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Moderator W. Paul McCrossan: … and monitoring what’s happening in Solvency II and also looking at implications in Canada. 
Now let me just finish with one little plug.

Insurers in Canada by and large made it through the 2000 to 2003 recession in good shape. I think that that has given Cana-
dian insurers a sense of complacency, and Canadian Actuaries a sense of complacency, which is not well deserved. Insurers in 
Europe had more problems, there were a large number of insurers ran into capital problems. A couple of them were closed for 
new business. 

My observation is that the developments in economic capital and solvency standards in Europe since 2002 are racing ahead of 
where we are. And they’re using work that was chaired by one of our members. So, maybe the definition of fame is when you’re 
recognised outside your own country, and Stuart didn’t write this report [viz.“A Global Framework for Insurer Solvency Assess-
ment” aka the Bluebook], he just chaired it, and as you know the Chairman has nothing to do whatsoever with the contents. 
[Laughter.] But Stuart is famous in Europe because of this report, and I won’t quite say he’s a non-entity in Canada [Laughter.], 
but the report isn’t getting the attention it warrants. And you should get out there and line up, and demand that we get into 
a second printing of this thing and read it, because it’s worthwhile. That being said, Stuart can I ask you to describe what you 
didn’t do but just looked over the shoulders of people who actually were doing?

Panelist Stuart F. Wason: Thank you very much, Paul, for the wonderful advertisement, and of course the project was twenty 
people, all equal, so you can get twenty signatures or autographs on those books, if you can. And, certainly, there’s another 
member of the working party here at the end, in the form of Allan, and of course Rolf is currently Vice-Chair of the IAA Solvency 
Sub-Committee, as well. So, lots of activity. Thanks for the plug. That was great.

Key topics for this session that I’d like to run through, in my part of the presentation with you today, just give you a bit of an 
introduction to the International Actuarial Association (IAA) Solvency Sub-Committee, its role, some of the things we talked 
about at the last meeting of the Sub-Committee. The IAA does get together twice a year, all its Committees and the Council, 
and the last meeting was in June, in Rome.

I’d like to try and give you some background – because we’ve got a Canadian audience – to give you some background as to 
the activities that are going on. Who the different players are in the solvency arena. Sometimes you’re just familiar with one or 
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two of them. I’ll try and give you an indication of the whole breadth of players who are involved in the solvency arena, I think 
it helps to paint the picture a little bit, show you some more colour, in what’s going on. So we’ll do that in the stakeholders 
section. And then I’d like to give some comments at the end about what I see, in a comparison to the Solvency Frameworks 
worldwide, is that there’s a lot of activity going on. 

So, first of all to the International Actuarial Association Sub-Committee and I guess, I should right of the bat say, if you haven’t 
signed up yet during block six for Denise’s session right after lunch, then you should, because that’s where you’re going to hear 
about what’s happening in Canada in this regard. [Refer to PD 6613 “CIA Solvency Framework Sub-Committee MCCSR in the 
21st Century”.] So, this is kind of the international discussion, the Canadian perspective and what are we doing. There you 
go, Denise.

So, back to the International Actuarial Association Sub-Committee which was formed in 2004, really in reaction to the Bluebook 
that was published in 2004. We recognized at that point that there was a fair bit of interest worldwide, country by country, but 
also by international associations that were involved in the solvency topic. There was really a demand, if you like, for work in 
the solvency arena, so hence the Sub-Committee was formed. It had three objectives and you see those before you. I’d just like 
to briefly expand on those three components of our terms of reference.

The first one was to continue the work of the International Actuarial Association in the solvency arena. What is that? What should 
that be? And we believe it is to carry on providing demonstrations of the work that is in the Bluebook itself. The Bluebook for 
example an addition to the lovely subject of copulas has a number of case studies at the back, for life, for non life and for health 
as well. We believe there is a lot more work that needs to go on in many areas there, and that the IAA Solvency Sub-Committee 
can be of assistance in that area. We believe that we can play a valuable role in trying to gather together, from different countries, 
those who are working on solvency initiatives, their best practices – even just differences in practices that are going on – and 
pull those together, and allow the worldwide community to observe what’s going on in different countries. 

A very important stakeholder for the profession, in many respects, is the International Association of Insurance Supervisors (IAIS) 
and they have a Solvency Sub-Committee that actually has a longer name than that, but that’s the abbreviated form, which has 
a similar mandate to the IAA Solvency Sub-Committee. And so the IAIS is the international voice of supervisors, and the IAA 
Solvency Sub-Committee is the international voice of the profession. So, there’s a need for those two to communicate, to share 
agenda items, and hopefully appear on each others meetings from time to time.

Then thirdly, that there is a need for the IAA Solvency Sub-Committee to co-ordinate various related projects that are going on 
in different countries, the most significant of those initiatives, right now, which is live, is what’s happening in Europe with the 
Solvency II, and so we’ve got Rolf here to tell you how that is going.

As I mentioned, the Solvency Sub-Committee did have a meeting in Rome, in June. Minutes of the meeting are just being 
formed now, and actually Rolf and I, after this meeting have to get together and talk about project list for the next six months. 
This was a list of discussion topics that we had during our meeting. I won’t try and brief you on all the aspects of the meeting. 
Well, two items that perhaps would be of direct interest are the subject of internal model standards. I’m going to talk about this 
through the presentation, but we believe there is a need for standards to be developed surrounding internal models, and that 
we’ll probably be heading in that direction gradually at the IAA level. Internal models of course are an important component 
for large companies in determining their capital requirements on the risk-based economic approach.

Another topic is a request from the IAIS to the IAA, to put together some comparative work on reserving practices in countries 
that, how can we say, our best practices in reserving, principles-based techniques. One that we would aspire ahead towards 
and so the IAIS has come to us in that regard and I believe the working party is going to be formed probably in the next couple 
of months at the IAA level to assemble that work from a number of countries, and Canada will likely be included, I’m sure, in 
that list of countries to be profiled. 

So, let me now move off the role of the IAA Solvency Sub-Committee, and talk to you a bit about different stakeholders and 
their role. First up on the list of stakeholders in the insurance industry, especially with respect to solvency, of course, are the 
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supervisors. And on this slide, I’m just trying to indicate that their international voices is the IAIS, as I mentioned. They have 
produced a number of standards, and very useful principle documents, in the last few years, actually from a standing start in 
1996 – was it, Allan, something like that? I think, I’m close. Anyway, from a standing start in 1996, the IAIS has become increas-
ingly active and it’s really good to see a lot of good works coming out of the IAIS.

At a regional level, especially within Europe, there’s the European Committee of Insurance and Occupational Pension Supervisors 
(CEOPS). That’s a regional group of supervisors. Then, of course, at the national level we have the Office of the Superintendent 
of Financial Institutions (OSFI) in Canada, and we also have the Autorité des marchés financiers (AMF), So, those are just a run 
through of the different levels of insurance supervision.

I thought I would just give you a little bit of a taste of some of the core principles that the IAIS is producing, so you’d understand 
some of the work that they have been doing. Insurance Core Principle Number 18, talks about Risk Assessment and Manage-
ment. I tried to pick out two that I thought were very relevant to the solvency topic, and this one indicates that the supervisory 
authority requires insurers to recognize the range of risks that they face, and to assess and to manage them effectively. I won’t 
go through all the points, but right down at the bottom I think, you see a key one, ultimate risk management responsibility in 
the IAIS viewpoint rests with the company’s board of directors. 

So, just again as another illustration of the work that the IAIS is doing, in developing standards for its members, which are vari-
ous national supervisors, Insurance Core Principle Number 23, there’s a lot of words on this line but basically it’s that insurers 
must comply with the prescribed solvency regime which includes capital adequacy requirements, and suitable forms of capital. 
And just kind of, there many points on this slide but at the bottom is, “capital adequacy requirements must be sensitive to the 
size, complexity and the risks of an insurer.” And this is going to be important to us as we talk about the use of standardised, 
as well as internal, models for solvency assessment. 

Now moving beyond insurance sector, their related supervisors – I think we should understand their role and their activity, of 
course – their financial sector supervisors, in particular, the Bank for International Settlements (BIS) and Basel Committee for 
Banking Supervision. Nick Le Pan plays a key role … Allan, what’s the role that Nick plays with the BCBS?

Panelist Allan Brender: Nick is the Vice-Chairman of the Basel Committee and Chairman of the Accord Implementation.

Panelist Wason: Okay, so hope you could hear that, I’m not quite sure I could repeat all those titles, but suffice it to say that 
Nick because of his combined banking and insurance responsibilities is heavily involved with the BCBS. 

The Chair of the BCBS, Jaime Caruana, spoke recently about the Basel II Framework being applied to banks. And here, I think 
it is important for us to note that it is inevitable that integrated financial sector supervisors are going to draw parallels between 
what is being done for banks and what is being done for insurance. We’ll have to be careful as an actuarial profession, I guess 
in considering where the key points of difference and similarities should be between the two sectors because it is inevitable that 
comparisons will be made. In any event, key words that I would take out of Jamie’s speech would be, his hope that the Basel II 
framework would be considered an important step forward in continuing to replace static rules, with rules that offer incentives 
to firms to improve constantly their internal governance, and management of risk. I think that’s a very positive step forward.

And the last point, which I did want to put up on a slide for you is that from the BCBS point of view, and I guess all of the 
financial sector supervisors, their point of view. Financial stability is really very important to them. Global financial stability it’s 
a pre-condition in their view for sustained growth, not only the global economy, but each of our national economies as well. 
And it’s really crucial that we find ways of identifying risks to that financial stability, and make sure that they are recognised in 
each of our Solvency Detection Mechanisms. So, I’ll leave you with that thought.

Just briefly, other financial sector supervisors, if you like, there are groups of the supervisors together under the Joint Forum 
would be one example and the Joint Forum is been very effective in producing a number of useful papers on risk and I’ve 
listed a number of them here. They’re very good reads, and I would recommend them to you – liquidity risk, operational risk, 
et cetera. 
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Other supra-national organizations, organizations that transcend national boundaries, would include the World Bank and the 
International Monetary Fund. They have developed over last several years of Financial Sector Assessment Program (FSAP), 
which was introduced in May of 1999 to review and promote the soundness of financial systems in member countries. And I 
think Canada was the first guinea pig in that assessment program. So, they take an on-going and proactive role in going from 
country to country.

The Organization for Economic Co-operation and Development (OECD) also has an interest in the financial sector, and espe-
cially insurance companies, and they produced a very informative report in 2003. So, what I wanted to do kind of with this list 
is just to acquaint you with, who are the different players. There many interested parties in the financial sector, its soundness, 
its financial stability, beyond just our local supervisors here who are the most important for us. I just wanted to let you know 
the full picture.

One thing that the IAIS has been developing of late is a common solvency structure and standards for the supervision of insurance. 
It’s supposed to be that the picture is worth a thousand words but, actually the picture begets a thousand words. [Laughter.] In 
the banking sector, you may have heard that they have a three pillared structure to supervision. And the IAIS felt that, that was 
admirable and they agreed with many of the concepts with the three pillared structure for banking supervision. But they had a 
slightly different view of how it might work in the insurance sector; and actually they quite complimentary those concepts. But 
under Level I, which is on the left hand side if you look at those arrows, Level I in their common structure would be a set of 
pre-conditions that must exist for any effective functioning insurance market. That’s their Level I, if you like.

On top of Level I, would be a set of regulatory requirements in the field. For these regulatory requirements could be financial, 
they could be governance related, they could be market conduct related, and that would be on top of Level I. And then, finally, 
a Level III of supervisory assessment is required; a system of supervisory assessment of each individual insurer and possible 
intervention in the case of adverse experience.

And it’s at the common intersect, I guess, of supervisory assessment and each of those regulatory requirements, that is the posi-
tion that the IAIS sees for a set of common solvency standards. So, one picture begets a thousand words, I think was my … but 
those are the cornerstones, if you like, or the start of the cornerstones under discussion by the IAIS. 

The next two slides that you have in front of you are a set of Cornerstones laid out very recently by the IAIS to indicate the key 
elements that they think exist in the Solvency Framework from their perspective. And I’m not going to dwell on each one of 
these, in the interest of time, but I think what you will see in these cornerstones is that they recognize the importance of best 
estimate liabilities. You’ll see that maybe on the next page. You’ll see them refer to the need for prudence in assumptions. You 
will see, I guess, in Cornerstones II, the Solvency Regime needs to be sensitive to risk and that in Cornerstone I, the Solvency 
Regime needs to address the ability of the insurer to survive not only in the short term, but also in the longer term as well.

Now the IAA has provided feedback on … these are the words written by the IAIS. The IAA had a number of comments with 
respect to these points. If you look at them, and say, “Oh, I would have said them slightly differently, and especially in Canada”, 
then some comments to that effect have gone in from IAA. For example, I could give you one comment about Cornerstone 1. 
You might look at it and say, “Is DCAT in there? ‘Future financial condition and analysis’ – it doesn’t leap out at me that it says 
that that is a way, a very good way, of testing solvency over the longer time span.” So, we provided that comment to them, for 
example.

So, I’m just in the interest of time skip through that second set of Cornerstones. And let me finish off with some comments just 
about solvency frameworks around the globe. The Committee of European Insurers (CEA) engaged a consulting firm to put 
together a summary framework from around the world. The survey identified several key features of those Solvency Frameworks. 
I think it’s a very good starting point. 

There is actually another comparison that Denise’s Solvency Framework Sub-Committee is putting together, as well. It’s a work 
in progress at this point, so stay tuned for that. I think we’ll try and take the best of both worlds from this survey that has already 
been produced, with one that we have underway. And OSFI and AMF have been contributing to this work from the CIA.
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The CEA study compared a number of elements that might appear in an optimal solvency framework. They talked about the 
differences from country to country, in whether a solvency framework used a static or dynamic approach to solvency assess-
ment. Minimum Continuing Capital and Surplus (MCCSR) would be our primary bulwark for solvency assessment in Canada, 
of course. Is it a factor-based approach, or does it actually use modeling to determine those risks? What risks would be covered 
within a solvency framework? Is it just Insurance Risk? Or are credit risk, market risk, also covered, et cetera? A total balance 
sheet approach is used in various jurisdictions.

So, this was a bit of a run through of the characteristics in that CEA Survey. What I’d like to do, just to finish off, is to give my 
summary – having been through the IAA discussions, to have participated with Rolf – of what they’ve been grappling with in 
Europe, and to reflect on the key principles that are in the Bluebook, that Paul so graciously advertised for us.

I’d just like to go back to those principles as stated in the Bluebook, and give you a flavour as to how those principles are 
actually standing up worldwide at this time. So, one of the first principles in the Bluebook was that “we should strive for a 
multi-pillared approach to insurance supervision.” I think you can see from the IAIS material that I showed you, that indeed 
the IAIS has embraced a multi-pillared approach to supervision. It’s phrased a little bit differently than the Basel II Framework, 
but it’s trying to cover the same ground. Should all types of risks be included within the insurance supervisory framework? I 
think there’s general agreement that all risks need to be captured somewhere within the overall framework. There seems little 
disagreement at this point that insurance risk, credit risk, market risk should be covered, but the ongoing debate is with respect 
to liquidity and operational risks.

Should we follow a principles-based approach versus a rules-based approach to setting Solvency Framework? Indeed they’re 
very lively discussions in different jurisdictions on this topic, this is still evolving. The principles-based approach seems to be 
winning out, but some countries believe very strongly that the rules-based approach, which provides an objective approach to 
determining capital requirements, has much to favour supervisors especially in difficult situations. Total balance sheet approach 
was recommended by the IAA, now that seems to have been embraced in a number of jurisdictions, it seems to be winning 
converts in the United Kingdom, the Netherlands, and Switzerland. A number of areas believe that that is the right way to go, 
and so we’re comforted by that. 

What types of risk measures should be used in a Solvency Framework? The Bluebook recommended that tail value at risk 
(TVaR) which is used currently in Canada with respect to seg fund modeling is the theoretically best way to go. I believe there 
is a general theoretic agreement with that, but there is a need, in some cases, for practical measures where it may not always 
be possible to identify fully the distribution of loss and that value at risk (VaR) may have it’s place in some situations. So, Rolf’s 
going to talk about that.

We need to allow for an appropriate time horizon and degree of protection and there seems to be convergence towards the use 
of a one year horizon and something like a 99% degree of protection. I’m going to short-circuit the next couple of comments, 
but I would like to just pause on the advanced approaches. 

The use of internal models were greatly comforted that the recommendation by the IAA, seems to be finding a great deal of 
favour within large companies, and even by supervisors, that they would actually prefer the use of internal models, as much 
as possible to allow direct recognition of company practices, company risk. But unfortunately there’s a lot of work involved in 
getting to that goal. And I don’t think all companies, at this point, necessarily understand the work that will be involved to get 
internal models implemented.

So, just in conclusion, where are we at? I think Canada is perhaps one of the countries around the globe that is very well po-
sitioned to introduce some of these advanced concepts that are in the Bluebook. We’re in a good position to do it. I think we 
have implicit agreement amongst the major stakeholders in Canada to move forward. That’s going to require a lot of goodwill 
and cooperation amongst the parties. It’s not going to be something that occurs overnight for us. I think we’re looking at maybe 
2010, realistically, before we can fully introduce a complete revamp of the solvency framework in Canada, but it’s the right direc-
tion to go. And, by the way, our neighbours to the south, in the United States, are moving, edging, towards a principles-based 
approach, and I was just on a conference call the other day trying to help influence that process in the US 
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So, thank you very much. And sorry, Mr. Chairperson, I ran slightly over. [Applause.]

Moderator McCrossan: No problem, thank you. Rolf is next. 

Panelist Dr. Rolf Stölting: Good morning. Thank you very much for the invitation here; it’s an honour for me. My name is – I 
think I have to introduce myself. My name is Dr. Rolf Stölting as you can see in this slightly modified autograph. I’m am work-
ing for Munich Re in Munich, and I’m here as the Project Leader of the Solvency II Project from the European actuaries which 
is the Groupe consultatif – this is the Association of the European National Actuarial Associations.

And to begin with, I want to show you the complexity of the organisation of this project, and it’s even more complicated than 
on this picture. To the left hand side you see the initiator, the EU Commission. The EU Commission said, I think it was three 
or four years ago, that the old, so-called Solvency I rules for European insurance companies must be replaced by new ones 
which met better the risks of insurance companies and the solvency rules. And for this reason they began to write their first 
papers, I think the first paper came out two and half years ago. And one and a half years ago, the EU Commission asked the 
European Supervisors to gather themselves and to form an association which is called the Committee of European Insurance 
and Occupational Pension Supervisors (CEOPS) which are the twenty-five countries of the European Union plus three others 
for historical reasons – you know that Switzerland not within it. And they have for twelve months now a board, and they are a 
German association under German law in Frankfurt. 

They built at the beginning of the last year they set up five groups, these working groups, as Stuart has mentioned already, are 
showing that the idea that a Solvency II should be constructed in analogy to Basel II. And the first four groups are Pillar I groups, 
Pillar II and Pillar III groups. And then the last is the working group which deals with all types of conglomerates of overarching 
issues. And then the EU once again has asked CEOPS to have a consultative panel with all stakeholders in it. The role of this 
consultative panel is complicated and not so important here, I think.

Once again, the driver is the EU Commission. And they have to prepare, the EU Commission has to prepare the legislation for 
the EU Parliament and they ask now – one level lower if you want – the supervisors in Europe to provide answers, or to provide 
drafts for this legislation. But the EU ask the supervisors and they have to answer, this is the game if you will.

The Groupe consultatif has been founded twenty-seven years ago now, as a technical consultant body for the EU. The EU asked 
for it, for actuarial questions within the EU and the Groupe consultatif decided to mirror the five working groups of CEOPS. 
And as you have mentioned already I am the Project Leader of this project. And then there is the Comité européen des assur-
ances (CA), this is the Association of the European National Insurance Associations. There is also a Steering Group for Solvency 
II, their influence in more a kind of lobbying influence, because this is the role of the Insurance Associations. The Groupe 
consultatif, and this is important, always says that they are the professional body and they should not reflect in the first glance 
the companies’ interest, rather the professional interest.

Well, one word to the total complex picture here, it is an extremely open process. Everything is published in the Internet for 
everybody. All papers, all answers, draft answers, everything is published, even if the EU asked somebody and if some com-
pany or some associations gives an answer to these questions from the EU, this will be posted on the Internet. Everything is 
extremely open. 

What EU did is they launched three waves of Calls for Advice, as they call it. Three waves of request, and I will show them 
afterwards. And the first way is and this way for you; these calls for advice are the requests to CEOPS, to which CEOPS have 
to answer within a certain timeframe. And the three ways show simply the timing schedule as you can see here. They’ve just 
finished or finished next week, I think the technical advice; they call it the technical advice to the first wave which came from 
the EU in last October. And the last advice for the third wave should be finished at the end of February next year. 

And once again, you know this picture Solvency II is in analogous to Basel II. We have Pillar I is the quantitative slightly differ-
ent wording as the quantitative assessment of solvency, Pillar II is the qualitative control procedure, and Pillar III is the market 
discipline transparency.



Emerging Insurance Company Solvency Frameworks (Session 5709) 7

Proceedings of the Canadian Institute of Actuaries, Vol. XXXVI, No. 2, June 2005

And now I am going into the three ways for Calls for Advice. The First Call had six requests and you find them here, dealing 
mainly with Pillar II, with the qualitative control procedures, I think we should say. The First request deals with the Internal 
Control and Risk Management within a Company, then the second one General Aspects of the Supervisory Process. The quan-
titative tools are the third one, in the sense what should quantitative tools do, what should they cover, and what can they not 
cover? Is operational risk, for example, should it be part of a standard formula or not. These types of questions is discussed 
in this request. Then the transparency of the supervisory action – an important question, of course. Then should there be any 
investment management rules to the fifth one? And then about asset liability management is the sixth one.

And once again, there has been a very extensive draft answer from CEOPS three months ago, once again posted on the Internet 
for discussion. The CA, for example, answered to this draft. The Groupe consultatif did not answer to the draft for the simple 
reason that we have our myriad working groups, and we are working closely together, we try to co-operate with the CEOPS 
people. And therefore, they ask us directly, and as we answer also directly we give presentations and specific answers to specific 
questions, we think it doesn’t make any sense to comment that draft, as our comments are already in it. 

What we want to is when the final technical advice comes out, next week, then afterwards, we will if this makes sense – we 
have to see the answer – then we will comment or not we will decide afterwards, if our comments, if our point of views have 
been taken to account or not.

The most comprehensive wave is the second one. There are twelve calls for advice, number seven to twelve, yes twelve, seven 
to eighteen. The first six they mainly deal with Pillar I questions and as you can imagine Pillar I questions are very important, 
maybe not the most, but very important questions for all insurance companies. But the most popular questions of course what 
will the standard formula for the risk capital calculation be, and this question comes always in every discussion. And the other 
question is how can technical provisions be defined, how must that they be defined, this calls for advice number seven in life 
and in non-life insurance companies? What kind of safety margins should be calculated. I return to this question a little later. 

Then the big question of a standard formula in life and non-life, then internal models will be recognized, this has already been 
said by the EU Commission. There will be no doubt about it. The question is how can they be validated? Also a question which 
will be dealt in the IAA Solvency Sub-Committee. Then insurance will be recognised by Solvency II. The question is how, with 
insurance or other risk litigation techniques. Then thirteen to eighteen, it’s a little bit of a mix of Pillar I and Pillar II. Quantita-
tive impact studies and field tests must be made before implementing anything; how this can be done.

Then what should be Pillar II question: what should be the power of supervisory authorities? Should there be one two or three 
or more solvency control levels? The lowest one is the hardest where the company is shut down. Should there be other of these 
levels? What are fitted proper criteria for actuaries, for example, for the management? Should there be peer reviews between 
supervisors? And there are other, this is the last one is very complicated and there are a lot of group and cross-sectoral issues. 
How should the Solvency Capital Requirement be defined and measured within an insurance group? And there are a lot of 
insurance groups as you know, insurance and reinsurance for example, or insurance groups or financial groups with banks and 
insurance companies in it. 

A difficult question. It’s very difficult for another reason. As you know Europe is rather small. You have a lot of companies 
who have but it speak in a sense you have a lot of nations, and you have a lot of companies who have subsidiary companies in 
neighbour states within Europe. The supervision is a national supervision. How can this problem be tackled? It’s, in some sense 
the global economy versus the national supervision which is not easy to resolve.

The third way is mainly Pillar II. Well, it’s a little bit of all of the rest of them, in some sense. How can the capital requirements be 
covered with which capital? Then the co-operation once again, being supervisory authorities, public disclosure at the point of the 
pro-cyclicality which is important as we have seen recently in 2001-2. A lot of Insurance Companies in Europe sold their shares. 
And then, of course, solvency should not kill all these small and medium-sized companies, and this may be a problem. 

Well, I think, I can skip over this … no, I cannot because there are some important topics there.
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First of all the EU said already that in accordance with the future IAASP, future International Financial Reporting Standards IFRS 
for insurance companies, the provisions should be fixed on a discounted value basis but with a risk margin. How can this be 
done is the question? Then they fix that not the tail value of this should be taken as the risk measure, underlined for the standard 
formula, or for the internal models, but the value at risk. And the risk tolerance should be the value of risk of 99.5 percent. But 
of course this must be tested in the future, afterwards, if there are enough companies with enough money.

No standard formula has been fixed. There are always two things, the solvency capital requirement which is the amount offered 
solvency capital needed to the SCR at the minimum capital requirement which is below, and the question is how should the 
minimum capital requirement be calculated? Should it be a percentage? Now the risk tolerance is completely different formula, 
not solved now, this is the idea.

We have on the left hand side the technical reserves with the safety margin on it, question how this is to be calculated but it 
should be calculated with the time horizon until run off for all reserves. Then they have the Solvency Capital Requirement which 
should cope the yearly volatility of the business. I already mentioned different levels of intervention.

Here I can skip over because I just mentioned here once again the different risks from the IAA Bluebook, from the IAA Study. 
Operational risk is probably by far, at least for the time being, less important for the insurance companies of this Solvency II 
than it is for banks. One reason could be that the other topics of test and standard formula insurance technical risks are so dif-
ficult to cope with that, we keep this for and afterwards we discuss a lot about operational risks. Internal models, I mentioned 
already. You said that they want also that partial use is allowed for partial use of internal models which is a difficult subject, but 
I think, I have no time to go into it right now.

Why these are the supervisory activities, I think it’s more or less mentioned already, the reporting standards have not been de-
fined in Europe. We have the problem that we have a lot of different regimes, this must be harmonized. Harmonization is one of 
the most important topic for the EU Commission, and public disclosures comes also from the side, the banking side and as no 
supervision is a banking and insurance supervision. And the last slide, when will the work be done? The current best estimates, 
without risk margin, are next year. There will be the draft for the EU Parliament, and it’s not clear what will be in the draft but 
all the framework must be covered. And then the Supervisors will work it out, together with the EU Commission, the founda-
tions for the national laws until the so-called implemented measures may be until 2007-8, and then this must be implemented 
in national laws, and this will take probably until 2010. But there maybe a lot of delays, as you know.

Thank you very much. [Applause.]

Panelist Brender: Okay, I’m going to try and be brief, and not keep us from the cash bar too long.

I guess what I’ve been asked to talk about current developments, what’s happening both on the international scene, which 
means with the IAIS – with some countries in particular, some things I think are interesting in the UK and the US. And then a 
long range what’s going to happen, I think, in Canada.

The IAIS, as Stuart mentioned, everything happens in terms of setting standards and so on, most things happen within something 
called the Technical Committee, and then that there are a bunch of sub-committees which handle specific things. There’s an Ac-
counting Sub-Committee, for example, that has been working on the accounting, in particular, commenting to the International 
Accounting Standards Board (IASB) on some of it’s proposals.

Where, in fact, Canada scored, I think, a very significant breakthrough was in the IAA commentary on IASB very much endorses 
the kind of financial reporting scheme we have here, which is a single system for GAAP and statutory, based upon future projec-
tions – just a future look at everything, and so on.

The Solvency and Actuarial Issues Committee is the one that we’re really concerned about. You see in this diagram, and this is 
the IAIS conceptual framework, one thing I want to point out is the bottom, it talks about basic conditions for the functioning 
of a Supervisory Authority in supervision of an insurance markets. It’s something that doesn’t appear in the Basel Framework. 
I’ll remind you, the Basel Committee is the G-10 countries, all that stuff is given. IAIS consists of 130 countries with incred-
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ibly different states of development in terms of their insurance markets, and the legal systems and so on. And so that the IAIS 
definitely has to focus on what does a country need to establish a reasonable system. So, you start to see frameworks like that.

Market conduct gets to a kind of insurance supervision which in Canada is a provincial thing, and not a federal thing. What’s 
interesting is disclosure and market discipline is not specifically mentioned here, but it’s not forgotten either, as you’ll see. You 
can contrast this, of course – as we’ve been hearing several times today already – with the Basel Framework. I just want to make 
two points. Number one, the Pillar I is about capital and everyone identifies that with capital requirements, MCCSR as sort of 
for life insurance in Canada, for example, the Basel formula for banking, and so on. Pillar II, when you say supervision, most 
people think, well that’s what people like me do, but it’s more than that. It can also go back to capital, because it can talk about 
the supervisor coming back to an institution and saying, “We think, in addition to the capital in Pillar I, there’s something else 
that’s needed.” So, supervision might involve say, more capital. I’ll make that point because I’ll come back to it, in a little while, 
and you’ll see that in fact that it might happen. 

And finally, Pillar III Market Disclosure, it’s not just disclosure as you might have for accounting that says it’s good for investors 
to know what’s going on. The point here is that disclosure then brings pressure on the institution in terms of operating more 
efficiently, and so on. And from the point of view of a supervisor, the more pressure there is on the institution to operate ef-
ficiently, the better run it’s going to be, the easier our job is. So there’s a motivation there which is clear in the Basel Framework, 
that isn’t quite that explicit. 

And the last point I want to make is this, that with respect to this thing, is that this structure has been around for a little while, 
and there are at least seventeen or eighteen countries now where financial regulation is on an integrated basis. Canada certainly 
is one of them in terms of OSFI and as a matter of fact I mean the significant Provincial Regulator in Quebec the Autorité des 
marchés financiers, with its new name, has taken significant steps to become much more integrated, more in fact than we are 
because they’re also dealing with stock markets and so on. 

But there are a number of others, APRA is the Australian Regulators. Actually, there are two FSAs, the Financial Services Authority 
in the United Kingdom, which is the one that I’ll be talking about, and FSA in Japan as well – and numerous other ones around 
the world. Now, they’re dealing with banking, they’ve been dealing with this structure and there’s a lot of appealing things about 
this structure, it makes a lot of good conceptual sense. So, you’ll find that these are the words that are being used.

What is the IAAIS Committee doing? Briefly it has produced a framework for insurance supervision. It is now in the process of 
coming up with basic principles for that, with the so called “Cornerstones” paper which is actually out for public commentary. 
It has worked on that paper called “Suitable Forms of Capital”; this is what’s known to you as Tier I and Tier II. The question 
is that not all capital instruments are equally dependable, and somewhere or somehow thought of to be higher importance, 
and you might require more of that stuff. So, that’s sort of Tier I. Then there’s some other stuff Tier II. Believe it or not, in Basel 
there’s actually Tier III, nobody uses it but it’s there. 

They put out a paper on asset liability management (ALM). It’s still a work-in-progress. The main author, I think, who is managing 
this, is in fact, Helmut Engels from our office. And I want to remind you that although ALM in Canada, to the insurance com-
munity, seems old hat, for a large part of the world it’s very new. And you can say that some of the stuff that Paul referred to too, 
but the stock market problems three, four, three years ago were parked because ALM did not exist in a lot of these countries.

There’s a new project just getting underway where the IAIS is going to be looking at the cost of writing a paper and standards 
on the use of internal models. As it happens, I’ll be the head of that. There is a paper on DCAT stress testing now, which is es-
sentially on notions of DCAT, and in fact is in many ways better than the CIA’s DCAT standard as it stands today.

So, I just thought I’ll tell you some of the stuff that’s there. Of course, the big question is what else is going on outside of this 
Committee. One of the things is that there are a number of ways in which the IAIS is looking at disclosure requirements. They 
completed a paper on “Disclosure for General Insurance” and there’s work on a disclosure paper with respect to investments. 
And they will be beginning soon work on a paper for disclosure for life companies. And then I think the intention is once all 
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those three are done, is then going back to combine all three consolidated standards of practice – you’ll pardon the expression 
– and put them all into one big disclosure paper. I hope they have more success than the CIA had with that consolidation.

They’re also working on valuation of insurance liabilities, but I cautioned them and you that this is ongoing, and of course is 
deeply involved in IASB – which is the other “I” that we haven’t mentioned. Accounting standards are changing and a lot of 
what’s going to go on with respect to insurance liability, and financial reporting is not going to be really in their hands. If they 
stick to this idea of GAAP and statutory being the same, then in fact a lot of it is going to fall to IASB, and work being done 
more work on insurance accounting and the adjustment to fair values and that sort of thing.

And finally, something that is very significant, is that the IAIS is pushing the idea of regulation of reinsurers. Not all reinsurers, 
in fact, in the world are regulated. The assumption being that regulation very often you do for companies that deal with primary 
consumers and very often it’s been thought that reinsurers are dealing with sophisticated customers, and who should know what 
they’re doing, and therefore, do they need regulation? But in fact, the world is changing and now you’re starting to see, because 
of IAIS I think, that many countries are going to be adopting much more regulation for reinsurers.

The big thing that I haven’t mentioned, of course, is capital requirements, and what’s going to happen with this Bluebook. This 
Bluebook was written by this IAA Committee for the IAIS. So, the big IAIS project is to take that, and start forming some kind 
of standards for what capital requirements should be. That’s definitely on the agenda, but in fact it has not yet started. That is 
pretty much talks about IAIS.

In terms of current developments, there’s an interesting development in the United Kingdom. We visited the FSA two weeks ago, 
and this is something that we’ve seen coming, but it’s extremely interesting when you find out how it’s working. I mentioned 
that Pillar II can refer to individual company extra capital requirements. This is the route now that the FSA is starting to march 
down with respect to both life and general insurance companies. It’s a strange thing as life companies right now the only ones 
that we’re dealing with are those that offer with profits or par business but that’s a major segment of the life business there. But 
on the general P&C side, they’re also dealing with this basically with all major companies.

The idea is that they’re going to ask companies to calculate what capital they think they need on a realistic basis. This essentially 
means that they’re looking at economic capital. “Realistic basis” is something which they first have to define, because up until 
recently there was no generally accepted GAAP in the United Kingdom. But the FSA is pushing companies to arrive at a general 
consensus on this. Having consensus on financial reporting, you can start to get into economic capital and on a basis that might 
be comparable from company to company. 

The idea then is that companies would calculate their economic capital requirements, and focus on risk mitigation or control, 
so we’re starting to get into this idea that arose in banking, the regulator for pushing risk management onto the industry which 
in generally speaking for everyone’s benefit. Companies under this regime would then do their calculations, come to the FSA, 
talk to them in confidence about what their requirements are. And then the idea is, that the FSA will finally put all this together 
and figure out, based upon what they’ve seen, come back to companies and say: “we agree, we don’t agree, we think you should 
do more, whatever.” This is a very experimental process, it’s very much a developmental process, and it’s something that’s going 
to take a while. 

Incidentally, they issued some guidance which says if you just project for one year then we think you should be projecting capital 
to cover the 99.5th percentile, and so on. And as you project further out, then confidence level can drop, because you’re are 
dealing with a larger horizon. But what they have said is what they’re looking for is something like a three to five year projec-
tion, so you’re talking about 95 percent – something along those lines if it’s five years. And that’s the kind of thing that we’ve 
been thinking about as well. 

If you look at the instructions that they have given to companies, they’ve said when you give us all this information, we’d like 
it complete. It’s a big write-up because we want to know what the methodology and process was. What assumptions you made, 
exactly what kind of stress tests you ran. And now you see all of a sudden, they never had DCAT – they had financial condition 
reporting but it was never as required. But here all of a sudden they’re into DCAT, not to test whether your capital is sufficient, 
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but to actually find out how much capital you need. So, they’re taking it actually a level beyond what we do in Canada, and 
you’re essentially getting into a DCAT kind of a study. Talk about what the results of your various scenarios are in particular, 
discussion about management actions is the kind of thing that we say we want to know in DCAT, as well. I mean that’s the CIA 
standards. 

Now the point is, in all this, that it is experimental. Nobody has set out specific methodology, according to which economi-
cal capital or these individual capital assessments should be prepared. As a matter of fact, the FSA, I think, is looking to learn 
from this sort of thing. They want companies to describe their stuff, and they want descriptions of what companies intend to 
do because this is the first time through. What they intend to do in the future is to improve their models, and compare this to 
new regulatory capital requirements.

I should note it, also that traditionally most people probably think the UK had the European solvency, one kind of very simple 
capital calculation for life insurance and for P&C – a very, very simple thing. But what they introduced two years ago, the same 
time that they were talking about introducing this ICA was for, again on the life side just for the with profits business a very 
sophisticated MCCSR type of capital calculation. And on the P&C side with the general insurance side, something which is like 
our MCT test as well. So, they are introducing capital requirements, anticipating Solvency II. And of course their problem is, 
they’re going to have to then go back and change that again, but that’s their choice. But I mean the point is they think Solvency 
II is going to take too long, I guess, for their purposes.

But in saying compared to regulatory capital requirements, I think what they’re really saying, is what can we learn, and maybe the 
capital requirements themselves will evolve over time. And they’re getting into some of the same things, you hear OSFI saying, 
and you hear Basel people saying. We want to know about risk management. We want to know that management is involved in 
the risk management process. We want to know how these individual capital assessments, and your economic capital results. 
How we get to use them, what it means? 

I will briefly talk about the United States, this is just one slide. There are movements in the United States, there are people 
even within the regulatory community in the United States, who basically say their system is broken and needs to be fixed. 
They can’t do any patchworks stuff any more, and they really got a fundamental look at what’s going on. That’s some people. 
Unfortunately, not all of the people. 

The IAIS goes to the IAA for help much the way, traditionally, the National Association of Insurance Commissioners (NAIC) 
asks the American Academy of Actuaries for actuarial input, and so on. Until the last couple of years, the American Academy 
has several task forces that have been working to help them. And they’ve been working on one on on valuation of universal 
life. It’s clear, when you read it, this is the beginning of a new Standard Valuation Law. Through universal life they will bring in 
something which they hope applies more generally.

There’s another task force which is basically taking in the Canadian segregated (seg) fund methodology, and applying it to 
variable annuities. What’s new in the United States is, if you do all those kinds of things, all of a sudden you’re changing the 
actuary from someone who does arithmetic to someone’s whose judgement you’re relying on. And so the question is in the US, 
“Can we trust the actuary? How do we know we can trust them?” This is the big regulatory question. So, what the American 
Academy has been trying to tell the NAIC is, “Well, there is a process which they have in Canada called peer review, and if you 
have some process where you’re checking up on the actuary, maybe you can begin to believe that this actuary is following sort 
of consensus approaches to things, and you can trust the results. 

As this is was being prepared, the NAIC had a meeting two weeks ago. All this stuff was being presented there. Unfortunately, 
New York threw in a requirement in C-3 Phase II. They want one particular scenario that’s going to be extremely onerous, and 
it’s going to be the minimum requirement everyone thinks will now overwhelm everything going to be done through modeling. 
And, basically, no one is going to pay attention to the modeling. It is not clear any more that what the actuarial task force is 
doing has the support of the Commissions themselves.
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Briefly in Canada, as everyone knows, I think, MCCSR today is not what MCCSR originally set out to be. There’ve been a lot 
of changes, and it has been very dynamic. We’ve introduced lapse components. We’ve changed that. We’ve allowed for the risk 
passthrough on things like UL, on the asset risk passthrough. We’ve introduced important new techniques with respect to seg 
funds. We changed the treatment of negative reserves and lapses in terms of Tier I and Tier II capital. And we’re working now on 
updating the mortality component. Works in progress include, first of all, the mortality component. Second of all, the fixes with 
negative reserves, and cash surrender value (CSV) deficiencies are not perfect, and we’re looking at that. But I think the most 
important thing is that the Accounting Financial Instruments Paper is going to come into effect a year from now, or something 
on that lines, and that’s going to all of a sudden throw us into fair value with respect to assets, and to some extent insurance 
liabilities. And we’ve got to go back and recalibrate the whole capital requirement, and a whole bunch of other things, as well. 
And that really is going to take precedence. 

But there are long run things. A while back OSFI has been talking to the industry about a capital requirements and develop-
ments in the MCCSR. We got a wish list from the Canadian Life and Health Insurance Association (CLHIA) a while back. Obvi-
ously they’ve read the Bluebook, and they’re sort of trying to push us towards the Bluebook – more company specific things 
in particular. The correlation thing. Three years ago, companies were really concerned about competition in the United States 
and we’re almost pressing to use the US Risk Based Capital (RBC) square root correlation thing. That’s not on the books. That’s 
not going to happen. It’s not a very justifiable approach, if you look at the Bluebook, and you will see words like copulas, and 
so on, which makes much more sense. The whole structure of MCCSR would have to change before we would do that square 
root kind of stuff.

OSFI’s put out a paper where we’ve said basically that, from our point of view, things we’re looking forward to in the future are 
to extend the MCCSR in a number of ways. One is to cover operational risk. Operational risk is what we used to call everything 
else. It’s the 20 percent in the 120 percent of the MCCSR basic requirements. We don’t know how to deal with it, but I don’t 
think anyone else does either, effectively – but we’re working on it. Reinsurance counterparty risk is something which will come 
to the forefront, and that’s something we definitely want to look at. And because we have more and more international activity, 
foreign exchange is an interesting idea. Because we are an integrated regulator, the main thrust is going to be to get some consist-
ency between MCCSR, MCT, and the Basel requirements, and so on. It makes no sense, for example, to have requirements on 
publicly traded assets which are different for a life company, a P&C company and a bank. That happens to be a situation today. 
Basel II is going to change that to some extent, but that’s the kind of integration that we want to get.

The whole point is that, whatever changes we make, we want to make sure that we get some consistency across the industry. 
This is very important, that the new assumption should be supported by statistically valid data. Which means, as I’ve said in 
other presentations the bar is going up in terms of the conditions under which we will let people use internal models, use their 
own data and the conditions we will base calculations of the new capital requirements on an industry basis. And risk manage-
ment is a big part of this whole project.

I think I’m going to skip the holding company stuff. I’ll just say that there are several holding companies, you can probably 
name them, and we have agreed that we will look at the capital requirements for the holding companies, which represents a 
significant step towards internal economic capital modeling.

Now as it’s been said that Denise Lang is running a session later on today talking about the CIA’s new Solvency Framework 
Sub-Committee. I would urge you to attend that, except for the fact that I’m in the session that competes with it. [Laughter.] So, 
OSFI and CLHA have agreed that we’re going to have a task force, and that the CIA Sub-Committee will be dealing with rather 
technical issues. We’re going to have a task force outside the CIA, but jointly between the regulator and the industry, which is 
looking sort of at broader policy issues, which is how task force what would fit into that. 

The other thing is that we have a Capital Division that designs the capital requirements. For years they’ve been obsessed and 
concentrated on Basel, and the design phase of Basel was now basically ended and we have separate Accord Implementation 
Group – that’s about putting it into effect. But the Capital Division now all of a sudden their minds are clear, and they have some 
time, and we’re now starting to turn towards insurance. So what happens is the Capital Division which never had basically very 
much insurance knowledge all of a sudden now has getting quite a bit. We now have four FCIA’s now in our Capital Division 
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including life and P&C experience, and we’re going to be gearing up to do this kind of stuff. So the point is that, changes in 
capital requirements are in progress, they’re going to take a long time, it won’t happen overnight, but it will happen. I’m done. 
[Applause.]

Moderator McCrossan: Thank you, Allan. Well, that ended up with minus five minutes to go, Alan. So, we’re going to close the 
session immediately, and let you get to the bar. But, before you go, I thought I’d just give one bit of late breaking news which 
happened Monday night in the UK.

And that is, as Allan mentioned, the UK is assessing what realistic capital needs are for Financial Institutions. And they came out 
with a report Monday which they said, in their view, the realistic capital required in multi-national banks operating in foreign 
jurisdictions through branches were greater than the Basel requirements. And that’s a really interesting conclusion. If the same 
sort of work follows through on the insurance sector we can expect that to spill over towards us as well. So, the actual way 
corporations are formed, in the financial service sector, may affect their realistic capital requirements, because of limitations of 
transferring capital around the network. 

Anyway, with that late breaking news, I won’t keep you from the bar. Thank you very much for attending. [Applause.]


