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1. Introduction 
1.1 This submission is a response by IAG New Zealand Ltd (IAG, we) to the Reserve Bank of 

New Zealand on the consultation document ‘Review of Insurance Solvency Standards: 
Structure and IFRS 17’ (‘the consultation document’). 

1.2 IAG is New Zealand’s leading general insurer. We insure more than 1.8 million New 
Zealanders and protect over $650 billion of commercial and domestic assets across New 
Zealand.  We receive more than 650,000 claims a year and in the last financial year paid 
$1.576 billion in settling them. 

1.3 In this submission we have provided overarching comments on the topics covered in the 
consultation document as well as responses to the specific questions asked in it. 

1.4 IAG’s contacts for matters relating to this submission are: 

Bryce Davies, Executive Manager Corporate Relations 
T: 09 969 6901 
E: Bryce.Davies@iag.co.nz  
 
Andrew Saunders, Government Relations Manager 
T: 04 903 4005 
E: Andrew.Saunders@iag.co.nz 
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2. Overarching comments  
2.1 We support the review of solvency standards and welcome the opportunity to participate 

in the review through submissions and direct engagement with the RBNZ. 

2.2 The solvency standard, at least in regard to general insurers, should more explicitly 
acknowledge the roles of both capital and reinsurance.  For general insurers in New 
Zealand, the exposure to low-probability high impact natural catastrophes such as large 
earthquakes, means that reinsurance plays a vital role.  Reinsurance is critical to the 
underwriting of such risks, with reinsurance programmes often an order of magnitude 
larger than capital held.  The solvency standard therefore needs to recognise and provide 
for the distinct roles of both reinsurance and capital in relation to different sorts of risks 
while recognising that it sits within the wider set of regulatory settings and tools that 
make up the regime under the Insurance (Prudential Supervision) Act 2010 (IPSA). 

2.3 In terms of risk appetite, we suggest that requirements in the solvency standard should 
be based on: 

o BAU risks (applies to everyone) – capital and reinsurance relates to a risk appetite of 
1:200. 

o Concentration risk related to natural disaster such as storms etc. (noting this could 
be more material for smaller property insurers) – a mixture of capital and reinsurance 
and related to a risk appetite of 1:200. 

o Geological risk (systemic risk) – can only be mitigated by a prescribed reinsurance 
requirement (quantity and quality) and continue to a risk appetite of 1:1000. 

2.4 Introducing a different treatment for sectorally important insurers would be inconsistent 
with a risk-based approach and would be out of step with international approaches, 
considering that:     

o The characteristics of particular insurers can and should be addressed directly in a 
tailored manner rather than in binary way based on one dimension. 

o Given the greatest risk for general insurers in New Zealand is catastrophe risk, 
reinsurance is the key risk management tool for general insurers in New Zealand, and 
accordingly the rationale for differential capital requirements for insurers on the 
basis of sectoral importance falls away. 

o Larger general insurers in the New Zealand market have larger amounts of capital, 
the largest reinsurance programmes and governance and risk management practices 
commensurate to their size. 

o Imposing higher capital requirements on some insurers would distort the 
competitiveness of the insurance market in New Zealand and potentially the 
behaviour of individual insurers. 

o Insurers in New Zealand are not interconnected in the way that other financial 
services entities such as banks are, and the structure of the New Zealand general 
insurance market is fundamentally different to that of banking. 

o Large insurers in New Zealand including IAG have demonstrated their ability to be 
resilient if allowed to manage issues that arise. 
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o Other jurisdictions don’t generally have specific requirements for ‘sectorally 
important insurers.’ 

2.5 We note that due to the timing of the commencement of the review of solvency standards 
in late 2020, the scope of the review, the operative date for IFRS 17 in 2023, and the 
parallel progress of the IPSA Review, the review will result in two sets of solvency 
standards (‘interim’ and ‘final’) and therefore two transitions.  While this outcome is 
clearly not ideal, we recognise it is inevitable given these factors.  Nonetheless, in order 
to minimise the disruption to insurers, in progressing the review and implementing the 
revised solvency standards it is critical that: 

o The RBNZ works constructively with insurers on what will be required in relation to 
IFRS 17 in order to support insurers in the development of systems and provide clarity 
around the final requirements to facilitate insurers undertaking their system builds 
efficiently. 

o A draft of the ‘interim’ standard is released as early as practicable in 2021 to provide 
further information to insurers to inform system builds (recognising that by the time 
the operational version of the ‘interim’ standard is released in 2022, system builds will 
be well advanced or complete). 

o Implementation of the ‘final’ standard (planned for 2023 or later), which is not subject 
to any external timing pressures, needs to be timed so as to enable it to be 
transitioned to by insurers in an orderly way and with regard to the timing of other 
major regulatory changes that may be occurring in a similar time period (e.g. 
implementation of conduct reforms, new insurance contract law, EQC Act changes 
etc.).  Engagement with insurers will be necessary on the appropriate timing for it to 
come into effect at the stage the ‘final’ standard is being completed. 

2.6 We support the introduction of a ladder of intervention as the current ‘binary’ approach 
is not appropriate. The suggested two-level ladder of intervention would provide a more 
transparent basis for regulatory oversight and intervention.  In general terms, if a ladder 
is introduced, we agree with approach shown in the ‘illustrative’ diagram on page 30 that 
the lower rung of the ladder should be lower than the current minimum solvency capital 
requirement (MSC).  Also, it should not be necessary to hold large buffers on top of the 
prescribed capital requirement (PCR), especially if a robust reinsurance programme is in 
place. 

2.7 Finally, it is important that separate solvency standards are retained for life insurance and 
non-life insurance to allow the treatment of each sector to be suitably tailored.  For the 
same reason we would support the development and implementation of a solvency 
standard for health insurance. 

 



 

Page 5 

 
 

3. Response to questions in the consultation document 
3.1 Our responses to the specific questions in the consultation document are outlined in the 

following table. 

Question IAG feedback 

1.1 Purpose statement 

A. Would a purpose statement be a 
useful addition to the solvency 
standards? Why or why not? 

In principle a purpose statement could be a useful addition to the 
solvency standards.  Depending on how specific the purpose statement 
is, it may need to be tailored to the different insurance sectors (life 
insurance, general insurance etc.), while remaining appropriately 
consistent. 

However, to add real value to the solvency standard the purpose 
statement would need to set out more than just an explanation of what 
a solvency standard is, and go on to outline the specific purpose of the 
relevant New Zealand solvency standard, the key settings within it, and 
be consistent with the intended risk appetite and regulatory approach.  
Purpose statements that achieved all this could help the development 
of the solvency standards and their application as well as providing 
clarity for insurers in setting their risk appetite, capital and reinsurance 
arrangements. 

We recognise that achieving all of the above will be challenging.  There 
is also a risk that an overly simplified purpose statement creates more 
issues than it solves by inappropriately steering development or 
application of the solvency standards.  Accordingly, a purpose 
statement should only be included if a suitable one can be crafted, and 
not simply for the sake of it.  If a single purpose statement proves too 
hard to craft an alternative could be a series of principles outlining the 
intent, design and use of the solvency standard. 

Should purpose statements be progressed then these should be 
included in the consultation drafts of the ‘interim’ solvency standards 
that are released for feedback in mid-2021. 

Also refer to our comments below in response to Questions B and EE. 

B. Please comment on the utility of 
the purpose statement (“The 
purpose of capital is to ensure that, 
in adversity, an insurer’s obligations 
to policy-holders will continue to be 
met as they fall due.”) and suggest 
improvements, if any. 

As outlined in our comments above in response to Question A, we 
consider that to be useful a purpose statement has to include an 
appropriate range of elements and be very carefully crafted and 
considered.  We consider the proposed purpose statement contains 
some logical aspects but is too absolute and a more multifaceted 
purpose statement that reflects the various dimensions of a solvency 
standard is required. 

Focussing on protecting policyholders is appropriate, however, the use 
of ‘ensure’ is too absolute for what is not a zero-failure regime.  The use 
of language such as ‘under a wide range of circumstances’ (APRA) or 
‘under all reasonably foreseeable circumstances’ (IAIS) indicates the 
practical limits of a solvency standard.  The role of a solvency standard 
is to address whether there is enough capital to deal with shocks in the 
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Question IAG feedback 
system up to the regulator’s risk appetite (not to extreme events outside 
that risk appetite). 

A purpose statement also needs to refer to more than ‘capital’ only and 
reflect the key role of reinsurance, for general insurers in particular.  It 
also needs to be consistent with the approach to supervision, 
appropriately proportionate, recognise that it has a role in terms of 
transparency, and is ultimately but one of the relevant regulatory tools 
applying under a prudential supervision regime. 

C. How likely should the fulfilment 
of obligations by an insurer be 
(recognising that certainty is an 
impossibility, and that there is a 
trade-off with efficiency and 
competition)? 

While agreeing that certainty is an impossibility and noting that there 
are trade-offs in terms of policyholder protection and efficient use of 
capital, that IPSA is not a zero-failure regime, and that an insurer falling 
below its minimum solvency requirement does not necessarily equate 
to not fulfilling its obligations to its policyholders, we suggest that the 
requirements in the solvency standard should be based on: 

 BAU risks (applies to everyone) – capital and reinsurance relates 
to risk appetite 1:200 

 Concentration risk related to natural disaster such as storms 
etc. (noting this could be more material for smaller property 
insurers) – mixture of capital and reinsurance and relates to risk 
appetite 1:200. 

 Geological risk (systemic risk) – can only be mitigated by a 
prescribed reinsurance requirement (quantity and quality), to a 
risk appetite of 1:1000. 

D. Should the solvency risks be 
assumed to crystallise immediately, 
in the short-term (say one year) or 
over the long-term? 

Assuming all solvency risks crystallise immediately would not be 
appropriate.  Over the long term is likely to be more appropriate and 
reflective of reality, particularly in relation to larger catastrophe events.  
As was observed with the Canterbury Earthquake Sequence, and in 
relation to CBL, claims reserves take time to materialise, or not, as the 
case may be. 

Taking a longer-term view and managing to this, provided good risk and 
governance frameworks are in place, is to the benefit of customers, 
regulators, government, and shareholders.  Large events may take 
several years to run-off, in which time an insurer might be able to trade 
out of a tight situation, to the benefit of all parties.  

1.2 Principles 

E. Should a “total balance sheet 
approach” be adopted for solvency 
calculations? 

While total balance sheet is a more robust measure, it would add to the 
complexity of the regime.  In relation to general insurers in New Zealand 
the materiality of any impacts is unlikely to outweigh the additional 
complexity and therefore a total balance sheet approach may not be 
justified. 

A total balance sheet approach would rely on guidance from the RBNZ 
unless it wants the insurers to choose their own measures, which would 
increase the risk of model shopping and potentially reduce 
comparability across insurers.  It goes back to what is the real risk?  For 
many general insurers in New Zealand the biggest risk will always be 
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Question IAG feedback 
geological risks rather than some other event (e.g. a major economic 
shock will have a more gradual impact), and geological risks can only be 
effectively managed by reinsurance. 

F. Do you think there are insurers 
that are “sectorally-important”? If 
so, what would be the advantages 
and disadvantages of imposing 
higher capital requirements on 
them, relative to those that are 
considered not sectorally-
important? Please provide your 
reasons. 

Introducing different capital treatment for insurers on the basis of 
whether they are ‘sectorally important’ should not be pursued because 
it would be inconsistent with a pure risk-based approach, would 
increase the complexity of the regime, would distort the 
competitiveness of the market, and would be out of step with 
international approaches. 

Rather than adding additional measures for insurers deemed to be 
‘sectorally important’, the question should be ‘what factors should 
RBNZ take into account in its risk-based approach to supervision and 
what range of tools should it have to use (and in what order) to manage 
the risks present in and presented by individual insurers and the market 
as a whole?  It is critical that the supervisory model maintains a clear 
risk-based approach on all licensed insurers while also having sufficient 
regard to systemic risks to the insurance sector as a whole.  In New 
Zealand geological risks are prominent and these risks can only be 
managed by an appropriate reinsurance programme (quality and 
quantity), and not by prescribing additional capital buffers. 

In support of this position we reference the following: 

 All insurers present risk from different places (capital, 
reinsurance, contagion etc.).  While IAG is the largest overall 
general insurer in the New Zealand market, and has a significant 
share in some markets, we also have a large amount of capital, 
the largest reinsurance programme, support of the wider IAG 
group, and governance and risk management practices 
commensurate to our size. 

 Large insurers in New Zealand including IAG have demonstrated 
their ability to be resilient if allowed to manage issues that arise 
(e.g. the Canterbury and Kaikoura earthquakes and COVID 19, 
including the Australian business interruption issue).  Our size 
and diversification provide stability and provides an ability to 
raise capital that other insurers might lack. 

 Considering the size of an insurer is a logical part of a risk-based 
supervisory approach but should not supersede it.  It would be 
one dimensional to look at just size (impact measure), the RBNZ 
should use a heat map (impact and frequency measure) as this 
will identify truly risky insurers without an appropriate 
governance and risk framework.  Applying different capital 
treatment to insurers based on a simple shorthand measure 
risks the regulator not focussing on the greatest risks and 
presumes that additional capital is the best way to mitigate the 
risk of failure. 

 If there are characteristics of particular insurers that give the 
regulator concern, they can and should be addressed directly. 

 The risk and governance structures of all insurers reduce their 
regulatory risk considerably.  The biggest risk is potentially from 
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Question IAG feedback 
insurers who aren’t mature from a risk and governance 
perspective. 

 Imposing higher capital requirements on larger or sectorally 
important insurers would distort the competitiveness of the 
insurance market in New Zealand.  Larger general insurers 
already have a larger absolute $ MCR requirement and this 
should not be 'loaded' with an extra MCR requirement on top of 
this. 

 Imposing higher capital requirements on sectorally important 
insurers could distort the behaviour of individual insurers so 
that they avoided these requirements (i.e. by limiting their size 
in certain markets or overall) and thereby reduce dynamism in 
the market.  The potential for this would vary depending on the 
methodology employed to determine sectoral significance (i.e. 
premiums, share of the market or part of it such as motor, 
liability etc.) and the scale of any capital differential imposed. 

 No other jurisdiction we are aware of has different standards for 
‘sectorally important insurers.’  Noting that while the IAIS 
developed a focus on ‘systemically important insurers’ 
following the GFC, it explicitly pulled back from this approach in 
2018.1, moving towards an activity-based approach to systemic 
risks in place of an entity-based approach. 

 Appropriate reinsurance protection is the key for general 
insurers in New Zealand of any size; residual/retained risk can 
then be dealt with in a current-style solvency calculation.  The 
biggest risk to most non-life insurers in New Zealand is from 
natural disasters (primarily earthquakes) and realistically this is 
a reinsurance rather than a capital issue. 

 Insurers in New Zealand are not interconnected in the way that 
other financial services entities such as banks are, and the 
structure of the New Zealand general insurance market is 
fundamentally different to that of banking. 

 If a focus on sectorally important insurers was to be introduced, 
sized based measures may not in any case reflect the impact of 
that insurer entering difficulty on the relevant sector or sub-
sectors.  Insurers are not homogenous and there are many ways 
in which importance could be assessed, e.g. overall insurance 
market; within general insurance; specific lines of business; 
geographical; cohort of customers etc.?  If it was only a line of 
business this would beg the question of whether any differential 
treatment was limited solely to this aspect of the insurer.  A 
narrow application to few insurers would create competitive 
distortions, whereas a wider one applying to many would not 
achieve any differentiation and therefore would be better 
addressed at a whole of industry level. 

 

1 https://www.spglobal.com/marketintelligence/en/news-insights/trending/t564hucsvgbedqlian5h9a2 
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Question IAG feedback 

2.2 Industry sectors 

G. Please comment on how 
effectively existing solvency 
standards address particular 
sectors and subsectors of the 
industry. 

We consider the separate standards for life and non-life have worked 
well in addressing various industry sectors.  Going forward, maintaining, 
and potentially increasing, differentiation of the solvency standards is 
preferable to looking to consolidate the standards into a single 
standard.  We note that whilst there are a number of similarities 
between the standards, there are also a number of important 
differences, and that much of the complexity of IFRS 17 and Solvency II 
has resulted from imposing one standard for life and general insurance 
business. 

In relation to the issues identified under paragraph 29 of the 
consultation paper: 

 We agree that the standards have much in common but do not 
consider that integrating them to a single standard is preferable 
for the reasons outlined in our response to Question I above. 

 We note the issues addressed in the 3rd and 4th bullet points 
under paragraph 29 could be addressed by the RBNZ through 
re-drafting and/or the establishment of a dedicated standard 
for health business. 

H. Should health insurance have its 
own specific solvency standard? 
Please provide your reasoning. 

Yes, because it would avoid the need for the non-life standard to 
consider health insurance, which may lead to unintended 
consequences.  We note that APRA has a solvency standard for health 
insurers (Prudential Standard HPS 100 Solvency Standard). 

I. Please discuss your preferences 
with respect to how the standards 
should apply to industry sectors, 
with reference to the following 
options: 

1. Sector-differentiated status quo – 
separate Life and Non-Life Standards 

2. Single solvency framework 
covering all sectors and subsectors 

3. Rationalisation – folding the 
variable annuity standard into the life 
standard, and the three non-life 
standards into a single document 

We favour Option 1 (Sector-differentiated status quo – separate Life and 
Non-Life Standards).  Option 3 would be the next choice and Option 2 
not favoured at all. 

In our view appropriately tailoring solvency requirements to the 
distinctly different sub-sectors (general insurance, life etc.) is more 
important than making it a little easier to update them through 
consolidation of the standards.  Each sub-sector (general insurance, life 
and health) is a multi-billion-dollar sector in its own right and so it is 
appropriate and proportional to have separate standards.   Having 
separate standards also has the advantage that if a change is required 
in regard to a sub-sector the other sub-sectors can be unaffected. 

Having a single framework will be too complex and difficult to 
implement, as evidenced by how long IFRS 17 has taken to be 
developed and finalised.  There are significant differences in product 
and investment strategies etc. between life and general insurance (e.g. 
statutory funds) and one standard will lead to unintended 
consequences.  Also, we note the concentration risk for the two is 
completely different. 
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Question IAG feedback 

2.3 Statutory and other funds 

J. Please comment on how 
effectively existing solvency 
standards address statutory and 
other funds. 

Non-life insurers should not be required to have statutory funds.  
Statutory funds should be used where the investment component is a 
material factor in the cost of a product.  In contrast statutory funds for 
non-life insurers would increase complexity without providing any 
meaningful increase in security. 

K. Should solvency standards 
applied to statutory funds apply a 
floor to assets based on the 
provisions of Sections 82-119? 

The consultation document is not clear on whether it is proposing to 
apply statutory funds to general/non-life insurers, though it appears it is 
not, and we support this. 

We also understand the scope of statutory funds is to be consulted on as 
part of the IPSA Review, and if this was to lead to material changes in 
the scope of statutory funds, then there would need to be subsequent 
targeted consultation with affected insurers on the solvency standard 
implications of this. 

L. Please discuss your preferences 
with respect to how the standards 
should apply to statutory and other 
funds, with reference to the 
following options: 

1. Status quo – life insurers have solvency 
requirements for statutory funds and the 
insurer as a whole; non-life insurers have 
requirements only at the insurer level. 

2. All business allocated to ‘insurance funds’. 
Solvency requirements are only applied at 
the insurer level, although these 
requirements will be a function of fund 
solvency. 

IAG supports Option 1 (Status quo). 

We oppose Option 2 on the basis that statutory funds are not required 
or appropriate for general insurance (refer also to our answers to 
Questions J and K above). 

2.4 Consolidation 

M. In your view, is the current 
treatment of insurance and non-
insurance subsidiaries in the 
solvency standards appropriate? 
Please provide your reasons. 

No, it is a basic approach and doesn't deal with increased or 
diversification of risk from a non-licensed entity.  We would support a 
more sophisticated view to be taken in looking at non-licensed entities 
and whether or not there is any potential impact to the solvency 
position (good or bad) of the licensed entity.  A flat 100% capital charge 
is totally inappropriate. 

N. If your answer to the previous 
question was “No”, what do you feel 
would be a better treatment of 
insurance and non-insurance 
subsidiaries? 

If the subsidiary poses no particular/peculiar risk then a more 
appropriate treatment of a non-insurance subsidiary would be to simply 
'look through' to the underlying balance sheet and apply 'vanilla' 
capital charges. 



 

Page 11 

 
 

Question IAG feedback 

3.2 Insurance liabilities and other technical provisions 

O. In the context of solvency 
requirements, which of the 
following options do you consider 
to be the most appropriate for New 
Zealand? Please give your reasons. 

1. Status Quo 

2. GAAP 

3. GAAP with adjustments (either 3a, 3b 
or 3c) 

4. Full regulatory balance sheet 

IAG considers Option 3c or Option 4 to be most appropriate.  We 
recognise that depending on how they are implemented, and the 
detailed choices made, they can result in a similar outcome.   

In taking this position we consider the key principles should be that 
there is no change to the treatment of non-technical items (standard 
accounting basis), with technical items on an RBNZ specified basis.  We 
note that many items in the balance sheet are measured using other 
IFRS and not IFRS 4/IFRS 17, and those items will not change.  Therefore 
the existing solvency standard can apply to those balance sheet items - 
e.g. financial assets and liabilities measured under IFRS 9.  Options 3c 
and 4 would allow for a consistent view of solvency across the industry 
and remove any distortions due to accounting policies adopted. 

The choice of options and subsequent implementation in this area is 
critical for insurers to understand as soon as practicable in order to 
reduce the risks of systems that are being developed now requiring 
reworking. 

We agree that neither Option 1 nor Option 2 should be adopted. 

3.3.1 Non-insurance items 

P. How do insurers currently treat 
non-technical insurance assets and 
liabilities on the balance sheet? Are 
all assets currently designated as 
backing insurance liabilities, and 
hence valued using the fair value 
approach? Are there any items 
(other than technical provisions) on 
the balance sheet that insurers are 
not currently measured using fair 
value? 

There will be no change to the recognition and measurement of all 
other/non-technical balances as all other IFRS must continue to be 
applied on a consistent basis.  We do not agree that most insurers 
designate ALL assets as supporting insurance liabilities (as suggested in 
paragraph 53).  It may well be that most assets are typically valued 
using a fair value approach, but that is because of the application of all 
other IFRS (e.g. IFRS 9 where insurers may have adopted the 'fair value 
through profit & loss' approach pertaining to investments/financial 
assets). 

The Accounting Policies published in annual accounts provide 
information to RBNZ on the accounting treatment of non-technical 
components of the balance sheet.   

Q. How, if at all, is the treatment in 
(P) likely to change after transition 
to IFRS 17 (and IFRS 9)? 

There will be no change to the recognition and measurement of all 
other/non-technical balances as all other IFRS must continue to be 
applied on a consistent basis. 

3.3.2 Non-technical insurance items 

R. Is fair value a reasonable 
approach to value non-technical 
assets and liabilities? Would an 
adjustment to bring all assets and 
liabilities on the balance sheet to 
fair value for solvency purposes be 
appropriate? 

Existing GAAP/IFRS should continue to be the acceptable basis for non-
technical assets and liabilities. 
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S. Is it necessary to have visibility of 
insurance receivables, and hence 
the associated credit risk, from a 
solvency perspective? If not, how do 
we ensure that any material credit 
risk is properly reflected in the 
solvency standards? 

Credit ratings of reinsurance collectible are published in our annual 
accounts - the vast majority being AA rated counterparties.  RBNZ could 
also request specific details from insurers pertaining to their 
reinsurance programme.  As stated elsewhere in this document, the 
coverage and quality of the reinsurance programme purchased is the 
key risk management tool for general insurance in New Zealand.  All 
other residual balance sheet risk should then become 
modest/manageable. 

T. How do insurers currently 
measure insurance receivables and 
payables (premium and reinsurance 
recovery receivables, claims 
payable)? 

The Accounting Policies published in annual accounts explain this.  
Actual collectibles/payables are typically at book values/amortised cost 
less a provision for default and this is deemed to be a fair value 
measurement.  Reinsurance recoverable on outstanding claims is 
actuarially valued in tandem with the actuarial valuation of gross 
outstanding claims. 

U. How are insurers looking at 
implementing the changes relating 
to insurance receivables and 
payables resulting from IFRS 17 
from a systems perspective? Are 
major system changes to collate the 
receivables/payables system with 
the valuation system being 
considered, or will separate systems 
be maintained, with a high level 
adjustment being applied to 
incorporate the 
receivables/payables into the 
measurement of insurance 
contracts? 

We are still working through the system change implications, but it is 
not expected that customer facing systems will require much 
modification.  However, how these systems then interface to accounting 
general ledgers may require significant change – probably requiring 
new sub-ledgers to be designed and built. 

V. If the measurement of insurance 
receivables under IFRS 4 currently 
includes an allowance for 
impairment, how will insurers 
change the basis to determine the 
impairment related to insurance 
receivables after transition to IFRS 
17? 

Under IFRS 17, we will be (explicitly) incorporating an allowance for 
reinsurance default into our valuation.  This is yet to be worked through 
but will be applied at GRC (Group of Reinsurance Contracts) level and 
linked in some way to the creditworthiness of our reinsurance 
counterparties.  We plan to submit our cash flows to a sub-ledger gross 
of this adjustment and then submit the factors for the sub-ledger to 
apply separately. 

In relation to the considerations under paragraph 87, we do not 
consider credit risk associated with unpaid premium to be significant as 
there is little/no concentration of risk and policies are typically 
cancelled from inception if the customer does not pay the premium.  We 
do not sell tangible goods and therefore do not have a bad debt loss of 
that nature.  Reinsurers typically are very high-grade counterparties and 
therefore reinsurance default is considered to be a low risk. 
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Question IAG feedback 

3.3.3 Tax 

W. How are the tax items on the 
balance sheet likely to be impacted 
by IFRS 17 (and IFRS 9)? 

Until IRD determine how IFRS 17 impacts tax calculations it is not 
possible to comment.  For non-technical items there should be no 
change in tax treatment. 

X. Will there be any flow on impacts 
of tax impacts on other insurance 
and non-insurance items on the 
balance sheet? 

 

4.2 Options for operating the ladder 

Y. Should we implement a ladder of 
intervention approach to solvency? 
Please give your reasons. 

We support the introduction of a ladder of intervention approach to 
solvency for the following reasons: 

 The current binary approach is too simplistic and not reflective 
of practical or regulatory reality (i.e. in theory a company with a 
solvency ratio of 1.01 is fully compliant but this would not be 
viewed that way by either RBNZ or that entities’ board, and 
most insurers maintain solvency capital well above MSC). 

 Specifying a single MSC level does not provide any clarity on 
when the regulator might intervene on capital adequacy 
grounds. 

 The current binary approach is also flawed given the purpose of 
capital is to be able to use it.  The current situation instead 
effectively requires a buffer on top of a buffer, which is 
inefficient and adds cost for policyholders. 

 The suggested two-level ladder of intervention would provide a 
more transparent basis for regulatory oversight and 
intervention by setting out the capital levels above which the 
regulator would not intervene on capital adequacy grounds and 
also the level which if breached the regulator would invoke 
strong actions.  It would provide clarity, transparency and 
equality to market participants if coupled with a clear 
regulatory basis and would also provide clarity and 
transparency to companies and directors.  It will also assist with 
directors’ understanding of risk appetite. 

In developing and implementing a ladder of intervention it is necessary 
to consider: 

 What actions the regulator might invoke between these two 
levels and so it will be beneficial to set out through policy 
statement how the ladder of intervention will be applied, 
recognising that the particular circumstances will be relevant 
(e.g. a lack of capital in a BAU situation or insufficient re-
insurance following a natural catastrophe).  For general insurers 
in New Zealand, regard must be had to the situation of property 
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insurers following major catastrophic event where losses will be 
large and there will be a significant degree of uncertainty as to 
what these will ultimately amount to. 

 That should an insurer find itself below the bottom of the ladder 
(i.e. below the MCR), the regulatory actions taken should 
support the interests of policyholders and that excessive 
prudence does not exacerbate a situation where the insurer 
may be able to trade out of the difficulties it is in. 

 In general terms, if a ladder is introduced, we agree with the 
approach shown in the ‘illustrative’ diagram on page 30 that the 
lower rung of the ladder should be lower than the current MSC.  
It should also not be necessary to hold large buffers on top of 
the PCR, especially if a robust reinsurance programme is in 
place. 

Z. At what point should the insurer’s 
operations be considered to no 
longer be viable? 

Specific circumstances will always be relevant to determining whether 
an insurer’s operations can be considered to no longer be viable.  A 
single measure that could apply across all insurers in all circumstances 
is unlikely to be realistic. 

There is a need to separate systemic risk (e.g. catastrophe risk) from 
BAU risk to make it workable.  For systemic risks, this is a wider societal 
question and may require a government led rather than a regulator led 
approach. 

In BAU type situations the IPSA section 24 projection should be used for 
this.  When an insurers cannot demonstrate it is a 'going-concern' 
balance sheet insolvency may however not necessarily mean the insurer 
is not a going concern if there is a realistically viable 'trade-out' plan - 
noting that insurance liabilities do not in fact immediately crystallise.  
The section 24 projections would form a part of this plan. 

In catastrophe type situations (e.g. large earthquake or volcanic 
eruption) with potential for multi-insurer or even systemic failure, a 
more measured approach needs to be adopted as it may be in 
everyone’s interest (customers, regulator, government and 
shareholders) to manage and trade their way out.  Such situations will 
normally arise post-event but could also be ex-ante (e.g. in the case of a 
volcano warning, insurers might be insolvent on paper before any 
damage is incurred only for there to be a failed or limited eruption). 

In principle the approach taken should presume insurer is a going 
concern unless clearly otherwise, noting the calculations are very 
different from those applying to banks under stress given the different 
nature of the two businesses. 

Please refer also to our comments in response to Question AA below. 
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AA. Conversely, what point in an 
insurer’s solvency level triggers the 
need to start increasing the 
intensity of supervisory intervention 
from BAU supervision? 

The PCR could be described in more specific terms relevant to general 
insurance in New Zealand, for example when it goes below 2 x MER2 

above the MSC.  In terms of the measures that could be used to 
determine the solvency control levels, please see our answer to 
Question CC below. 

We agree with paragraph 108 that the current MSC is more like a PCR 
threshold and therefore the minimum capital requirement (MCR) should 
be set lower and then become a lower rung on the ladder of 
intervention (perhaps equivalent to 50% to 67% of current MSC). 

It should also be permissible, with appropriate oversight, to continue to 
operate at below this new/lower MCR as in many circumstances an 
insurer should be able to trade out of a financially difficult situation 
because claims liabilities do not crystalise immediately. 

It should not be necessary to hold large buffers on top of PCR, especially 
if a robust reinsurance programme is in place.  Without an adequate 
reinsurance programme then no amount of capital will be sufficient. 

BB. Should we adopt an 
ICAAP/ORSA-type approach 
alongside the solvency 
requirements? If so, are either of 
these frameworks a good starting 
point for New Zealand? Please 
provide reasons supporting your 
statements. 

Yes, as it would assist with the directors’ understanding of their risk 
appetite.  Given a number of insurers’ parents already use the ICAAP 
framework, we suggest ICAAP. 

We agree with the commentary in paragraph 113 of the consultation 
document that an insurer’s board should have ultimate responsibility 
for managing the business and its capital.  This should not be subject to 
ad-hoc regulatory interventions. 

CC. Are any of the above measures 
(solvency ratio, assets/stressed 
liabilities, probability of failure) 
more or less appropriate to 
calculate and assess an insurer’s 
solvency position, from the point of 
view of implementing an effective 
ladder of intervention framework? 
Please give your reasons. If not, 
what measures do you consider 
would be more appropriate for this 
purpose? 

Solvency ratio is the most straightforward to implement and quite 
transparent.  It also removes the risk of model shopping. 

Value at risk (VAR) is appropriate for the ladder of intervention 
parameters but there also needs to be hybrid as in some circumstances 
a ratio approach is better than monetary and vice versa.  A hybrid 
approach of ratio and margin may be desirable as each one gives 
different information in stress tests. 

Probability of failure should never be disclosed as it would confuse and 
scare policyholders irrespective if the RBNZ use it to manage 
companies.  The scenario testing should be used annually in addition as 
this would assist with the directors’ understanding of their risk appetite. 

 

2 Maximum event retention. 



 

Page 16 

 
 

Question IAG feedback 

4.3 Other considerations 

DD. What approach would strike the 
right balance between clarity and 
discretion when setting out 
supervisory responses at different 
levels of the ladder of intervention? 

A heat map approach based on impact and frequency (residual risk) 
taking into account a company's risk and governance 
frameworks/structure.  This would help identify those insurers likely to 
fail and the potential causes (e.g. sub-standard reinsurance 
programmes or aggressive reserving practices following a very large 
catastrophe above a 1:1000-year event). 

RBNZ needs to apply the ladder of intervention and risk management 
holistically with a good matching of regulatory tools to the salient risks 
of whatever nature.  A capital requirement is only one of these tools. 

EE. What should our risk appetite be 
in relation to insurer failure? 

We agree that it is necessary to balance soundness and efficiency and 
that regard must be had to the nature of the New Zealand market and 
the exposure to natural events such as large earthquakes. 

In relation to the commentary in paragraph 134 and the comment that 
‘our initial conclusion that our regulatory settings should be more 
conservative than in peer jurisdictions’ – it is important to recognise 
that concentration risk associated with geological risks can only 
realistically be dealt with through reinsurance rather than increased 
capital requirements. 

Consistent with our response to Question C above, for general insurers 
we consider the risk appetite in relation to insurer failure should be: 

 BAU risks (applies to everyone) – capital and reinsurance 
relates to risk appetite 1:200. 

 Concentration risk related to natural disaster such as 
storms etc (could be more material for smaller property 
insurers) – mixture of capital and reinsurance and relates 
to risk appetite 1:200. 

 Geological risk (systemic risk) – can only be mitigated by a 
prescribed reinsurance requirement (quantity and quality) 
to risk appetite 1:1000. 

5.1 Solvency calculations (deductions v charges) 

FF. Would you be comfortable with 
handling some deductions from 
capital through the Resilience Risk 
Capital Charge? Why or why not? 

We agree that some capital recognition should be given to some items 
that are currently 100% deducted from capital.  But rather than 
handling such deductions via increased capital charges, we suggest that 
instead only partial deductions from capital are made.  This would have 
the same impact on solvency margin $ amount, but would avoid a 
multiplier effect in holding capital buffers, ladder of intervention etc.  
For example: it should allow some recognition of deferred tax asset if 
there is no 'going-concern' audit qualification in the annual external 
audit report – i.e. deduct a lesser than 100% of this item from capital – 
possibly 50% only. 
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GG. Do you believe that some value 
should be allowed for certain 
deductible items at higher levels on 
the ladder of intervention? Is it 
appropriate to assume a ‘going-
concern’ valuation at these levels? 

Yes, should always assume a going-concern and not a wind-up scenario 
unless there is an external audit going-concern qualification and/or a 
section 24 projected going-concern issue. 

5.2 Supervisory adjustments 

HH. Is it appropriate for us to adjust 
insurer solvency calculations? 

Yes, in some circumstances and provided there is accountability, 
transparency and clarity over the reasons and a way to challenge.  The 
role and purpose of change should be clear and could be prescribed in 
advance (e.g. in relation to very rapid premium growth of for new 
entrants etc.)  Additionally, there should be a requirement to state 
trigger points where those adjustments would be removed. 

These would also need to have a time component (e.g. you need to 
increase solvency margin by x% by DD MM YY), as this allows for a 
measured approach that can reflect the urgency of the situation and the 
options available.  There may also need to be an agreed date for review 
of whether to retain or remove the supervisory adjustment. 

II. Does the list in paragraph 140 
cover all circumstances where 
solvency calculations should be 
adjusted? 

There may be further circumstances where solvency calculations should 
be adjusted and where this occurs it must be on the basis of clear and 
transparent criteria and robust processes (please refer also to our 
answer to Question JJ below).  Further engagement is required on the 
specifics of this. 

JJ. Do you support introducing 
supervisory adjustments as an 
integral part of the determination of 
capital requirements? 

We support the introduction of supervisory adjustments as an integral 
part of determining capital requirements.  The role and purpose of such 
adjustments should be clear and prescribed in advance.  There needs to 
be accountability, transparency and clarity over the reasons and a way 
to challenge them. 

Further consultation with the insurance industry is required detailing 
the proposed circumstances where supervisory adjustments may be 
imposed and the available opportunities/actions for removing them. 

KK. Are there other forms (other 
than fixed amounts, ratios and 
valuation instructions) that the 
supervisory adjustments could 
take? 

No comments. 
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5.3 Hierarchy of risks and diversification 

LL. Should New Zealand adopt a 
more structured risk hierarchy? Why 
or why not? 

We do not support adopting a more structured risk hierarchy.  It would 
result in added complexity where the BAU risk will be driven by a lack of 
governance/risk frameworks and systemic risk by earthquake type 
events.  We consider RBNZ should instead focus on the appropriateness 
of the reinsurance programme given the criticality of this for general 
insurance in New Zealand. 

MM. Is it necessary to introduce risk 
charges for risks currently not 
hypothesised in solvency standards, 
for example operational risk? Why 
or why not? 

We consider it is not necessary to introduce risk charges for risks 
currently not hypothesised in solvency standards because of a lack of 
materiality, added complexity, and because these risks are already 
captured to some extent. 

We do not consider it necessary, or possible, to quantify every 
conceivable risk within the solvency standard’s specified requirements.  
Operational risk is complex and difficult to determine.  The current 
solvency requirements deal with the key risks with some operational 
risk incorporated e.g. underwriting risk.  In any case it would likely 
represent relatively token capital when the main risk comes from losses 
exceeding the reinsurance tower. 

NN. Should solvency standards 
allow for a diversification benefit of 
some form? Is the Solvency II 
approach to relating risks 
appropriate for New Zealand 
conditions? 

We support consideration being given to allowing a diversification 
benefit of some form.  The APRA approach (and Solvency II standard 
factor approach) is straightforward and while it doesn’t necessarily 
reflect true dependency between risks in the risk profile, it does make 
some allowance for it. 

If a diversification benefit was introduced, it would be necessary to 
ensure the additional complexity did not outweigh the benefits. 

5.4 Life insurance risk capital charge restructure 

OO. Should the deduction for policy 
and other liabilities be moved inside 
the Life IRCC? 

No comments, not relevant to general insurers. 
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5.5 Grouping of policies 

PP. Are any of the following 
grouping options (Insurer, statutory 
fund, IFRS 17 portfolio, regulatory 
groupings, IFRS 17 groups, 
individual policy) appropriate for 
solvency purposes? Please provide 
your reasons 

The new groupings introduced by IFRS 17 are not suitable for solvency.  
A challenge is that the determination of IFRS 17 portfolios (and groups) 
has a significant degree of subjectivity, which could lead to a wide range 
of interpretations across the market, raising a question of how the RBNZ 
would then determine standardised factors to be used across the 
industry?  IFRS 17 groups would also likely be too granular and would 
increase operational complexity. 

Given the above issues, on balance we consider the proposed regulatory 
groupings option would be the best approach.  It is also important to 
determine what groupings will be specified as soon as practicable to 
inform insurers’ IFRS 17 solution designs.  The current classes used in 
the solvency standard would be appropriate. 

In relation to the commentary under paragraph 159 – in our view it is 
more important to retain a separate solvency standard for non-life v life, 
rather than to move to alignment. 

QQ. Are there any other grouping 
approaches that you consider 
would be appropriate for solvency 
purposes? Please provide your 
reasons. 

RR. What are your views on our 
preferred option of specifying 
regulatory groupings for solvency 
purposes? What basis do you think 
should be used to form the 
regulatory groupings? Please 
provide your reasons. 

 


