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Agenda

• Overview of recent trends in ERM frameworks noticed by S&P

• Discuss S&P’s view of the impact of Solvency II on insurer’s 

ERM frameworks
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Recent trends in ERM frameworks noticed by S&P

• Increased allowance of risk in strategic decision making –

especially in the reinsurance sector

• Significant developments in risk appetite frameworks and 

linking these to risk limits

• Development of reporting and MI

• Improvements in risk models
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Standard & Poor’s ERM assessment

Standard & Poor's ERM assessment includes an analysis of:

• Risk management culture;

• Risk controls;

• Risk models;

• Emerging risk management; 

• Strategic risk management.
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Solvency II Risk Management Requirements

• The Solvency II includes requirements on risk management, 

internal models, and their use

• Requirements may be demanding for some

• There may be a risk that different supervisors could interpret 

these requirements differently

• EIOPA role design to ensure consistency of approach to the 

requirements
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Risk Management Culture: Impact of Solvency II

• We view the Solvency II governance requirements as positive for 

the development of risk culture within the insurance industry

• We view favourably the Solvency II requirements for having:

– robust governance structure;

– a well-integrated risk management system;

– robust risk appetite frameworks consistent with their overall strategies

– well-documented risk processes and policies;

– extensive reporting procedures.

• We expect that insurers that have implemented an ERM 

framework that fully complies with the Solvency II requirements 

would have a "strong" risk management culture.
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Risk Controls: Impact of Solvency II

• CEIOPS' latest advice on specific risk controls includes 

requirements that we consider to be the basis for a "strong“:

– underwriting data requirements

– investment policies should take into account their overall risk tolerance 

levels, liquidity position, and capital adequacy;

– extensive investment and concentration limits;

– robust asset-liability management policies

• However, Solvency II requirements are not yet sufficiently 

specific, may lead to inconsistencies in the application by 

different regulators

• Weaker standards, even if accepted by a supervisor, could be 

scored as "adequate" under our criteria



8.
Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.

Risk Models: Impact of Solvency II

• Solvency II's requirements for approving internal models are 

demanding and will encourage insurers to improve their models

• Meeting Solvency II's requirements may result in us assessing 

the quality of an insurer's internal model as "strong“

• Again, there is a risk that without more detailed guidance 

Solvency II requirements will be applied differently by different 

supervisors, so an internal model approved by supervisors:

– may not necessarily receive a "strong" assessment from S&P;

– its results will not be automatically incorporated in our capital adequacy 

assessment.
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Strategic Risk Management: Impact of Solvency II

• We expect Solvency II to be positive for insurers strategic risk 

management capabilities.

• Solvency II is likely to lead to development of internal capital 

models that more consistently capture an insurer's material 

risks.

• Model quality and model governance should improve.

• Models are likely to become more reliable and management 

more likely to trust their results.

• To satisfy the Solvency II “use test”, an insurer should be able 

to demonstrate that the model underpins key business and 

strategic decisions such as pricing, reinsurance protection, 

asset-liability management, and capital management.
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S&P ERM Criteria vs Solvency II Risk Management Requirements

• In our view, Insurers that fully implement the Solvency II 

principles are likely to get a "strong" ERM assessment under 

our criteria

• However, where supervisors allow insurers more latitude in the 

implementation, ERM may be assessed as "adequate“

• We do not expect insurers that we assess as having "weak" 

ERM capabilities under our criteria to be able to meet the 

Solvency II requirements
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Industry Preparedness For Solvency II Requirements

• In our opinion, insurers with "strong" ERM assessments under 

our criteria should be in a good position to meet the Solvency II 

requirements on risk management, internal models, and the use 

test. 

• 18% of all rated European insurers currently have "strong" ERM 

assessments. We believe a further 14% may achieve a "strong“ 

ERM assessment over the next two years.

• We believe that the remaining rated insurers will likely have to 

make improvements to their risk management capabilities to 

comply with Solvency II's requirements.



12.
Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.

Copyright © 2010 by Standard & Poor’s Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved. No content (including ratings, credit-related 

analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by 

any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content shall not be used for any unlawful or unauthorized purposes. S&P, its 

affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, 

timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content, or for the 

security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, 

INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, 

SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY 

SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or 

consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even 

if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or recommendations to 

purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any form or format. The Content 

should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other 

business decisions. S&P’s opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment advisor. While S&P has obtained 

information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business 

units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain non–public 

information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate 

its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and 

www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information about our 

ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR’S and S&P are registered trademarks of Standard & Poor’s Financial Services LLC.

www.standardandpoors.com


