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Wherever you are in the world, you’re likely to be facing a raft of new regulations
that go beyond simple changes in compliance procedures to affect how you price
your products, deal with your customers and make decisions within your business.
Key developments include the move to risk-based solvency management, as well as
many more detailed changes linked to the global financial stability agenda.

The aim of this paper is to help you cut through the detail by looking at the
underlying trends that are shaping the latest regulatory developments, the
thinking behind them and the implications for your strategy and operations.
The regulatory overhaul is global rather than just applicable to a particular country
or region, so this paper is designed to be relevant to insurers in all parts of the
world and those operating international businesses. 

I hope you find the paper useful. If you would like to discuss any of the regulations
or underlying developments in more detail, please feel free to get in touch.

Paul Clarke
Partner, PwC global regulatory team

Foreword

Welcome to Cutting through the regulatory knot, an overview of
the regulatory changes in the pipeline and the potential impact on
your insurance business.

Paul Clarke heads PwC’s global Solvency II team and is
working closely with insurers and regulators to assess and
address the implications of the different regulatory
developments worldwide. In 18 years as a partner, Paul’s
wide-ranging work with clients includes helping to
improve the efficiency of their operational and capital
structures, as well as compliance advice. He is thus
well-placed to judge both the strategic and regulatory
implications of the developments ahead. 



Global financial stability is at the top of the political,
regulatory and, to some degree, market agendas. This has
led governments in many countries to ask whether their
current supervisory structure is fit for purpose within today’s
increasingly complex and interdependent financial markets.
More broadly, there appears to be gathering momentum for
a risk-based approach to insurance supervision worldwide,
though whether this is paving the way for fully harmonised
global standards is still open to debate.

China and the US are just some of the many countries that
are, alongside the EU, looking to update their regulatory
requirements as a result of this reappraisal. The scope and
nature of the changes ahead are being shaped by a number
of converging developments including the International
Association of Insurance Supervisors’ (IAIS) updated
guidelines (Insurance Core Principles) and the moves
towards equivalence with Solvency II in a number of
countries worldwide. These developments are moving
insurers towards a risk-based approach to solvency
evaluation and closer alignment between risk and
strategic management.

Fallout from the crisis
Further impetus for reform is coming from the continuing
fallout from the global financial and economic crisis. Having
already been caught up in the slipstream of new banking
and market infrastructure regulations, the insurance industry
is now in the direct sights of the G-20 as it explores the option
of extending the global systemically important financial
institution (G-SIFI) controls to global systemically important
insurers (G-SII). The IAIS is working closely with the
Financial Stability Board (FSB) to develop a methodology
for designating and regulating G-SII and open consultations
have begun on a methodology for assessing whether an
insurer should be deemed G-SIFI. 

More broadly, the crisis is leading to a proliferation of new
rules. In a recent speech, Mervyn King, Governor of the Bank
of England, warned about the dangers of moving from ‘light
touch’ regulation to ‘ever more detailed rules’, which focus
‘on the woods not the trees’.1 Just as there are more rules,
there is also greater intensity in the way they are enforced.
Even the supervision of regulations that were developed
before the crisis, including Solvency II, is being shaped by
the heightened scrutiny and rigour of a more cautious and
interventionist regulatory climate. In short, your business
is no longer likely to enjoy the benefit of the doubt.

Finally, the escalation in government debt emanating from
the crisis is accelerating the scaling back of public pension
and health provision. Clearly this opens up opportunities
for insurers. But it also puts further pressure on the sector
to act as a responsible citizen and will heighten governments’
readiness to intervene in support of their social and
economic agendas. 

Seeing the wood for the trees
There is a lot of activity in the regulatory environment and
it is important to stay on top of all the developments. It is
therefore vital to step back and look at the overall impact on
the strategy, structure and operations of your organisation.
The remainder of this paper is designed to help you see the
wood for the regulatory trees by outlining the new rules and
regulations on their way, bringing together the themes that
cut across them and setting out the main considerations for
developing an operationally cost-effective and strategically
coherent response. 

Introduction

As an insurer, your business is likely to be facing unprecedented regulatory upheaval as the industry is
brought into the G-20 global financial stability net in 2012 and the international guidelines shaping
supervision in local markets and regions are updated and harmonised. What do the new regulations mean
for your business and how can you make sure it doesn’t get tied up in knots?
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As insurance markets worldwide become more sophisticated, governments
are stopping to think about whether the regulations protecting policyholders
are appropriate. The rethink is being conducted in individual countries and
collectively through international bodies including the G-20, FSB and EU. In the
US, the changes being introduced by the National Association of Insurance
Commisioners’ (NAIC) Solvency Modernisation Initiative will impact regulation
across the states.

The G-20 agenda is already being felt within the banking sector through the
preparations for Basel III and the FSB’s identification of an initial set of G-SIFI
banks.2 G-SIFI banks will be subject to recovery and resolution (often referred to
as ‘living wills’) and additional loss absorbing requirements. The measures are
designed to provide early warnings of possible systemic failure and allow enough
time to take appropriate action, as well as curbing the competitive distortions
and burden on taxpayers of supporting ‘too big to fail’ groups. 

Global systemically important insurers (G-SII)
The FSB is now seeking to extend the G-SIFI controls to insurers. As the FSB’s core
strength is primarily in the banking sector, it has delegated responsibility for
defining and consulting on the criteria for G-SII designation to the IAIS. Although
it’s too early to discuss the likely consequences for insurers that are classified as
G-SII, it’s clear that supervisors are going to want to address the part of the
business that is deemed to be a systemic threat with the aim of eventually being
able to remove the insurer from the G-SII designation. However, while an insurer is
on the G-SII list, its systemic importance could lead to heightened scrutiny and the
need to prepare detailed recovery and resolution plans to strengthen resilience
against market shocks.

The global financial
stability agenda 

The global response to the financial crisis is reflected in the
requirements being developed for systemically important insurers
and a growing move towards more appropriate risk-based
capital demands. 

2  ‘Policy Measures to Address Systemically Important Financial Institutions’, published by the FSB on 04.11.11
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Under the living will plans, your board may need to identify
potential triggers for failure, draw up recovery options for
these scenarios and be able to succinctly demonstrate the
validity of these plans to your supervisor. You will also need
to make sure operations can be easily transferred or wound
up in case the business runs into trouble. This presents
practical operational issues in areas ranging from shared
services to legal entity structures.

Risk-based regime
As the regulatory review extends to insurance, a key question
for governments is whether to move from the formulaic
solvency requirements developed in the last century to a
risk-based regime. This is increasing the focus on Solvency II,
which offers a model for how risk-based regulation might
work in practice and is often seen as the corollary to Basel III. 

China is one of the major markets that plan to introduce a
new regime with strong parallels with Solvency II over the
next few years.3 Others include Australia, South Africa,
Bermuda, Switzerland and Japan. In turn, Brazil and Turkey
appear to be moving in a broadly similar direction, having
had initial discussions over transitional equivalence with
Solvency II.4

Shadow banking
The G-20 is keen to tighten up the regulation of non-bank
credit (shadow banking) through greater disclosure and risk-
based capital requirements. The European Commission (EC)
has issued a green paper in preparation for a directive on
shadow banking, which asks for feedback on a number of
questions, including what type of operations should be
covered by the controls.5 If your business issues or guarantees
credit products it may be included under the definition of
shadow banking. 

Investment environment
The move to risk-based capital charges may require a
rethink of risk and reward within your investment portfolio.
This might include favouring assets with relatively low
capital requirements, such as high-rated bonds, at the
expense of securitised products, equities, property, hedge
fund and other potentially volatile asset classes. But you may
not want to turn your back on these riskier asset classes
altogether, as you might need the potentially higher returns
to make your portfolios competitive. There are therefore
openings for your business or an asset management partner
that can develop products, fund structures, investment
strategies and other financial risk mitigation techniques that
would allow you to curb your capital requirements, while still
delivering favourable returns.

Promoting sustainability
Environment sustainability and financial stability are now
seen as going hand in hand. Insurers worldwide are being
encouraged to sign up to the United Nations Environment
Programme Financial Initiative (UNEP FI) Principles for
Sustainable Insurance, which are being formally launched
this year. Through their risk analysis and claims payments,
insurers are in a unique position to provide early warnings
of environmental problems and track their impact
(http://www.unepfi.org/). 

‘Insurance has become far more complex and
sophisticated since many of the current regulations were
put in place. The financial crisis has heightened
governments’ determination to bring these regulations up
to date and accelerated the timelines for doing so.’

Paul Clarke, Partner, PwC global regulatory team

3  CIRC media release, 08.04.12

4  Letter from the European Commission to EIOPA with full list of countries in the equivalence programme, 02.02.2012

5  ‘Green Paper on Shadow Banking’, published by the EC on 18.03.12
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The IAIS promotes common standards for regulation across
the world, with its Insurance Core Principles (ICPs) acting as
a benchmark against which national supervisors can assess
local requirements. As the insurance market becomes more
globally interconnected, the IAIS is keen to encourage closer
collaboration and introduce peer review among members.7

Core principles
In 2011, the IAIS updated its ICPs and further revisions are in
the pipeline. Alignment with the ICPs forms an important
part of the International Monetary Fund’s (IMF) Financial
Sector Assessment Programme for each country and hence
may influence decisions on foreign investment into a country. 

The revisions to the ICPs relating to risk management, capital
adequacy and group supervision are all moving regulation in
a risk-based direction, which is broadly similar in approach to
Solvency II. Key recommendations include the introduction
of an own risk and solvency assessment (ORSA), which
would require your business to assess the viability of its risk
management structures, demonstrate how risks influence
decision making and set out management’s view of the
capital needed to support your risk profile. 

Moving to a risk-based regime could be a challenge for both
insurers and their supervisors. But it is also an opportunity
for international groups to harmonise product design and
rationalise compliance management.

International common framework
A key part of the IAIS current agenda is the development of a
common framework (ComFrame) for internationally active
insurance groups (IAIGs), which aims to promote greater
consistency in how IAIGs are supervised across the world,
make sure that regulation reflects the way they are run
and provide an agreed framework for handling home and
host issues.

As consultations continue, a number of controversial areas
still need to be resolved. These include how easily capital
held centrally can be transferred around the group. Other
areas of contention centre on the potential for duplication
with existing frameworks. Moreover, while a level regulatory
playing field would make international groups easier to
manage, it remains to be seen how much power local
regulators would be willing to relinquish to a home state
counterpart or even college of supervisors. Although
the difficulties of developing group supervision under
Solvency II highlight the potential challenges, there is a
strong recognition and acceptance of the need for a global
standard in this area.

Once in place, ComFrame will lead to greater group level
scrutiny of solvency and risk management. Transparency
over how decisions are made and the information that
underpins them will be vital in assuring supervisors that your
board understands and takes appropriate account of the
company’s risks. This in turn demands timely and reliable
intra-group reporting. The challenge is how to meet the
requirements without creating a costly and perhaps
additional tier of compliance management. 

Harmonising standards
worldwide

Further impetus for risk-based solvency evaluation and changes to group supervision is coming
from the IAIS.6

6  ‘Insurance core principles, standards, guidance and assessment methodology’,
published by the IAIS on 01.10.11

7  IAIS media release, 22.03.12

feel that there will be a global regulatory standard
Source: Insurance Europe Conference 2012 audience73%



In 2009, the de Larosière report set out the blueprint for the
EU’s new financial stability framework.8 At the top of the
supervisory pyramid is the European Systemic Risk Board
(ESRB), which works alongside the European Central Bank
to provide early warnings for systemic threats and advise
governments on how to respond. 

The direction of regulatory policy in each of the main sectors
is set by pan-European authorities, which include the
European Insurance and Occupational Pensions Authority
(EIOPA). While predecessors were consultative bodies,
EIOPA and its counterparts in banking and securities now
have a range of legally enforceable powers to allow them to
supervise at a macro-prudential level.    

In relation to insurance, the de Larosière report highlights
the importance of Solvency II being ‘adopted urgently’.
The report also emphasises the need to solve the ‘problem of
regulatory inconsistencies’ at a global as well as European
level, with this objective having an important bearing on the
plans for equivalence and group supervision. 

Solvency II heads for the end game
Solvency II is taking risk-based supervision to the next level
by looking beyond capital adequacy at how to influence
corporate behaviour and decision making. While providing a
model for other territories, the development of Solvency II
highlights the practical challenges of agreeing and enacting
detailed changes across many different countries and against
the background of highly volatile market and economic
conditions.

There are still a number of policy and procedural issues to be
addressed. But, Solvency II implementation is currently
targeted for early 2014. While there is always a possibility
that the launch will be postponed until 2015, there is a
growing consensus among policymakers that the directive is
unlikely to benefit from another year of technical wrangling
and any further delays could put the project and the
principles that underlie it in jeopardy.

Developments in the EU

The global stability agenda is reflected in a more consistent, collaborative and, some might argue,
centralised approach to financial services supervision coming into force across the EU.
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8  The high level group on financial supervision in the EU, 25.02.09 

‘Politicians and regulators across the EU
are coming to realise that the time for
debate over Solvency II is coming to an
end and it’s time to take action.’

Ed Barron, PwC global regulatory team



Competitive openings
The potential impact of the new capital charges on the
profitability of certain products is attracting a lot of attention
at present and will be an important focus as regimes outside
the EU move to a risk-based approach. This includes the
capital costs of guarantees and annuities. Yet concerns over
the adequacy of retirement income mean that such products
are more important than ever. Similarly, some catastrophe
risks might also be more capital intensive under the new
regime, but demand for cover is growing as the value of
assets in emerging markets increase. 

Sharpening capital efficiency
Tax, capital and operating structures that were designed
around current regulations are unlikely to be as effective
under the new regime. A number of groups have or are
planning to restructure their operations as a result.
Options include rationalising complex group structures to
help reduce capital and compliance costs and make it easier
to move funds around the group. If your company is looking
to follow suit, it may not have time to fully adjust its
structures before the directive comes into force. But analysts
expect you to have analysed the impact of the new rules
and have developed plans to move to your preferred
structure. The way in which an insurer communicates with
analysts and investors (through its public reports) will need
to be carefully considered so that insurers can differentiate
themselves and highlight their strengths appropriately.

Questions over equivalence
The status of equivalence in a particular country will affect
whether your business will have to restate local capital
requirements according to Solvency II rules, which may in
turn affect the pricing of certain products. 

Bermuda, Switzerland and Japan are seeking equivalence in
the first wave. A second tier of countries, which currently
includes the likes of Australia, Singapore, China, Hong Kong,
Brazil and South Africa, may join a transitional tier, which
will confer equivalence for a specified period (likely to be five
years) while their solvency rules move towards an equivalent
regime.9 The US is yet to formally join this group, though
discussions between EU and US regulators are continuing.

Equivalence is an important consideration in structuring
decisions, with a number of groups looking to move to a
branch structure to try to simplify regulatory compliance
for a large international group. Some are also reviewing their
domicile as they seek a base where regulation is aligned to
their strategy and avoid the potential traps from non-
equivalence. Further factors to consider include buying
reinsurance from non-equivalent jurisdictions and how
equivalence will affect acquisition and investment decisions,
particularly in the emerging economies. 

Onto the radar
The focus on Solvency II has tended to obscure other
important EU directives also in development.

The proposed update of the Institutions for Occupational
Retirement Provision (IORP) could extend the three-pillar
approach envisaged under Solvency II to pension funds.
The possibility of being forced to apply risk-based capital
requirements has met with alarm across the sector. EIOPA is
running a quantitative impact study to further assess the
capital impact of this proposal. A possible solution that has
been mooted within the sector would be to go ahead
with Pillars 2 and 3, but drop the Pillar 1 capital adequacy
requirements, though EIOPA and the EC may be reluctant to
accept such a compromise.

The updated Financial Conglomerates Directive (FiCOD)
will require internationally operating groups that combine
banking, fund management and insurance to develop a
group-level capital requirement across both platforms and
combine their ORSA and ICAAP into a single assessment.
Revisions to this Directive have been developed and are
in the process of being finalised by relevant policy makers.

The European Commission has just released an updated
Insurance Mediation Directive (IMD) which seeks to improve
sales practices by insurers and brokers and other
intermediaries and bring greater consistency to their
regulation across the EU. This includes better disclosure of
the risks, costs and features of insurance products, which
may affect pricing and competition by making policies easier
to compare. 

The EU is also consulting on the possibility of requiring
all member countries to operate an Insurance Guarantee
Scheme (IGS), which would cover policyholders if their
insurer is unable to meet its contractual obligations. 

8 PwC Cutting through the regulatory knot
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The SMI includes potential changes to capital adequacy,
governance and risk management regulations. Parallels with
Solvency II and IAIS principles include the planned
introduction of a US ORSA. But the parallels with Solvency II
only go so far and differences remain; for example, the use of
an internal model for regulatory solvency calculations and
prescribed levels of group regulatory capital.

In relation to group supervision, the NAIC is keen to
strengthen co-ordination between state regulators and
communication with their international counterparts. But
supervision will remain a consensual affair between home
and host, in which ‘the group supervisor has to be
accountable to the other supervisors, not the other way
around’ – a system described as ‘constrained discretion’ for
the home supervisor.10

Federal intervention
The Dodd-Frank Act set up the FIO as part of its plans to
improve financial stability.11 But the precise powers of the
FIO and how they interact with state commissioners are
still unclear. Among the likely responsibilities of the FIO
will be designating and setting additional regulatory
requirements for systemically important insurers within the
US. What we’re unlikely to see is any move towards the
intended full harmonisation of regulation and more
centralised co-ordination of supervision seen in Europe. 

Equivalence with Solvency II
Equivalence with Solvency II is important if you’re an
EU insurer with US operations. Without it, you face the
competitive handicap of a twin set of capital requirements,
though this may be more of an issue for life than non-life
businesses. 

The US has so far not been included in the countries
designated for the transitional equivalence assessment,
though there are continuing discussions behind the scenes.
US supervisors are seeking to enhance international
supervisory co-operation and develop mechanisms for
information sharing. But they are reluctant to change areas
of US regulation that they believe are working well.
Therefore there may have to be a bi-lateral compromise, in
which the EU and US commissioners agree that the results of
supervision rather than the regulations that underpin them
are used as the basis for temporary and possibly long-term
equivalence.

Developments in the US

While insurance supervision in the US will continue to be primarily a state affair, the NAIC was closely
involved in the revision of the IAIS core principles and its ongoing Solvency Modernisation Initiative (SMI)
is considering updates to US regulations to align with these new core principles.

10  Group Supervision and the IAIS ComFrame, Comments to the NAIC Solvency Modernization Initiative (SMI) Task Force by Therese M. Vaughan, CEO, NAIC, 28.03.11

11  http://www.treasury.gov/about/organizational-structure/offices/Pages/Federal-Insurance.aspx



Being able to anticipate the changes ahead and deal with them efficiently and
proactively will provide valuable competitive advantages. These include lower
compliance costs, less intrusive supervision and greater comfort for your board.
You will also be able to give frontline teams more licence to capitalise on
opportunities, confident in the knowledge that they’re taking proper account
of the risk and regulatory considerations. In turn, you will be able to demonstrate
to analysts, investors and other key stakeholders the resilience of your
organisation and its ability to manage change effectively. 

Key considerations for
the board 

The global regulatory overhaul is not just another compliance hurdle.
It will affect and possibly transform the basis for product strategies,
organisational structures and tax and capital management. Yet the
response to these new regulations is often piecemeal and reactive. 
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It is vital to be able to anticipate, assess and address
the impact. Key questions include:

Will your products still be as
profitable under the new rules
and how might product design
and investment strategies need
to change? 
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Will operational and legal
entity structures that are
designed for current
regulations still be as efficient
in the new environment
and how can you make them
more favourable? 

Do you still have the right
balance of products in your
portfolio, seeking the most
out of diversification
benefits and reducing
number of capital inefficient
products?

How do you
respond to the
myriad of changes
taking place at a
global level within
your international
business?

Could the new
rules open up
opportunities to
capture market
share from
competitors?

Are there overlaps
in the regulations
that would allow you
to develop a common
response to avoid
duplication and
needless cost?

Have you
assessed the
implications
for your
reinsurance
strategy?



Our teams around the world are helping insurers to assess and address
the strategic and operational implications of the new regulations they
face. If you would like to know more about what the latest regulatory
developments mean for your business and how to get to grips with
them, please talk to your usual PwC contact or call: 
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Getting to grips with the
changes ahead

Ed Barron
Senior Manager
PwC (UK)
Tel +44 (0) 20 7213 3398 
Email: ed.barron@uk.pwc.com

Paul Clarke
Partner 
PwC (UK)
Tel: +44 (0) 20 7804 4469 
Email: paul.e.clarke@uk.pwc.com 
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