the 
reassessment date.  

An entity shall not recognise as a liability or as an asset any amounts relating to expected premiums or 
expected claims outside the boundary of the insurance contract. Such amounts relate to future insurance 
contracts.  
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534. Group insurance contracts are excluded from the Japanese GAAP statutory cash flow 
test. For 2017 Field Testing, Japanese Volunteer Groups were using Japanese GAAP 
insurance reserve valuation to measure group contracts, however the treatment was not 
documented in the Technical Specifications. Japanese GAAP valuation for group insurance 
contracts was deemed to result in a current estimate therefore, the 2018 Technical 
Specification includes this treatment of group insurance contracts under Japanese GAAP Plus.   

535. Discounting projected cash flows under the Japanese GAAP Plus approach follows the 
Japanese GAAP statutory cash flow test pursuant to the Insurance Business Act in Japan 
including related guidance (the Japanese Insurance Act).  

536. As defined in paragraph 532, the discounting assumption for investment returns for 
reinvestments and new money should be defined based on an assumption that insurers invest 
in Japanese government bonds. As general practices of the Japanese GAAP statutory cash 
flow test, the LTFR is not taken into account for the reinvestment return and the Japanese 
Insurance Act does not provide detailed guidance on the LTFR. In 2017 Field Testing, some 
Volunteer Groups did not incorporate the LTFR for Japanese GAAP Plus investment 
assumptions, while other Volunteer Groups reflected the LTFR.  

537. At this time there are no specific proposals for additional specifications on the LTFR. 

 

 

 

 

 

                                                
51 ICP 14.11, “The supervisor requires the valuation of technical provisions to make appropriate 
allowance for embedded options and guarantees.” 
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of an IFRS GAAP Plus approach to be developed for 2019 Field Testing. EU IFRS filers will 
continue to report an adjusted Solvency II balance sheet similar to prior years. 

548. As explained earlier, the timeline for field testing of GAAP Plus differs from MAV in that 
it was extended for two years into the monitoring period for U.S. GAAP Plus and IFRS GAAP 
Plus. This is to provide more time to design a GAAP Plus approach based on new accounting 
rules and allow IAIGs time to implement the changes.  The timeline for Japanese GAAP Plus 
remains consistent with MAV. 

549. For 2019 Field Testing, all participating Volunteer Groups will submit a balance sheet 
and perform the necessary calculations to produce an ICS ratio on a GAAP Plus basis. There 
may be some use of simplifications and practical expedients where the new accounting may 
not yet be fully integrated in systems and processes. See the 2018 Field Testing Technical 
Specifications (Section 7) on GAAP Plus.  

550. Field testing will continue for U.S. and IFRS GAAP Plus into 2020 and 2021 with the 
expectation that confidential reporting on a GAAP Plus basis will be possible by 2022. GAAP 
Plus will be reported alongside MAV for the remaining three years of the monitoring period, at 
the request of the GWS.  

551. An assessment of whether GAAP Plus will be recognised as a part of ICS Version 2.0 
for implementation as a PCR will occur by the end of the monitoring period.     

9.1.7 Addressing differences between GAAP Plus jurisdictional 
approaches 

552. One of the primary criticisms raised against GAAP Plus is that it may not provide for 
comparisons between IAIGs because the valuation approaches are tied to different 
jurisdictional accounting regimes. This criticism is often made in the context of a comparison 
of GAAP Plus against a single prescriptive approach. While it is true that GAAP Plus relies on 
multiple approaches for the valuation of insurance liabilities, the aim of these approaches is to 
arrive at a current estimate. Thus there is a common insurance liability valuation definition that 
underlies all GAAP Plus approaches. Potential differences are driven largely by how cash flows 
are discounted. Valuation based on IFRS 17 relies on a principles based approach to 
discounting that provides for two possible methods of deriving a discount curve (bottom up and 
top down). U.S. GAAP has several discounting models depending on the type of product. 
Japanese GAAP also has differing approaches by product (life and non-life).  

553. A second criticism of GAAP Plus is that it requires variations for certain ICS risk charges 
because of the way in which particular assets or liabilities are valued under GAAP Plus. In 
particular, this issue relates to the way in which certain risk charges are calculated for long-
duration insurance contracts measured under jurisdictional GAAP rules using a book value 
approach. In the case of fixed income investments that are backing such long-duration life 
contracts, some GAAP Plus specifications apply an AOCI adjustment, adjusting these assets 
to amortised cost in order to address asymmetry in the accounting.  As the assets and liabilities 
are essentially book value measures, there is little to no impact of an Interest Rate or Non-
Default Spread risk market shock on their recorded value. Thus, under GAAP Plus the Market 
risk charge for certain long duration contracts could be materially different depending on the 
accounting regime of the IAIG. Some would argue that this result is appropriate as it reflects 
the economics of a book and hold business strategy for long duration insurance contracts and 
the application of ALM practices. Evaluating appropriateness may be influenced by whether it 
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is believed that a market or book value approach is the better measure for such business. In 
developing GAAP Plus, reliance was placed on accounting standard setters to make this 
judgement.  

554. These criticisms of GAAP Plus related to jurisdictional differences in valuation and how 
risk charges are calculated result from the need to balance a number of objectives, some of 
which are explicitly stated in the ICS Principles and some of which give recognition to issues 
noted and criticisms levelled against early versions of the ICS. On the one hand, there is a 
desire to adhere to ICS Principles to achieve a very high level of comparability between IAIGs 
and to ensure that supervisory outcomes are equivalent. In particular, ICS Principle 1 states 
that the ICS is a “globally comparable risk-based measure” and the amount of capital required 
to be held should be irrespective of the location of an IAIG’s headquarters. On the other hand 
there are concerns that balances produced outside of the financial reporting framework, 
controls and independent assurance could result in incorrect and unverifiable results. There is 
also the need to consider complexity, cost and  inefficiencies. It is very difficult to evaluate 
which ICS valuation approach achieves the most appropriate balance. When attempting to find 
a balance at the jurisdictional level, costs and efficiencies may differ depending on how much 
has already been invested in systems to produce market consistent solvency reporting. There 
is also a related debate on the appropriateness of using cost versus market value to measure 
long duration insurance business, making it difficult to conclude whether one approach can be 
seen as more accurate or better reflective of risk. In the discussions that have taken place over 
the course of development of the ICS, how one concludes is often tied to the types of products 
offered in a jurisdiction and where a jurisdiction’s solvency reporting currently lies on the 
spectrum of book value verses market.  

555. The expectation and the foundation of GAAP Plus is that audited, public reporting that 
is subject to rigorous internal controls, independent review and market scrutiny results in an 
accurate and appropriate valuation measure. Standard setters supported by expert 
practitioners and time tested accounting frameworks commit significant effort and resources to 
ensure that local accounting standards reflect the underlying economic realities to the greatest 
extent possible. While there may be some difference in the objectives of accounting standard 
setters and insurance regulators, these differences can be addressed in adjustments that are 
reflected in a GAAP Plus Balance Sheet. 

556. IAIGs are all required to maintain controls, systems and processes to support reporting 
on a GAAP basis. Utilising these figures and relying on these processes and systems to the 
extent possible reduces costs and generates efficiencies. Also, figures that are produced under 
GAAP rules are subject to the rigors of public reporting providing an extra layer of assurance. 
For many jurisdictions that do not currently maintain a market-based valuation approach for 
solvency reporting, there would be a significant cost to develop new financial processes and 
systems to report amounts used solely for solvency purposes. In addition, supervisors may not 
be able to require that balances are subject to independent audit. There is also the 
consideration of the cost borne by supervisors who must fill the gap and provide support and 
issue guidance similar to what is provided by expert practitioners and actuarial societies in a 
public reporting context.     

557. Although comparability is an explicit goal of the ICS, it was not the only criteria applied 
to develop GAAP Plus. The GAAP Plus valuation approach was developed in response to the 
feedback and concerns of stakeholders and supervisors, and therefore seeks a balance 
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between comparability, accuracy, verifiability, relevance and cost. In order to achieve this 
balance there were trade-offs that were accepted. The GAAP Plus approach seeks to produce 
balances that are largely comparable, while also maximising the use of existing financial 
reporting systems, producing appropriate results and limiting costs to the extent possible.   
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o justify the reason for the limited scope of the internal model (ie absence of 
cherry-picking); 

o provide evidence that the resulting ICS capital requirement more appropriately 
reflects the risk profile of the IAIG; 

o explain how the partial internal model and standard method’s results can be 
integrated. 

570. During the monitoring period, the IAIS will provide IAIGs with a self-assessment 
template to be used to assess the degree of compliance with the prerequisites. This self-
assessment template will accompany the submission of internal models results during the 
monitoring period. 

571. Where the prerequisites are not fully met, but the IAIG would like to submit internal 
model results during the monitoring period, then the IAIG should explain and justify this 
conclusion to their GWS. Moreover, the IAIG should indicate the reasons for this decision in 
their self-assessment template along with details of how the internal model does not meet the 
prerequisites. 

572. Supervisory approval of the internal model for data submission is not a pre-requisite 
during the monitoring period. Further, a model does not have to be used for regulatory capital 
purposes to satisfy the pre-requisites for reporting of internal model results during the 
monitoring period. 

 

    

9.2.3.3 Prerequisite 1 – Description of the scope of application of 
internal models 

573. IAIG’s must describe the scope of application of their internal model (ie the perimeter 
of the internal model’s calculation).  Two possible approaches are considered for the additional 
reporting of internal model results during the monitoring period: 

a. Partial internal model – which involves the replacement of some parts of the standard 
method calculation. For example: 

i. One or more risk charges of the ICS standard method capital requirement (eg 
Market risk);  

ii. One or more sub-risk charges of the ICS standard method capital requirement 
(eg Equity risk); 

iii. One or more risk charges or sub-risk charges not captured by the the ICS 
standard method capital requirement; 

iv. The whole business of the IAIG, or only to one or more major business units or 
legal entities.  
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583. The statistical quality test concentrates on the individual building blocks of an internal 
model. The different elements making up the internal model and the inputs used must pass 
this test.  

584. The statistical quality test set out in ICP 17 allows considerable modelling freedom to 
insurers. For example, ICP 17.14.1 Guidance states that “A range of approaches could 
constitute an effective internal model for risk and capital management purposes, and 
supervisors should encourage the use of a range of different approaches appropriate to the 
nature, scale and complexity of different insurers and different risk exposures. There are 
several different techniques to quantify risk which could be used by an insurer to construct its 
internal model. In broad terms, these could range from basic deterministic scenarios to 
complex stochastic models. Deterministic scenarios would typically involve the use of stress 
and scenario testing reflecting an event, or a change in conditions, with a set probability to 
model the effect of certain events (such as a drop in equity prices) on the insurer's capital 
position, in which the underlying assumptions would be fixed. In contrast, stochastic modelling 
often involves simulating very large numbers of scenarios to reflect the likely distributions of 
the capital required by, and the different risk exposures of, the insurer”. IAIGs should be at the 
high end regarding the nature, scale and complexity of the risks borne and the business models 
and structure and thus it is expected that the modelling approach is commensurate with such 
risk and business profile.     

585. The statistical quality test also sets the boundaries within which IAIGs should take 
responsibility for specifying their approach to assess and aggregate risks. In conjunction with 
internal model validation requirements, they promote a well-structured, documented and 
controlled process of model development and refinement which should be consistently applied 
across the IAIG and to the different modelling areas. For example, ICP 17.14.3 Guidance 
states that “The IAIS considers that an insurer would generally be expected to decide how best 
to aggregate and account for the risks to the whole of its business. The determination of overall 
regulatory capital requirements by the internal model should consider dependencies within, as 
well as across, risk categories. Where the internal model allows for diversification effects, the 
insurer should be able to justify its allowance for diversification effects and demonstrate that it 
has considered how dependencies may increase under stressed circumstances”. 

586. Data used to build the internal model are one of the main drivers of its performance. As 
stated in ICP 17.14.4 Guidance “Internal models need high-quality data in order to produce 
sufficiently reliable results. The data used for an internal model should be current and 
sufficiently credible, accurate, complete and appropriate. Hence, a ‘statistical quality test’ 
should examine the appropriateness of the underlying data used in the construction of the 
internal model”. ICP 17.14.6 Guidance also deals with the use of external data specifying that 
“… any data not specific to the insurer would need to be carefully considered before deciding 
it was appropriate for use as the basis for an insurer's ‘statistical quality test’. Even where 
deemed appropriate, it may still be necessary to adjust the data to allow for differences in 
features between the data source and the insurer”. 

587. There is always a certain amount of expert judgement involved when selecting data for 
an internal model. To this end, ICP 17.14.7 Guidance states that “In assessing suitability of 
data and of other inputs, eg assumptions, to the internal model, expert judgment should be 
applied and supported by proper justification, documentation and validation”. 



 

 

 

Risk-based Global Insurance Capital Standard Version 
2.0 Public Consultation 
31 July 2018 – 30 October 2018 Page 149 of 158 
 

588. ICP 17.14.8 Guidance stresses the importance that “The methodology should also be 
consistent with the methods used to calculate technical provisions”. 

589. Moreover, as stated in ICP 17.14.9 the “statistical quality test should also include a 
review of the internal model to determine whether the assets and products as represented in 
the model truly reflect the insurer's actual assets and products. This should include an analysis 
of whether all reasonably foreseeable and relevant material risks have been incorporated, 
including any financial guarantees and embedded options. Insurers should also consider 
whether the algorithms used are able to take into account the action of management and the 
reasonable expectation of policyholders. Testing should include future projections within the 
model and to the extent practicable ‘back-testing’ (the process of comparing the predictions 
from the model with actual experience)”. 

 

 

9.2.3.7 Prerequisite 5: Calibration test 

590. Building on ICP 17.15 the IAIG should “… conduct a ‘calibration test’ to demonstrate 
that the regulatory capital requirement determined by the internal model satisfies the specified 
modelling criteria”. 

591. The ICP definition of calibration is different from the general definition of calibration 
used in statistics and actuarial science. For example, model calibration is often defined in 
statistics as the process of adjustment of the model parameters to obtain a model 
representation of the processes of interest that satisfies pre-agreed criteria (eg Goodness-of-
Fit). As indicated in the ICP 17.15.2 Guidance the “calibration test” should be used by the IAIG 
to demonstrate that the internal model is calibrated appropriately to allow a fair, unbiased 
estimate of the capital required for the particular risk measure, level of confidence and time 
horizon specified by the supervisor. In the case of the ICS standard method, the calibration 
target is VaR 99.5% over a one-year time horizon.  

592. Where an IAIG uses a different confidence interval (eg 99.7% in order to maintain a 
certain investment grade rating), risk measure (eg TVaR for Cat Risk) or time horizon (eg to 
ultimate) than the one set out for the ICS standard method capital requirement calculations, it 
may need to recalibrate its model to the ICS capital requirement target criterion (ie VaR 99.5% 
over a one year time horizon). Alternatively, the IAIG can provide quantitative evidence on how 
this outcome compares to the ICS target criterion. 

 

 

9.2.3.8 Prerequisite 6: Use test and governance 

593. Building on ICP 17.16, IAIGs need: 
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use internal models for certain risks or business lines”. To this end, the IAIG should provide in 
its self-assessment the rationale for the limited scope of the internal model. 

 

 

9.2.3.11 Prerequisite 9: The resulting ICS capital requirement more 
appropriately reflects the risk profile of the insurer 

607. According to ICP 17.12.15, “an insurer should be required to justify the limited scope 
of the model and why it considers that using partial internal modelling for determining 
regulatory capital requirements is more consistent with the risk profile of the business than the 
standardised approach or why it sufficiently matches regulatory capital requirements”. 

 

 

9.2.3.12 Prerequisite 10: Explain how the partial internal model and 
standard method’s results can be integrated 

608. It is essential that the integration of the partial internal model and the standard method 
results is being carried out prudently and consistently to derive the overall ICS capital 
requirement. To this end, the IAIG should provide evidence that the partial internal model and 
standard method results can be integrated. This prerequisite is particularly relevant for IAIGs 
whose internal model construction does not follow a similar design to the standard method (eg 
risks have not been defined or split along similar lines to the standard method, the target criteria 
are different, etc.). 

 

9.2.3.13 General comments 
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Glossary 

Term Acronym Definition / Reference 

2014 ICS Consultation 
Document 

2014 ICS 
CD 

http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard   

2015 Field Testing  See  “2015 Quantitative Field Testing Package” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard   

2015 Technical 
Specifications 

 See “Public 2015 Field Testing Technical 
Specifications” also known as the “Instructions for the 
April 2015 Quantitative Data Collection Exercise,” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

2016 Field Testing  See “2016 Quantitative Field Testing Package” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

2016 Technical 
Specifications 

 See “Public 2016 Field Testing Technical 
Specifications” also known as the “Instructions for the 
May 2016 Quantitative Data Collection Exercise,” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

2016 ICS Consultation 
Document 

2016 ICS 
CD 

http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard   

2017 Field Testing  See  “2017 Quantitative Field Testing Package” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

2017 Technical 
Specifications 

 See “Public 2017 Field Testing Technical 
Specifications” also known as the “Instructions for the 
May 2017 Quantitative Data Collection Exercise,” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

2018 Field Testing  See “2018 Quantitative Field Testing Package” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard 

2018 Technical 
Specifications 

 See “Public 2018 Field Testing Technical 
Specifications” also known as the “Instructions for the 
May 2018 Quantitative Data Collection Exercise,” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

Accumulated Other 
Comprehensive Income 

AOCI See section 9.1 on “GAAP with Adjustments” 

Arbitrage-Free Dynamic 
Nelson-Siegel Model 

AFNS 
Model 

See section 7.12 on “Interest Rate risk” 

Asset and Liability 
Management 

ALM  

http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
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http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
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Available for Sale AFS  

Basic Capital 
Requirements 

BCR See “IAIS Basic Capital Requirements for G-SIIs” and 
other related documents at 
http://www.iaisweb.org/page/supervisory-
material/financial-stability-and-macroprudential-policy-
and-surveillance  

Basel Committee on 
Banking Supervision 

BCBS https://www.bis.org/bcbs/  

Common Framework for 
the Supervision of 
Internationally Active 
Insurance Groups 

ComFrame http://www.iaisweb.org/page/supervisory-
material/common-framework  

Consistent and 
Comparable MOCE 

CC-MOCE See section 5.2 on “Margin Over Current Estimate 
(MOCE)” 

Cost of Capital MOCE C-MOCE See section 5.2.1.1 on “Cost of Capital MOCE (C-
MOCE)” 

Credit Risk Adjustment CRA See section 4.1.4.3 on “IAIS’ response to stakeholder 
comments and Field Testing results” 

Deferred Tax Assets DTAs See section 6.4 on “Capital elements other than 
financial instruments” and section 8 on “Tax 
Treatment”  

Deferred Tax Liabilities DTLs See section 6.4 on “Capital elements other than 
financial instruments” and section 8 on “Tax 
Treatment”  

Dynamic Nelson-Siegel 
Model 

DNS Model See Annex 2 of ICS Version 1.0 for extended field 
testing at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

Financial Stability Board FSB http://www.fsb.org/  

GAAP with Adjustments GAAP Plus See section 9.1 on “GAAP with Adjustments” 

Generally Accepted 
Accounting Principles 

GAAP https://en.wikipedia.org/wiki/Generally_accepted_acco
unting_principles 
http://www.accountingfoundation.org/gaap  

Global Systemically 
Important Financial 
Institutions 

G-SIFI http://www.fsb.org/2011/11/r_111104bb/  

Global Systemically 
Important Insurers 

G-SII http://www.iaisweb.org/page/supervisory-
material/financial-stability-and-macroprudential-policy-
and-surveillance   
http://www.fsb.org/2014/11/2014-update-of-list-of-
global-systemically-important-insurers-g-siis/  

http://www.iaisweb.org/page/supervisory-material/financial-stability-and-macroprudential-policy-and-surveillance
http://www.iaisweb.org/page/supervisory-material/financial-stability-and-macroprudential-policy-and-surveillance
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http://www.iaisweb.org/page/supervisory-material/common-framework
http://www.iaisweb.org/page/supervisory-material/common-framework
http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
http://www.iaisweb.org/page/supervisory-material/insurance-capital-standard
http://www.fsb.org/
https://en.wikipedia.org/wiki/Generally_accepted_accounting_principles
https://en.wikipedia.org/wiki/Generally_accepted_accounting_principles
http://www.accountingfoundation.org/gaap
http://www.fsb.org/2011/11/r_111104bb/
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http://www.fsb.org/2015/11/2015-update-of-list-of-
global-systemically-important-insurers-g-siis/ 
http://www.fsb.org/2016/11/fsb-publishes-2016-g-sii-
list/ 
http://www.fsb.org/2017/11/review-of-the-list-of-global-
systemically-important-insurers-g-siis/   

Group-Wide Supervisor GWS  

Held for Insurance 
Reserves 

HFR See section 9.1 “GAAP Plus” 

Higher Loss Absorbency HLA See “IAIS Higher Loss Absorbency Requirement for G-
SIIs” and other related documents at 
http://www.iaisweb.org/page/supervisory-
material/financial-stability-and-macroprudential-policy-
and-surveillance  

Insurance Capital 
Standard 

ICS http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard  

ICS Version 1.0 for 
extended field testing 

 See “ICS Version 1.0 for extended field testing” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard 

Insurance Core Principles ICP http://www.iaisweb.org/page/supervisory-
material/insurance-core-principles  

International Association 
of Insurance Supervisors 

IAIS http://www.iaisweb.org/home  

International Financial 
Reporting Standards 

IFRS http://www.ifrs.org/About-us/IASB/Pages/Home.aspx  

International Monetary 
Fund 

IMF http://www.imf.org/external/index.htm  

Internationally Active 
Insurance Group 

IAIG See the Revised ComFrame draft 2018 at 
http://www.iaisweb.org/page/supervisory-
material/common-framework  

Kuala Lumpur Agreement KL 
Agreement 

See “Implementation of ICS Version 2.0” at 
http://www.iaisweb.org/page/supervisory-
material/insurance-capital-standard 

Last Observed Term LOT See section 5.1.1 on “Discounting” 

Long Term Forward Rate LTFR See section 5.1.1 on “Discounting” 

Management Actions  See section 7.5 on “Management actions” 

Margin Over Current 
Estimate 

MOCE A margin that exceeds the current estimate in 
valuation of technical provisions to cover the inherent 
uncertainty of those obligations.  
http://www.iaisweb.org/page/supervisory-
material/glossary  
See also ICP 14.7 

http://www.fsb.org/2015/11/2015-update-of-list-of-global-systemically-important-insurers-g-siis/
http://www.fsb.org/2015/11/2015-update-of-list-of-global-systemically-important-insurers-g-siis/
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Market-Adjusted 
Valuation  

MAV See section 5.1 on “Market-adjusted valuation (MAV) 
approach” 

National Association of 
Insurance 
Commissioners 

NAIC http://www.naic.org/  

Net Asset Value NAV The value of assets minus the value of liabilities. 

 
Organisation for 
Economic Co-operation 
and Development 

OECD http://www.oecd.org/  

Prescribed Capital 
Requirement 

PCR A solvency control level above which the supervisor 
does not intervene on capital adequacy grounds. See 
ICP 17.4  

Prudence MOCE P-MOCE See section 5.2.1.2 on “Prudence MOCE (P-MOCE)” 
 

Reference date  The balance sheet date on which the ICS is calculated 

Smith-Wilson Technique  See section 5.1 on “Market Adjusted Valuation” 

Tail Value at Risk Tail-VaR Value at risk (VaR) plus the average excess over the 
VaR if such excess occurs over a specified amount of 
time. Sometimes also called “Conditional value at risk”, 
it asks the question “If things do get bad, how much 
can we expect to lose?” 
http://www.iaisweb.org/page/supervisory-
material/glossary  

Time Value of Options 
and Guarantees 

TVOG See section 9.1 “GAAP Plus” 

Value at Risk VaR An estimate of the worst expected loss over a certain 
period of time at a given confidence level 
http://www.iaisweb.org/page/supervisory-
material/glossary  

Field Testing Volunteer 
Insurance Groups 

Volunteer 
Groups 

See section 1 on “Introduction” 

Weighted Average of 
Multiple Representative 
Portfolios 

WAMP See section 5.1.1.2 on “Adjustments to the base yield 
curve”  

 

http://www.naic.org/
http://www.oecd.org/
http://www.iaisweb.org/page/supervisory-material/glossary
http://www.iaisweb.org/page/supervisory-material/glossary
http://www.iaisweb.org/page/supervisory-material/glossary
http://www.iaisweb.org/page/supervisory-material/glossary
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