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BARNETT WADDINGHAM - QIS5 SURVEY

INTRODUCTION

QIS5 is expected to be the final of the Quantitative Impact Studies conducted by the European
Commission in the run up to the implementation of Solvency 2, which is due to go live on 1 January
2013. There is the possibility of a QIS6 as there are still a large number of outstanding issues, but taking
into account the lack of time available it seems unlikely that a further study across the whole industry
will be required.

The target participation for QIS5 was 60% for “solos” and 75% for “groups” and the European
Commission was keen for medium and small sized entities to take part. The supervisors are currently
putting together country reports and the results of QIS5 are expected in March 2011.

The European Commission and supervisors wanted results to be of a good quality and act as a dry run
for the real thing, rather than a best effort as previous studies have been, so that key stakeholders can
understand the likely quantitative impact of Solvency 2. Due to late changes to the specification, models
not being completed and additional requirements such as the detailed qualitative questionnaire and
equivalence scenario, QIS5 has been a challenge for most participants.

As the country reports and overall report will not be available The questions covered a range of topics including processes,

until later this year, we thought the market would like to have results of the QIS5 exercise and the impact Solvency 2 is

a ‘preview’ of the results. Barnett Waddingham conducted a expected to have on their businesses.

survey in late 2010 to find out what the potential impact of

Solvency 2 will be on businesses both now and in the future. e There was considerable variation in capital requirements
under QIS5 compared with Solvency I, usually being higher

Our survey was sent to a wide range of undertakings. under QIS5. Nearly 1 in 5 identified capital requirements

We received 37 completed responses, comprising 22 life, under QIS5 more than 100% higher than under Solvency I.

T mein=hfe el & eeimpesiits Ve ings, el » Despite this, 78% of undertakings surveyed have sufficient

e 8 are listed companies, 7 are Lloyd's syndicates / funds to cover the capital requirements.

Lormeiom melfet il el 12 &fie o e Ml ek * 64% of non-life undertakings responded that the Standard

e 10 write reinsurance business Formula provided a poor representation of their risk profiles.

* 95% classify themselves as small or medium * 83% of undertakings did not use an internal model to
assess capital requirements under QIS5; only 27% of these

2 I9ene peif e/e glreu @i 10 el gviels are now in the process of having one approved.

group submission
e 48% of respondents found completing the spreadsheet
problematic and 32% found completing the questionnaire
problematic. These were the main problems with meeting
e 22 respondents took part in QIS4. the requirements of the technical specifications, rather than
the calculations themselves.

¢ Only one of the respondents did not complete the
QIS5 exercise

* 56% of undertakings required external resources to
complete the study.



QIS5 Capital Requirements
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Overall, capital requirements under QIS5 are higher than
those under Solvency | and QIS4. 19% of respondents
identified capital requirements under QIS5 more than
100% higher compared to Solvency I.

From our survey, 60% of non-life undertakings now have
capital requirements more than 50% higher than under
Solvency I, compared with only 25% of life undertakings.

The difference between the capital requirements of QIS4
and QIS5 is less dramatic, with only 5 of those surveyed
reporting that the QIS5 requirements were more than
50% higher than QIS4.

How are you going to ensure
you have sufficient assets?

4
3
2
1
0 -
Raise capital Raise capital Do nothing and
within the group externally hope that the

calibrations change

78% of those questioned have sufficient funds to cover the
Solvency Capital Requirements (SCR) under QIS5. Only one
of the remaining 22% is planning to raise capital externally.

Do you have sufficient
assets to cover the SCR?

3%

M Yes
No

Don’t know




QIS5 RESULTS continued

Overall 17% 15%
Market risk 15% 15%
Counterparty default risk 3% 24%
Life underwriting risk 5% 27%
Non-life underwriting risk 33%
Health underwriting risk 16%
Intangible assets 0% KL
. Very poor . Quite poor

Standard Formula Representation of Risk Profile of Firms

44% 21% 3%
27% 31% 12%
43% 27% 3%
32% 27% 9%
27% 20% 20% 0%
38% 23% pELS 0%
67% 1% 11%
. Neither poor nor good . Quite good Very good

Standard Formula

Overall, 32% of respondents think the Standard Formula

is a poor representation of their risk profile, with 24% finding
it a quite good or very good representation.

An interesting comparison is how the Standard Formula

for the life and non-life underwriting risk modules reflect
the risk profile of the insurers. The life underwriting risk
module received very mixed reviews, whereas the non-life
underwriting risk module results were skewed towards it
being a poor representation; this reflects the general feeling
of the industry that the capital requirements for non-life
undertakings still need significant adjustments. The Standard
Formula was devised to represent the ‘standard’ firm in the
EEA. It will be interesting to see how the results compare
with other country reports.

Internal Models

17% of respondents used an internal model for the QIS5
exercise. 27% of those who used the standard model are
in the process of having an internal model approved.

Co-incidentally 17% of respondents used undertaking-specific
parameters (USPs) in conjunction with the standard model for
the QIS5 exercise. 20% of those who did not use USPs are in
the process of having them approved or are now considering
using them.

56% of non-life undertakings that participated are in the
process of having an internal model approved, compared
with 12% of life undertakings.

Internal models

[ Used an
internal model

B Didn’t use an
internal model

Undertaking-specific parameters

M Used undertaking-
specific parameters

M Didn’t use undertaking-
specific parameters




QIS5 PROCESSES

Suitability of Data for QIS5

Overall 8% 25% 14%
Asset Valuation 6% 19%
Best Estimates 6% 9%
Risk Margin 20% 9%
SCR Market risk 8% 17%
SCR Counterparty Default risk 3% 17% 8%
SCR Life underwriting risk 0% 3z 8%
SCR Non-Life underwriting risk 0% 19% 13%
SCR Health underwriting risk 7% 20% 7%

SCR Operational risk 5% 17% 25%

SCR Intangible asset risk 0% AZ 43% 29% 21%

. Very poor . Quite poor . Average . Quite good Very good

Meeting technical specifications

Completion of the questionnaire 6% 27% 32%
Completion of CEIOPS spreadsheet 9%
Calculation of SCR Intangible asset risk 0% [WAZ)
Calculation of SCR Operational risk 3% 9%
Calculation of SCR Health underwriting risk 0% EREY)
Calculation of SCR Non-Life underwriting risk 0% ESRER

Calculation of SCR Life underwriting risk  0%:E4

Calculation of SCR Counterparty Default Risk 6% 3%

Calculation of SCR Market risk 0% EEREEZ) 9%

Calculation of Present Value of Future Profits 4% 12%
Methodology of Equivalence Scenario Test 1% 28% 0%
Calculation of Risk Margin 9% 26% 3%

Calculation of Best Estimates 3% 14% 29% 43% 1%

Data 0% 17% 33% 39% 1%

. Very problematic . Quite problematic . Average . Quite easy Very easy

Suitability of Data Meeting specifications
Most respondents think that overall the data they currently There is one aspect that both life and non-life respondents
have is suitable for QIS5, with 92% giving a response of at found particularly difficult to complete - the CEIOPS (now
least average suitability. EIOPA) spreadsheet and questionnaire. Possible reasons for
this are that numerous versions of the spreadsheet that were
The responses on the suitability of data for various aspects of released before the final one, or perhaps firms not allocating
QIS5 varied slightly. 85% of respondents think that data for enough time to complete these tasks as they were thought
the best estimate is quite good to very good. This compares to be straightforward. The calculation of the risk margin,
with responses on the quality of data for the counterparty which now takes into account diversification between
default risk where only 44% responded that data was either different lines of business, also caused problems. However
good or very good. the avaliability of a number of simplifications will have made

this an easier requirement to meet than in previous studies.



QIS5 RESOURCES

56% of respondents said they did not have sufficient
resources to complete QIS5 and had to recruit or use external
resources. Out of the 20 undertakings that hired external
resources only 40% replied that they worked well with

the internal team; 30% replied that there was transfer of
knowledge by using external resources and 35% responded
they will use this approach in future Solvency 2 projects.

There were differences in the man-hours needed to complete
QIS5, with 17% of undertakings completing the exercise
within one month of a skilled person’s time and 39%
requiring 4 months.

LOOKING FORWARD

Whilst Solvency 2 poses many problems, this exercise has
raised some issues that respondents will now be addressing.
Over 75% of undertakings will be improving their process
and data collection. What is reassuring is the low expectation
of undertakings pulling out of certain markets and
geographical areas.

An interesting observation is that our survey shows that
91% of non-life undertakings are now going to be reviewing
their data collection processes following QIS5, despite the
results that the data was largely suitable.

The focus for undertakings will now be other aspects of the
Solvency 2 regime. 70% are focusing on the ORSA, including
88% of listed companies, 67% of the Mutual sector and
43% of Lloyd’s syndicates and London market firms. Only
32% are giving attention to ERM, which is surprising given
the current emphasis in the industry about the importance
of good ERM.

76% of respondents stated that they were either ‘quite
confident’ or ‘very confident’ that they would meet the
Solvency 2 requirements by 2013.

Number of skilled person months
required to complete QIS5

1 month
M 2 months
M 3 months
M 4 months

Impact on business

Improve your internal processes
Improve your data collection
Review your investment strategy

Consider using an internal model/
partial internal model

Implement ERM strategy

Review your reinsurance strategy
Diversify your business portfolio
Relocate to a non-EEA country

Pull out of certain geographical
locations

Pull out of certain markets

78%
76%

Next steps

Documentation
ORSA
Reporting requirements

Internal model and
calculation kernal

Gap Analysis
ERM
Do nothing, wait for level 3 text

QIS5 (if not already completed)

76%
70%




BARNETT WADDINGHAM COMMENTS

Participation in QIS5 was expected to be much higher than
any previous QIS exercise raising concerns that those who
had not submitted previous exercises would not be as well
equipped to complete QIS5 and would be behind in the
process of implementing Solvency 2. There does not appear
to be much difference in any of the results from our survey
between those that completed QIS4 and those that did not.

It is not uncommon for the QIS5 requirements to be more
than double the current capital requirements but as our survey
shows this is not consistent over all sectors of the industry
with some faring better than others. It will be interesting to
see from EIOPA's reports in due course whether this impact

is consistent with the rest of Europe.

COMMENTS FROM PARTICIPANTS

2013 is not too far away and some companies are better
prepared than others. From our survey it is reassuring that
insurers have ORSA in Pillar 2 and Reporting Requirement
in Pillar 3 high on their agendas.

Needless to say more guidance and further clarifications from
EIOPA are needed. Learning from the QIS5 exercise, binary
events, risk margins in the technical provisions, CAT risks,
revision risk are just some of the issues that need resolving

in Pillar 1. Some issues pose slightly different levels of difficulty
for life and non-life undertakings. These issues are not
impossible to resolve but they may require some thought

and extra resources.

“The S2 concept is dangerous and will result in a riskier industry”

S2 and the results of QIS5 will lead to an “Increase in the amount of pointless work”

“Proportionality is unclear for medium/small insurers”

“CEIOPS spreadsheet was not particularly user-friendly”

HOW BARNETT WADDINGHAM CAN HELP

Barnett Waddingham'’s Insurance Consulting Practice can
assist on all aspects of your Solvency 2 implementation
project. We have worked with a number of firms on QIS5
and GAP analysis.

FOR FURTHER INFORMATION

For more information please contact:

John O'Neill - Partner

Email: john.o'neill@barnett-waddingham.co.uk
Telephone: +44 (0)20 7776 3884

Mobile: +44 (0)7590 735988

Dave Grimshaw — Partner

Email: dave.grimshaw@barnett-waddingham.co.uk
Telephone: +44 (0)20 7776 2256

Mobile: +44 (0)7815 320760

Our consultants attend all FSA Solvency 2 meetings and
are up to date on the current issues and status of Solvency 2
implementation.

We would like to thank the participants for taking the
time to complete our survey.

Kim Durniat — Associate
Email: kim.durniat@barnett-waddingham.co.uk
Telephone: +44 (0)20 7776 3885

Cherry Chan - Associate
Email: cherry.chan@barnett-waddingham.co.uk
Telephone: +44 (0)20 7776 3882



Amersham
Chalfont Court, Hill Avenue, Amersham HP6 5BB
Tel: 01494 788100 Fax: 01494 788800

Bromsgrove

Silver Springs House, 2 Topaz Way
Birmingham Road, Bromsgrove B61 0GD
Tel: 01527 559111 Fax: 01527 559222

Cheltenham

St James’s House, St James’s Square
Cheltenham GL50 3PR

Tel: 01242 538500 Fax: 01242 538501

Glasgow
163 West George Street, Glasgow G2 2JJ
Tel: 0141 243 4400 Fax: 0141 243 4432

Leeds
West Riding House, 67 Albion Street, Leeds LS1 5AA
Tel: 0113 394 3700 Fax: 0113 394 3760

Liverpool
Port of Liverpool Building, Pier Head, Liverpool L3 1BW
Tel: 0151 235 6600 Fax: 0151 235 6640

London

Cheapside House, 138 Cheapside, London EC2V 6BW
Tel: 020 7776 2200 Fax: 020 7776 3800
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