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Restricted 

 Capital Adequacy 

The supervisor establishes capital adequacy requirements for solvency purposes 
so that insurers can absorb significant unexpected losses and to provide for 
different degrees of supervisory measures. 

 

 

17.0 Introductory Guidance 

17.0.1 This ICP does not directly apply to non-insurance legal entities (regulated 
or unregulated) within an insurance group, but it does apply to insurance 
legal entities and insurance groups with regard to the risks posed to them 
by non-insurance legal entities.  

Capital adequacy in the context of a total balance sheet approach 

17.1 The supervisor requires that a total balance sheet approach is used in the 
assessment of solvency to recognise risks and the interdependence 
between assets, liabilities, regulatory capital requirements and regulatory 
capital resources. 

17.1.1 The overall financial position of an insurer should be based on consistent 
measurement of assets and liabilities and explicit identification and 
consistent measurement of risks and their potential impact on all 
components of the balance sheet.  

17.1.2 The assessment of the financial position of an insurer for supervision 
purposes should address the adequacy of the insurer’s technical 
provisions, regulatory capital requirements and regulatory capital 
resources. These aspects of solvency assessment (namely technical 
provisions and capital) are intrinsically inter-related and should not be 
considered in isolation by a supervisor.  

17.1.3 Capital resources may be regarded very broadly as the amount of the 
assets in excess of the amount of the liabilities. Assets and liabilities in 
this context may include contingent assets and contingent liabilities. 
Liabilities in this context include technical provisions and other liabilities 
(some of these other liabilities may be recognised as regulatory capital 
resources – see Standard 17.11 and related guidance).   

17.1.4 Liabilities and regulatory capital requirements should be covered by 
adequate assets appropriate in nature considering the liabilities and 
regulatory capital requirements they cover. To address the quality of 
assets, the supervisor may consider applying restrictions or adjustments 
(such as quantitative limits, asset eligibility criteria or prudential filters) 
where the risks inherent in certain asset classes are not adequately 
covered by the regulatory capital requirements. 
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 Legal Entity Focus  Group Level Focus 

Large relative weight of 
group-wide supervision 
with respect to local 
supervision 

Capital adequacy is assessed 
for all relevant legal entities 
based on the local capital 
framework but taking into 
account group impact; 
requirements will be binding 
(meaning that if there are 
shortfalls in capital adequacy, 
there would be a need for the 
legal entities to take actions 
including obtaining capital 
injection from the group) 

- Local supervisors apply their 
respective local capital 
frameworks on the legal entity, 
which are binding 

Capital adequacy is 
assessed under the 
assumption that the group 
behaves as a single 
integrated entity. 

- A group-level capital 
assessment of capital 
adequacy will be made, 
based on a common 
framework eg a group-wide 
capital framework; 
requirements will be binding 

- Local supervisors apply 
their respective local capital 
frameworks on the legal 
entity, which are binding 

Small relative weight of 
group-wide supervision 
with respect to local 
supervision 

- Capital adequacy is 
assessed for all relevant legal 
entities based on the local 
capital framework but taking 
into account of group impact; 
but requirements will not be 
binding  

- Local supervisors apply their 
respective local capital 
frameworks on the legal entity, 
which are binding 

A group-level capital 
assessment of capital 
adequacy will be made, 
based on a common 
framework eg a group-wide 
capital framework; but 
requirements will not be 
binding 

- Local supervisors apply 
their respective local capital 
frameworks on the legal 
entity, which are binding 

 

 

Additional guidance for insurance groups and insurance legal entities that are 
members of groups - group level focus 

17.1.10 Under a group-wide capital adequacy assessment which takes a group 
level focus, the insurance group is considered primarily as a single 
integrated entity and a separate assessment is made for the group as a 
whole on a consistent basis. This assessment includes adjustments to 
reflect constraints on the fungibility of capital resources and 
transferability of assets among group members. Hence under this 
approach, a total balance sheet approach to solvency assessment is 
followed that is based (implicitly or explicitly) on the balance sheet of the 
insurance group as a whole. However, adjustments may be necessary 
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to appropriately reflect relevant risks from non-insurance members of the 
insurance group. 

17.1.11 Methods will vary in the way in which group regulatory capital 
requirements are calculated. The group’s consolidated accounts may be 
used as a basis or an aggregation method may be used. In the 
consolidated approach, intra-group holdings are already adjusted but 
further adjustments may be needed to reflect the fact that the group may 
not behave or be allowed to behave as one single entity. Consolidated 
accounts may be those used for accounting purposes or they may differ 
in terms of the entities included in the consolidation. An aggregation 
method may sum surpluses or deficits (ie the difference between 
regulatory capital resources and regulatory capital requirements) for 
each insurance legal entity in the group with relevant adjustments for 
intra-group holdings in order to measure an overall surplus or deficit at 
group level, taking also into consideration entities other than insurance 
legal entities. Alternatively, the aggregation approach may sum the 
insurance legal entity regulatory capital requirements and insurance 
legal entity regulatory capital resources separately in order to measure  
group-wide regulatory capital requirements and group-wide regulatory 
capital resources. Where an aggregation approach is used for a cross-
border insurance group, consideration should be given to consistency of 
valuation and capital adequacy requirements and their treatment of IGTs. 

Additional guidance for insurance groups and insurance legal entities that are 
members of groups - legal entity focus 

17.1.12 Under  a legal entity focused group-wide capital adequacy assessment, 
the insurance group is considered primarily as a set of interdependent 
legal entities. The focus is on the capital adequacy of the parent and 
each of the insurance legal entities in the insurance group, taking into 
account risks arising from all entities within the group, including those 
involving non-insurance legal entities. The regulatory capital 
requirements and regulatory capital resources of the insurance legal 
entities in the group form a set of connected results but further 
adjustments are needed for non-insurance legal entities in determining 
the overall group-wide regulatory capital requirements and group-wide 
regulatory capital resources. This is consistent with a total balance sheet 
approach, as the assessment considers the balance sheets of the 
individual group entities simultaneously rather than amalgamating them 
to a single balance sheet for the group as a whole.  

17.1.13 For insurance legal entities that are members of a group and for 
insurance sub-groups that are part of a wider insurance or other sector 
group, the potential impact arising from group risk should be taken into 
account in the capital adequacy assessment. 

Establishing regulatory capital requirements 

17.2 The supervisor establishes regulatory capital requirements at a sufficient 
level so that, in adversity, an insurer’s obligations to policyholders will 
continue to be met as they fall due, and requires that insurers maintain 
regulatory capital resources to meet regulatory capital requirements. 
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17.2.7 For an insurer, the management and allocation of capital resources is a 
fundamental part of its business planning and strategies. In this context, 
capital resources typically serve a broader range of objectives than those 
described in Guidance under 17.2.5. For example, an insurer may use 
regulatory capital resources over and above the regulatory capital 
requirements to support future growth or to achieve a targeted credit 
rating.  

17.2.8 An insurer’s capital management (in relation to regulatory requirements 
and own capital needs) should be supported and underpinned by 
establishing and maintaining a sound enterprise risk management 
framework, including appropriate risk and capital management policies, 
practices and procedures which are applied consistently across its 
organisation and are embedded in its processes. Maintaining sufficient 
regulatory capital resources alone is not sufficient protection for 
policyholders in the absence of disciplined and effective risk 
management (see ICP 16 Enterprise Risk Management for Solvency 
Purposes). 

Additional guidance for insurance groups and insurance legal entities that are 
members of groups 

17.2.9 The supervisor should require insurance groups to maintain regulatory 
capital resources to meet regulatory capital requirements. These 
requirements should take into account the non-insurance activities of the 
insurance group. For supervisors that undertake group-wide capital 
adequacy assessments with a group level focus this means maintaining 
insurance group-wide regulatory capital resources to meet insurance 
group-wide regulatory capital requirements for the group as a whole. For 
supervisors that undertake group-wide capital adequacy assessments 
with a legal entity focus this means maintaining regulatory capital 
resources in each insurance legal entity based on a set of connected  
regulatory capital requirements for the group’s insurance legal entities 
(see Guidance under 17.1.13) which fully account for the relationships 
and interactions between these legal entities and other entities in the 
insurance group. 

17.2.10 A group-wide capital adequacy assessment does not replace 
assessment of the capital adequacy of the individual insurance legal 
entities in an insurance group. Instead, its purpose is to determine that 
group risks are captured and the capital adequacy of individual insurance 
legal entities is not overstated (considering possible aspects such as 
multiple gearing and leverage of regulatory capital resources or as a 
result of risks emanating from the wider group), and that the overall 
impact of IGTs is appropriately assessed.  

17.2.11 Group-wide capital adequacy assessment considers whether the amount 
and quality of regulatory capital resources relative to regulatory capital 
requirements  are adequate and appropriate in the context of the balance 
of risks and opportunities that group membership brings to the group as 
a whole and to insurance legal entities that are members of the group. 
The assessment should satisfy requirements relating to the structure of 
group-wide regulatory capital requirements and group-wide regulatory 
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capital resources and should supplement the capital adequacy 
assessments of individual insurance legal entities in the group. It should 
indicate whether there are sufficient regulatory capital resources in the 
group so that, in adversity, obligations to policyholders will continue to be 
met as they fall due. If the assessment concludes that group-wide 
regulatory capital resources are inadequate or inappropriate, then 
corrective action may be triggered either at a group or an insurance legal 
entity level.  

17.2.12 The quantitative assessment of group-wide capital adequacy is one of a 
number of tools available to supervisors for group-wide supervision. If 
the overall financial position of a group weakens it may create stress for 
its members either directly through financial contagion and/or 
organisational effects or indirectly through reputational effects. Group-
wide capital adequacy assessment should be used together with other 
supervisory tools, including, the capital adequacy assessment of 
insurance legal entities in the group. A distinction should be drawn 
between regulated entities (insurance and other sectors) and non-
regulated entities. It is necessary to understand the financial positions of 
both types of entities and their implications for the capital adequacy of 
the insurance group but this does not imply setting regulatory capital 
requirements for non-regulated entities. In addition, involved supervisors 
should take into consideration the complexity of intra-group relationships 
(between both regulated and non-regulated entities), contingent assets 
and liabilities and the overall quality of risk management in assessing 
whether the overall level of safety required by the supervisor is being 
achieved. 

17.2.13 For insurance legal entities that are members of a group and for 
insurance sub-groups that are part of a wider insurance or other sector 
group, regulatory capital requirements and regulatory capital resources 
should take into account all material group risks. 

Structure of regulatory capital requirements - solvency control levels 

17.3 The supervisor sets solvency control levels based on regulatory capital 
requirements which trigger different degrees of supervisory measures in a 
timely manner. There is coherence between the solvency control levels and 
the associated actions at the disposal of the insurer and/or the supervisor. 

Establishing solvency control levels  

17.3.1 The supervisor should establish control levels that trigger measures by 
the supervisor when an insurer’s regulatory capital resources fall below 
these control levels. A control level may be supported by a specific or a 
more general framework providing the supervisor latitude of action. A 
supervisor’s goal in establishing control levels is to safeguard 
policyholders from loss due to an insurer’s inability to meet its obligations 
when due. 

17.3.2 The solvency control levels provide triggers for action by the insurer 
and/or the supervisor. Hence, they should be set at a level that allows 
measures at a sufficiently early stage of an insurer’s difficulties so that 
there can be a realistic prospect for the situation to be rectified in a timely 
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