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ICS — overview — Executive Summary

The Insurance Capital Standard (ICS) is a consolidated group-wide capital standard that applies to
internationally active insurance groups (IAIGs)." The ICS is part of the broader Common Framework for the
Supervision of Internationally Active Insurance Groups (ComFrame). ComFrame and the ICS are part of a
package of reforms completed by the International Association of Insurance Supervisors (IAIS) in response
to the Great Financial Crisis of 2007-09.

Objectives of the ICS

The main objectives of the ICS are to establish a common language for supervisors to discuss solvency of
IAIGs and to enhance global convergence among the group capital standards that are in place. Currently,
large, global insurance groups are subjected to different capital standards that make it difficult to compare
their solvency positions. The ultimate goal of the ICS is to establish a single ICS that includes a common
methodology that achieves comparable outcomes across jurisdictions.

Main components of the ICS

The table below provides a high-level overview of the main components of the reference ICS:

Valuation of assets and liabilities The ICS balance sheet is based on the audited consolidated Generally
Accepted Accounting Principles (GAAP), with adjustments to achieve the
objectives of the ICS. Insurance liabilities comprise a current estimate and a
margin over current estimate. Yield curves are prescribed to discount future
cash flows in the calculation of the current estimate.

Capital resources Financial instruments and capital elements are categorised into two tiers
based on their ability and availability to absorb losses, level of subordination,
permanence, and absence of encumbrances or mandatory servicing costs.
Limits are imposed on lower-quality capital resources.

Capital requirement Risk charges are prescribed for insurance, market, credit and operational risks
mainly using either a stress- or a factor-based approach. For natural
catastrophe risk, use of a vendor model is permitted. Risk mitigation and
management actions, which reduce the overall capital requirement, are
recognised. The capital requirement is calculated by aggregating risk charges
across the major risk categories, between life risk, catastrophe risk and market
risk, and within each risk category. The risk charges are calibrated to a target
criteria of 99.5% value-at-risk over a one-year time horizon.

Qualifying capital resources
ICS capital requirement

ICS coverage ratio ICS ratio=

! The IAIS defines an IAIG as an insurance group that writes premiums in three or more jurisdictions with at least 10% of the
group's total gross written premiums underwritten outside its home jurisdiction and that has total assets of at least
USD 50 billion or gross written premiums of at least USD 10 billion.
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Timeline

October 2013
The |AlS announces plan to develop the ICS,

2014-19
The |AIS conducts six guantitative field-testing exercises with volunteer
insurance groups.

November 2017
kuala Lumpur Agreement sets out implementation of ICS version 2.0
in two phases - a five-year monitering period followed by
implementation of the ICS as a Prescribed Capital Requirement
(PCR), a solvency control level that will trigger supervisory
intervention if breached.

MNovember 2019
The |AIS Executive Committee endorses 1CS version 2.0 for the
monitoring period.

2020

Start of monitoring period of ICS version 2.0. The IAIS will publish
the register of 1AIGs that are publicly disclosed by group-wide
SUPervisors,

2024
The IAIS plans to adopt the ICS as a PCR. The IAIS will assess whether the
Aggregation Method being developed by regulators in the United States
and other interested jurisdictions provides comparable, ie substantially
the same (in the sense of the ultimate goal), outcomes to the ICS,
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Monitoring period 2020-24

The purpose of the monitoring period is to assess the performance of the ICS over a period of time and
not the capital adequacy of IAIGs. The feedback received from supervisors and industry stakeholders
during the monitoring period will be used to further improve the ICS. Starting in 2020, the IAIS will annually
review participation of IAIGs in the monitoring period.

In addition, during the monitoring period, the IAIS will consult on the ICS as a PCR, undertake an
economic impact assessment of the ICS, and assess whether the Aggregation Method provides outcomes
comparable to those of the ICS.

Implications for supervisors of 1AIGs

During the monitoring period, supervisory colleges of IAIGs will discuss their ICS results. However, they
will not be used to trigger any supervisory action. In practice, this could mean that an IAIG's ICS capital
resources may be less than its ICS capital requirements without attracting any supervisory intervention.

In addition, group-wide supervisors and supervisory colleges are expected to:

. compare the ICS with existing group capital standards or calculations under development;

) assess the extent to which material risks of IAIGs are captured in the ICS calculation;

. assess appropriateness and practicality of the calculations required;

. identify any difficulties faced by IAIGs or supervisors in implementing the ICS specifications; and
o provide feedback to the IAIS on added value of the ICS within supervisory colleges.

Once the ICS is agreed as a PCR at the end of the monitoring period in 2024, group-wide
supervisors are expected to implement the ICS as a minimum standard, taking into account their specific
market circumstances.

Implications for IAIGs

Starting in 2020, IAIGs are expected to submit annual confidential reporting of the reference ICS and any
additional reporting as required by the group-wide supervisor. Examples of additional reporting are ICS
calculations based on the GAAP with an adjustments approach or other methods of calculating ICS capital
requirements, such as internal models. IAIGs are not expected to manage their businesses with regard to
the ICS during the monitoring period. There will be no supervisory repercussion if their ICS coverage ratio
falls below 100%.

This Executive Summary and related tutorials are also available in FSI Connect, the online learning tool of
the Bank for International Settlements.
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https://www.fsiconnect.org/
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