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Process and the
solvency standard
review



The Solvency Review

 Solvency regime sets minimum capital requirements for NZ-
incorporated and other non-exempt insurers

 Solvency Capital (SC) is compared with the Prescribed Capital
Requirement (PCR) (often as a ratio = SC / PCR)

« Two stages to solvency review:
« Stage 1: NZ IFRS 17 and structural changes
 Stage 2: Full review of methods and parameters



Interim Solvency Standard
Issued: Sep 2022
Effective: FY 2023

« Certification of

Technical / first amendment i selvansy

Issued: June 2023 returns by
management rather
Effective: 1 August 2023 than directors

Second amendment « Early Sep: CoFR
Consultation * Webinar '
* Regular meetings
27 Sep — 8 Nov 2023 + Bilateral meetings

Second amendment
Board issuance
15 February 2024

Stage 1

Structure of the solvency regime
and handling of NZ IFRS 17

Second amendment
Publication: late Feb 2024
Effective: 1 June 2024



Consultation contents



Documents

We have published the following documents and are consulting on all of

them except the Bulletin article:

Consultation paper
Second amendment standard
ISS after second amendment

Guide to the ISS

Bulletin article on solvency measures



Significant amendments

Changes that impact on solvency ratio calculation

Underwriting risk
capital charge
underspecified

Re-basing UWCC to
appropriately reflect pricing
risks rather than NZ IFRS 17

accounting outcomes.

Credit risk on interest-
sensitive assets

Reinstating credit risk capital
charges on interest-sensitive
assets.

Deferred reinsurance
expense

Explicitly excluding
reinsurance cash-flows related
to future primary contracts
from “insurance items” to
allow their recognition as a
non-insurance item.




Other issues
Allinsurers | Long-term insuranceonly |

Clarifying how tax, acquisition Contract clauses allowing early
expenses and risk adjustments termination should not establish a
should be handled in the “modified boundary.

PAA" method.

Recognising the standardisation of Using expense loadings to trigger the
the value of reinsurance assets in run-off period rather than actual
dispute in the capital charge. expenses.

Addressing double-counting of
discretions, given no risk
diversification model is applied.

Guidance moved out into separate
document
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IPSA review progress



This consultation

* Mostly proposals that reflect previous feedback...
* ..but:

» Some new material (e.g. statutory purposes and principles)

« Some areas where more detail (group supervision, branches,
policyholder security)

* We welcome any comments but may be less value added in repeating
earlier feedback



Scope and overseas insurers,
November 2020

Policyholder security, August 2021
Enforcement and distress
management, March 2022
Governance, SUpEervisory processes

and disclosure, November 2022

Cabinet decisions
and drafting

(2024)

Omnibus consult
(2023)

Consultation
phase (2020-
2022)

Exposure draft
(2024/5)

Parliamentary
process (2025/6)




Consultation contents



Overall themes

« Underpin our more proactive and intensive approach to supervision
» Overseas insurers

« Regulatory boundary / statutory purposes

 Policyholder security / statutory funds



Significant new material

Purposes and principles

Reinsurance branches exempt from licensing requirements
Assets in NZ for branches (?)

Group supervision — additional detail

No policyholder guarantee scheme for now

No stat funds for YRT, some enhanced policyholder protection
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