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The Omnibus II proposal will amend the Solvency II 
Directive voted in 2009. It would probably defer full 
Solvency II implementation after 1 January 2014 .
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European insurance sector: key facts

As at 31 December 2010, European insurance undertakings 
have been among the most important investors in the EU with 
more than EUR 7.3 trillion invested in the global economy 
including EUR 3.7 trillion in debt assets1, which represents 
54% of the EU GDP2.

Setting the scene

1 Source: Fitch Ratings, June 2011
2 Source: CEA, European Insurance — Key Facts, September 2011

Solvency II is a fundamental review of the prudential 
regulatory requirements for the European (re)insurance 
industry, and will establish a revised set of European 
Economic Area-wide capital requirements, Risk Management 
standards and disclosure requirements.

Unlike the current regime, all the requirements are now 
closely linked also with the asset side of the insurer’s balance 
sheet, that’s why asset managers are directly and indirectly 
involved in these three aspects of the new EU Directive.

The Solvency Capital Requirement (SCR) is a risk responsive 
capital measure calibrated to ensure that each insurer will 
be able to meet its obligations over the next 12 months with 
a probability of 99.5%. The risk modules which have to be 

Solvency II principles

considered include: Market risk, Counterparty default risk, 
Life, Non-life and Health underwriting risks and Operational 
risk.

The key risks modules for asset managers are the market 
risk and the counterparty default risk mainly for cash and 
derivatives.

Many large insurers will develop their own internal models 
to calculate SCR, while small and medium sized insurers are 
likely to use the standard formula provided by the European 
Insurance and Occupational Pensions Authority (EIOPA).

The implementation of Solvency II is based on a “Three Pillar” 
approach, as shown in the following table:
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According to the fifth Quantitative Impact Study (QIS5), the
market risk is the most important risk module under Solvency 
II. It represents approximately two-thirds of the Basic 
Solvency Capital Requirement (BSCR) for a life solo insurance 
undertaking, onethird for a non-life solo undertaking, and 
globally more than a half of the whole EU insurance market’s 
capital charge.

The market risk under Solvency II

The market risk module includes the following sub-modules: interest rate, equity, property, spread, currency concentration and 
illiquidity risk, distributed as follows:

The QIS5 exercise shows the following results as at 31
December 2009:

Solvency II highlights the importance of the market risk; the SCR is very sensitive to asset related risks. In consequence, asset 
managers will be affected in some significant ways by the new solvency regime.

Changes are expected to have high impact and wide spectrum. Now, more than ever, asset managers need to consider how to 
respond to the change and make the most of the opportunities triggered by Solvency II.
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Key impacts and challenges for asset managers and 
service providers

The three main challenges for asset managers are the 
following:

1 Data management, which will be essential for the SCR 
calculation and the reporting to the supervisors. Market 
risk related to investments in collective investment 
funds will have to be assessed based on a ‘look-through’ 
approach, considering the risks related

 to each underlying asset. The alternatives to the look-
through approach are penalised in terms of capital 
charge.

 Moreover, any quality default may cause delays in the 
capital requirement calculation, even conflicts between 
the (re)insurance undertaking and the supervisor.

2 Product analysis and investment strategies should be 
reviewed to include several dimensions:

 • Expected return

 • Risk assessed by the insurance undertaking

 • Solvency II capital requirement

 • Tax on financial income

3 Service level agreement re-negotiation, to integrate 
additional services and new types of requirements from 
(re)insurance undertakings to asset managers and 
service providers.

Those asset managers 
that can develop Solvency 
II ready offerings both in 
terms of data, governance 
and investment range will 
benefit from a significant 
competitive advantage.
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Data Management • Content (Granularity, Look-through on underlying assets, etc.)
• Format, frequency, classification
• Pre-calculations
• IT developments
• Control environment (new controls process), control report (certification)

Profitability/pricing • Implementation cost
• Risk based approach: expected switch from equities to bonds
• Increase of retrocession (lack of transparency)
• New frame of reference: performance/risk /capital charge/tax

Investment strategy • Economic over legal and substance over form: transparency is essential
• Greater emphasis on Asset and Liability Management
• Freedom of investment but only in assets with the best interest of 

policyholders
• Central role for rating
• Mark to Market / Mark to Model valuation (explicit buffer)

Financial Risk Management • Re-negotiation of actual Service Level Agreements
• Outsourced function: new responsabilities, regulation, role in the Own Risk ans 

Solvency Assessment (ORSA).
Agreements should be amended according to the outsourcing guidelines 
defined by EIOPA

• Need of special management, monitoring and control procedures to manage 
unquoted and complex investments

Disclosure requirements • Modification of actual reporting and/or the re-definition of mandates with (re)
insurers

• Confidentiality issue at the fund or sub-fund level
• Development of new processes of reporting for outsourced asset management
• Timing difference: evaluation date versus reporting date

Impacts of Solvency II can be summarised in five categories as follows:

Key impacts and challenges for asset managers and 
service providers

1 Operational impact on benchmarking

2 Implement changes to Mandates and Service Level
 agreements

3 Development of new investment strategies

4 Operational / IT changes from Look-through principle

5 Market Value reporting

6 Faster and more frequent reporting cycles

7 Risk Management

8 Cultural change to insurer - asset manager relationship
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Assess yout level of preparation

Sample test: Are you ready for Solvency II?
Key Area Questions Yes No
Strategy • Do you know the weight of the insurance industry in your 

clients’ portfolio?
• Is it clear how Solvency II will impact your role and 

responsibilities as asset management is a key outsourced 
function?

• Are you aware and do you understand the wider 
business, economic and market environment in which 
your clients operate?

• Do you know what strategic opportunities/implications 
are created for your business by Solvency II, particularly 
in investment strategy, products range and Risk 
Management?

Business development • Can you clearly identify, measure, monitor and report the 
risks related to your investment strategies?

• Have you measured the solvency capital requirement 
generated by the investment strategy proposed to the 
insurance industry?

• Have you clearly identified the interactions between the 
assets and the liabilities of your clients?

• Do you plan to develop a Solvency II training approach to 
support your commercial forces?

Data management • Do you know the data requirements generated by the 
Solvency II standard formula/internal models developed 
by your clients?

• Have you already developed an action plan to deliver the 
new disclosure requirements (Pillar III) to your clients in 
the new tighter required timeframes?

• Do you have the appropriate organisational structure and 
resources to support your clients?

• Do you know what impacts Solvency II will have on your 
management information needs?

• Have you assessed the strain that Solvency II reporting 
will place on your quarterly and year-end processes?

• Have you clearly identified the data owners within your 
organisation?

• Do you think that your current control environment is 
efficient for the new data requirement?

Score • If you obtain more than 12 YES: Ready for 2013!
• If you obtain between 8 and 12 YES: On track!
• If you obtain less than 8 YES: Actions required!
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