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Program

ÅKey themes underpinning the formulation and 

operation of the standards

ÅOutline proposed formulation of the Capital 

Standards

ÅDiscuss the role of the appointed actuary
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Capital Standards

Key themes underpinning the formulation 

and operation of the standards
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Key themes

ÅPHIACôs role is to ensure best practice

ÅPHIAC will act proactively

ÅPHIAC is the third line of defence ïwe deal in 

minimums

ÅThe Capital Standards are not meant to identify 

the ñidealò amount of capital

ÅWhen it comes to risk and capital, itôs your 

responsibility
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What does this mean?
Å PHIAC expects:

ïStrong risk management programs

ÅFinancial, operational, strategic

ÅClearly defined risk appetite

ïWhat are your objectives?

ïWhat are you prepared to gain and lose?

ïRobust risk based capital management

ÅLinked to Risk Management activities

ÅCapital targets ïfor your business purposes

ÅPredefined triggers and actions for management of capital

ïStrong working relationship with your actuary

ÅManagement and Board
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Objectives of review

DEP Dec09

Provide a high 
degree of 

protection against 
losses by 

policyholders

Encourage the 
application of 

principles

Be flexible so that 
they can be 
applied to 

different risk 
combinations

Clarify 
relationship 

between 
solvency and 

capital adequacy

Motivate insurers 
to engage more 
closely with their 

risks

Better reflect 
the investment 

practices of 
insurers

Recognise 
differences in 

insurers.

More aligned with 
accounting 

principles and 
other regulatory 

regimes

Encourage 
transparency

Complement and 
ÓÕÐÐÏÒÔ 0()!#ȭÓ 

regulatory 
stance and 

enforcement 
powers
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Capital Standards

Proposed formulation of the Capital Standards
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Capital Standards
Form

ï 2 tier

ï Solvency & óSolvency plusô

Purpose

ï Solvency 

Å to protect policyholders against  financial loss

ï Capital adequacy 

Å enable sufficient capital and time for correction and 

management 

Target Capital

ï To be determined by insurer

ï Regard to a broader suite of risks

ï Strong links to risk management and strategic decision making 

Rationale

Solvency is core to prevention of  loss by policyholders ïbecomes the prime regulatory focus

Capital adequacy is an amount above solvency which supports proactive regulation (not necessarily 

intervention)

Consistency with proactive powers in the PHI Act

DEP Dec09

Target Capital

Capital Adequacy

Solvency
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Three Pillars Foundation

ÅThe standards have as their base three pillars

1.Minimum capital requirements that are 

prescriptive in nature

2.Internal risk and capital policies

3.Transparency and disclosure

ÅEach of these is evident in the proposed 

standards
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Solvency Standard
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Solvency Capital Requirement

Management 
Capital Charges

Changing 
amount for 

scale

Expense 
Charges

% of historical 
expenses or 

identification of 
forward costs 

options

Assets Charges

Credit risk, 
market risk, 
liquidity and 

concentration 
considerations

Technical 
Liabilities 
Charges

Sufficiency base
Additional 

margin for size

Additional 
Regulatory 

Capital Charges

Risk complexity

16/12/2009 11


