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SOLVENCY Il & SOLVENCY UK = TIMELINES

Solvency Il live Solvency Il Interim review
1 Jan 2016 2018

A

Solvency Il 2020 review

2016 2017 2018 2019 2020 2021

SAM live
1 July 2018

EIOPA's opinion | Various reviews/negotiations .
(878 pages!) ' Final stop: European Council approval

_____________________________________________

ImPIementaﬁon?
|
:
2022 2023 2024 2025 I2026
Solvency UK (“SUK")

1

Risk Margin effective 31 Dec 2023

Matching adjustment effective 30 Jun 2024

1

Rest of SUK effective 31 Dec 2024



SII AND SUK — SELECTION OF CHANGES CONSIDERED

= Relevant to South African life insurers = Both changes proposed by SlI/SUK and

= Pillar 1 (focus of this presentation) considered but not changed

Areaq | Relevant items considered | Change?

BEL Extrapolation of risk-free rates (Sll) Yes

BEL Matching adjustment (Sl & SUK) Yes

BEL Alignment with IFRS17 (SII) No

RM Risk Margin (SII & SUK) Yes

SCR Equity risk (SII) V(3 Detail in next slides

SCR Interest-rate curve risk (SIl) Yes

SCR Calibrations incl life u/w risk, property risk, correlations (Sll) No

SCR Crypto assets (Sll) EIOPA to provide advice by Jun’'25

SCR Treatment of sustainability risks (Sll) EIOPA issued consultation paper Dec’'23 -

advice incl. pillar 2/ORSA




SIl and SUK - RISK MARGIN CHANGE

New tapering factor
= SIl TBC in delegated acts.

= SUK: A =009 (life), Afpor = 0.25

Solvency Il Risk Margin criticisms
SCR(t) X max(At, A * RMtoo large
E CoC X ( f loor)

(1 + 1% +1)t+1 = RM too volatile/sensitivity to interest-rates

t=0 = |ncentivising transfer of risk to non-SlI jurisdictions
= RM too inflexible

= SAM = current Sll = 6% p.a.

= Sll proposed change 4.75% p.a.
= SUK change 4% p.q.




Sl and SUK - RISK MARGIN CHANGE

New tapering factor
= SIl TBC in delegated acts.

= SUK: 4 =029 (life), Afpor = 0.25

SCR(t) X max(lt, }»floor)

ZCOCX

1+ 7 )t+1
4 (1 +7¢41)

= SAM = current Sll = 6% p.a.
= Sll proposed change 4.75% p.a.

= SUK change 4% p.q.

lllustrative example of SUK change

6%

Run-off factor
w N (6;]
N N N

N
I

0 5 10 15 20 25 30 35 40 45 50
Projection period (years)

A. Current risk margin  ——B. + Cost-of-capital 4%
—C.+A0of0.90 ===D. + Afloorof 0.25




Sl and SUK - RISK MARGIN CHANGE

SAM change?

SAM Risk Margin =
(current) Solvency Il Risk Margin




SIl = EQUITY RISK CHANGE

equity shockyriceiy = base equity shock; + §ymmetric adjustmentiJ
|
SAM Symmetric adjustment: local equity SAM =Current SII*

Subject to corridor +/-10%

30%

20%

o — Solvency Il concerns

Not enough short-term relief
during market distress or
rallies e.g. during COVID-19

0%

Symmetric adjustment

-10%

-20%

Latest Solvency i
proposed change +/-13%
SAM change?

-30%
O » ,(/\ N2 9 Q > VoA
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9 9 S N S S S S N N N s e e Y N ; N % v v v :
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. . 13% . . 10% .
SA no corridor =SA with +/-13% corridor =SA with +/-10% corridor




SIl — INTEREST-RATE CURVE RISK CHANGE

: Current approach
Solvency Il Interest-rate risk concerns , : .
= Sll: ferm dependent relative shock, nominal

» Underestimation of interest-rate risk curve only.

= Negative rates not shocked = SAM: as per SlI, but different calibration and
also separate real curve shock.

EIOPA proposal
= Recadlibrate using “relative shift” method

(term dependent additive and relative SAM C h q n g e?

shocks)
= Negative rates less of concern?

= “Relative shift” bettere

Negative rates shocked but with floor

Latest Solvency Il proposed change
= |n line with EIOPA prOpOSCII recent datae

= Calibration re-assess with more

= Maybe phased in over 5-year period




Sl & SUK — FURTHER READING

= Amendments to the Solvency Il Directive (Milliman, Feb 2024)
= Review of Solvency Il [UK] Update: Policy Statements 2/24 and 3/24 (Milliman, Mar 2024)
= Consultation Paper on the Opinion on the 2020 review of Solvency |l (EIOPA, Oct 2019)

= A review if the risk margin — Solvency Il and beyond (Institute and Faculty of Actuaries’ Risk Margin
Working Party, Sep 2019)



https://www.milliman.com/-/media/milliman/pdfs/2024-articles/2-29-24_amendments-to-the-solvency-ii-directive.ashx#:~:text=The%20updated%20Solvency%20II%20Directive,administrative%20burden%20on%20these%20companies.&text=The%20interest%20rate%20risk%20sub%2Dmodule%20is%20not%20higher%20than,special%20purpose%20vehicles%20(SPVs).
https://us.milliman.com/en/insight/review-solvency-ii-policy-statements-224-324
https://www.eiopa.europa.eu/document/download/d83c2fc3-598f-4fc1-94dd-40fb9e54b6ad_en?filename=%E2%80%8BConsultation%20Paper%20on%20the%20Opinion%20on%20the%202020%20review%20of%20Solvency%20II
https://www.actuaries.org.uk/system/files/field/document/Risk%20Margin%20Working%20Party%20Research%20Paper%20Final%2008082019_0.pdf
https://www.actuaries.org.uk/system/files/field/document/Risk%20Margin%20Working%20Party%20Research%20Paper%20Final%2008082019_0.pdf
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Insurance Capital Standard
Key Points

 Developed by the |AIS
« Group-wide standard for Internationally Active Insurance Groups (IAIGs)

« Aims to:
 Enhance global convergence among group capital standards
* Improve comparability between groups that operate under different solvency regimes

« Goes live as a prescribed capital requirement (PCR) in 2025
« Demonstrate that local requirement at least as conservative

@ OLDMUTUAL Allianz (i) BNP PARIBAS

& Sanlam s @ SwissRe



Need to demonstrate ongoing compliance with ICS

Better specified for group reporting than SAM (and Solvency Il)

SAM Group reporting could be informed by ICS

South Korea, Taiwan, Japan already adopted a form of ICS for local reporting
Non-equivalent jurisdictions may find ICS more appealing

ICS apply to more than just two South African insurers?

...But how many bases can we tolerate?



ICS vs SAM

Similarities

« Risk-based approach

« Assets valued at market value

* Market-consistent liabilities, gross of reinsurance

« Includes a risk margin

« Based on 1-in-200-year balance-sheet stresses over
one year

« Treatment of management actions and policyholder
behaviour broadly consistent

« Equity risk includes the Neutral Adjusted Dampener
(NAD), a countercyclical measure similar to the equity
symmetric adjustment




Balance sheet:

Own Funds

Technical
Provisions

ICS vs SAM

Balance Sheet:
Solvency ||

Solvency Capital
Requirement

Risk Margin

Best Estimate
Liabilities

Solvency Il vs ICS
ICS Market Adjusted Valuation

Qualifying Capital

Prescribed Capital
Requirement

Margin Over
Current Estimate

Market Adjusted
Value of Insurance

Liabilities Current Estimate




ICS vs SAM

Some Key Differences

 Consolidation vs deduction and
aggregation

« Contract boundaries: SAM tfreats as
lapse/surrender; ICS and S2 as paid up

« Encumbered assets more defined
« Significant differences in calibration, for
example

« Currency risk: different stresses for
different currency pairs; no calibration
for African currencies other than ZAR

« Health underwrifing risk
« Catastrophe allowance

« Percentile based MOCE (85™)
 No retrenchment shock

All government bonds are
freated as risk-free

Reinsurance always allowed
(non-equivalent jurisdictions
don’t exist)

Clarity on currency risk

Equity risk = 48% for South

Africa




Life IBNR APN

and other updaftes
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APN 116 - Life IBNR

 You should hold IBNRs for life technical
Provisions.

« |dedally this should be explicit. Helpful for IFRS17
separation of LRC and LIC

* You should stress life IBNRs when determining the
SCR

« Generally, apply the life underwriting stress to
the value of the IBNR provision

* No, this probably isn’'t a perfect 1 in 200 stress

« Some additional complexity relating to ongoing
claim payment liabilities (e.g. loss of income)

« |nterest rate risk may also be relevant
« Yes, proportionality and materiality still apply.
* Yes, the stress for retfrenchment is 50%.

ACTUARIAL SOCIETY
OF SOUTH AFRICA

APN 114: INCURRED BUT NOT REPORTED PROVISIONS - GUIDANCE FOR CALCULATING TECHNICAL
PROVISIONS AND SOLVENCY CAPITAL REQUIREMENTS ON LIFE INSURANCE OBLIGATIONS

Classification

This Advisory Practice Note (APN) provides guidance for Members calculating or reviewing Life
Insurance Technical Provisions and/or Solvency Capital Requirements under the Prudential
Standards, regulations, directives and guidance notes, as required by the Insurance Act (2017).
Abstract

This APN outlines considerations with respect to Life Incurred But Not Reported (IBNR) provisions
for Members calculating or reviewing life insurance Technical Provisions and Solvency Capital
Requirements for regulatory reporting under the Prudential Standards required by the
Insurance Act (2017).

Purpose

The purpose of this APN is to provide a guide to support Members of the Actuarial Society of
South Africa in the dllowance of IBNR provisions in the calculation of TPs and their treatment in
the calculation of the Life Underwriting Risk Capital Requirement within the SCR.

Legislation or Authority

Insurance Act (2017) and Prudential Standards, regulations, directives and guidance notes.

Application

This applies to Members calculating or reviewing Technical Provisions and Solvency Capital
Requirements for life insurance regulatory reporting under the Prudential Standards,
regulations, directives and guidance notes required by the Insurance Act (2017). This applies
to all life insurance business, including individual and group business.

Disclaimer

Whilst the Actuarial Society of South Africa (ASSA) takes all reasonable efforts o ensure that
the content of this APN is correct and aligned with legislation and authority applicable as at
the date of drafting and publishing under the governing laws of the Republic of South Africa,
this APN is given as guidance to Members of ASSA purely to assist with the subject matter
covered in the APN.

ASSA does not warrant that this APN deals with every aspect relating to the subject matter and
it does not constitute legal or financial advice. Accordingly, ASSA shall have no liability to any
members, associates and/or any third party for any claim of any nature whatsoever which
may arise out of the use of and/or reliance on the contents of this APN. Members, associates
and/or any third parties hereby waive any rights to any claim of any nature whatsoever which
may arise out of the use of and/or reliance on this APN, and further indemnify ASSA and hold
it harmless against any claim of any nature whatsoever. The responsibility will be on Members
to keep abreast of legislative developments, related guidance issued by regulators and any
case law relevant to the subject matter. If there is any conflict between the contents of this
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. Significant revi’urope & the UK

. Unlikely fo gef major changes in SA for several years
. Imperfections in standard formula — robust assessment of
appropriateness required

% Mortalit strophe, Interest rate risk, life IBNRs, retrenchment risk, interest rate risk, expenses,
LACDT, risk free government bonds, asset concentration risk, small portfolio variability, CPD for
current assets in Risk Margin

s Equity risk

** Reinsurance in non-eligible jurisdictions, foreign government bonds, foreign currencies, CQS

% Risk Margin
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