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As part of the Solvency 
Assessment and 
Management (“SAM”) 
project, a task group 
was set up to consider 
the regulation of 
insurance entities at a 
group level. The output 
has been incorporated 
in the recently issued 
draft Insurance Laws 
Amendment Bill 
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This resulted from the realisation 

that the stand-alone view of 

regulated entities is insufficient to 

obtain a full picture of the financial 

risks to which policyholders may be 

exposed and to evaluate systemic 

risk. The Financial Services Board 

(“FSB”) identified the importance of 

forming a comprehensive view of the 

overall risk exposure of South 

African Insurance groups, especially 

as they affect regulated entities 

operating in South Africa.  

 

The recent economic crisis has also 

highlighted how embedded groups 

are within financial systems. The 

introduction of group-wide 

supervision will ensure that groups 

are effectively regulated and conduct 

their operations prudently. 

 

 It is also one of the steps towards 

the achievement of conglomerate 

supervision for diverse financial 

services groups. 

 

The need for group-wide supervision 

has been made more prominent 

through the need to: 

 
 Develop a group-wide 

supervisory framework which 
regulates the legal entities within 
the group and assesses the group 
as a whole; 

 Mitigate group contagion effects 
which can prompt potential 
insolvency or contravene 
regulatory requirements ; 

 Identify risk concentration and 
intra-group transactions, which 
present substantial credit risk; 

 Determine group capital 
adequacy; 

 Evaluate  the fit and proper 
status of the group’s board of 
directors, shareholders and 
senior management; 

 Ensure the group has appropriate 
risk management and internal 
controls for its nature, size and 
complexity; 

 Access prudential information on 
the group so as to effectively 
supervise the legal entities and 
the group as a whole; and 

 Eliminate supervisory arbitrage. 

 

Definition of an insurance 
group 

 

The first consideration was the 

definition of what a group is and 

more specifically what defines an 

insurance group. An insurance 

group exists where there are two or 

more entities of which at least one is 

an insurer and one has significant 

influence on the insurer. Significance 

of influence is determined based on 

criteria such as participation, 

influence, interconnectedness, risk 

exposure and intra-group 

transactions. 

 

An insurance group is a financial 

conglomerate if it consists of a 

group of companies that conducts 

insurance activities plus financial 

activities either: 
 In at least one of the other  

regulated financial sectors; or 
 In at least one non-regulated 

financial sector to the extent that 
the financial activities in that 
sector are not subject to group 
wide/consolidated supervision by 
sectoral frameworks 

 

The regulatory framework will be 

applied in accordance with the 

proportionality principle 

summarised as follows: 

 
 Category 1: Solo Plus: consists 

of one insurer and one or more 
non-financial entities. 

 Category 2: Pure insurance 
group: consisting of two or 
more insurers, possibly also 
including one or more non-
financial entities; or 

 Category 3: Financial 
conglomerates: At least one 
insurer and one or more other 
financial regulated entity, or, at 
least one insurer and one or more 
financial non-regulated entity. 

 

Group-wide governance will be 

conducted through an FSB 

authorised non-operating ,  public 

holding company (known as a 

controlling company)  at the ultimate 

level where insurance is the main 

business. The intention is not to 

extend the solo supervision of 

holding companies but to keep the 

holding company accountable for the 

financial position of the group.  

 

A holding company of an insurance 

group that is not a controlling 

company must within 2 months of 

being informed of the scope of the 

insurance group by the FSB, 

incorporate a controlling company or 

convert to a controlling company. 
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Pre-approval by the FSB will be 

necessary for the acquisition of 

material insurance and/or other 

financial and non-regulated entities. 

Pre-notification will be required for 

the acquisition of non-material 

entities. 

 

With respect to the supervision of 

non-regulated entities within such a 

group, capital is added if the risks 

posed by these entities are not 

adequately accounted for in group 

capital adequacy. 

 
The over-arching principle is that the 
structure of an insurance group or 
sub-group should be sufficiently 
transparent to enable the FSB to 
ascertain: 
 where the various businesses are 

conducted,  
 the risk profile of the group; 

 the group individual parts; and 

 the way in which internal risk 
management is organised and 
conducted for the group and for 
the individual entities.  

 

Once the group structures have been 

ascertained the FSB will then 

determine the scope of the 

supervision in respect to that group.  

 

Insurance group solvency 

 

Group supervision methodology 

should ensure that the insurance 

group’s capital and solvency position 

is adequate given the insurance 

group’s overall risk profile. This will 

not replace the solo entities’ solvency 

requirements. 

Therefore the holding company of an 

insurance group or insurance sub-

group shall at all times maintain its 

business in a financially sound 

condition. This is achieved by 

ensuring that the aggregate of the 

qualified capital of the group does 

not amount to less than the 

aggregate of the required capital as 

determined, after elimination of 

investments in one another. 

 

Failure to maintain a financially 

sound condition will be aligned to 

the current measures applicable to 

long-term and short-term insurers 

on a solo basis. Where the insurance 

group solvency does not reflect 

additional risks (including those 

risks posed by non-regulated 

entities) to the insurance group, the 

FSB might add additional capital to 

reflect those risks. 

 

Two main approaches are suggested 

for assessing capital adequacy: 

 
1) The accounting consolidation 

method – this method calculates a 
capital requirement at a group level 
treating the group as a single 
entity, and determines whether 
this requirement is sufficiently 
covered by capital at the group 
level.  

2) The deduction and aggregation 
method – this aggregates the solo 
capital requirements and makes 
relevant adjustments to avoid 
double or multiple capital gearing. 
No capital is calculated at group 
level on a consolidated basis. 
Excess or deficits of capital existing 
at the entity levels are aggregated 
in order to determine the surplus 
at a group level. This method 
therefore does not allow for 
diversification. 

 

While Solvency II in Europe 

recommended the accounting 

consolidation method as the default 

method, the deduction and 

aggregation method has been 

recommended as the default 

approach for South Africa for the 

interim measures. The accounting 

consolidation method will be the 

alternative method and the use 

thereof will be considered on a case 

by case basis. The reasons for this 

departure from Solvency II are: 

 
 The banking regulator uses the 

deduction and aggregation method. 
As many insurers operate within a 
banking group, consistency of 
approach would be beneficial; 

 None of the South African banking 
groups use a true internal model 
that aggregates different 
industries; 

 A number of South African 
insurers are planning expansions 
into Africa. The aggregation 
method will clearly separate the 
African subsidiaries that are still 
calculating capital pre-Solvency II 
measures; and 

 The deduction and aggregation 
method is considered to be more 
transparent than the consolidation 
method. 

 

Intra-group transactions 
and risk concentrations 
 

 These transactions can give rise to a 

number of complex issues. 

Regulatory supervisors need to have 

a clear understanding of  
 the structure of such transactions; 

  the link between the different 
parts of the insurance group; and 

  the impact on the group’s 
solvency. 

 

Intra-group transactions (“IGT”) are 

defined as any transactions where an 

insurer relies on other undertakings 

within the same group or on any 

person linked to the undertaking 

within that group, for the fulfilment 

of an obligation, whether or not 

contractual and whether or not for 

payment. IGT must be carried out at 

arm’s length for the protection of 

policyholders. 
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Significant IGT (where significant is 

defined as 1% of group capital or risk 

concentrations in excess of 10% of 

group capital) should be reported to 

the FSB at a group level. Reporting 

may also be required where the 

transactions may jeopardise the 

solvency or financial position of the 

insurance undertaking. The FSB may 

require an insurer in an insurance 

group to hold capital in addition to 

the required capital of that insurer 

due to any ITG or risk exposure. 

 

Duties of the FSB 

 

The FSB will be the group-wide 

supervisor for all insurance groups.  

The FSB has the right to determine 

the scope of insurance group 

supervision and may include or 

exclude entities if the inclusion or 

exclusion thereof would be 

inappropriate or misleading. 

  

Where an insurer is subject to group-

wide supervision, the legal entities 

and intermediate parent companies, 

whether regulated or not and 

whether in South Africa or not, must 

be included in the assessment of 

group risks and the calculation of 

group solvency. 

 

Where the insurance group is a sub-

group of a bigger group, the 

supervisory authority will be where: 
 the main business activities of 

the insurance group are 
undertaken,; 

 where the main business 
decisions of the insurance 
group are taken; 

  where the main risks are 
underwritten; and 

  where the insurance group has 
the largest gross liabilities. 

 

Proposed insurance group 

return 

 

A suggested insurance group return 

has been drafted and released for 

comment.  It is anticipated that the 

return will be prepared quarterly and 

will be unaudited. The annual return 

will be audited.  The statements will 

be grouped under the following 

headings: 

 
 Mapping(group structure etc); 

 Capital Adequacy; 

 Intra-group exposures; 

 Counterparty exposures; and 

 Fit & Proper (Governance related 
information) 

 

Conclusion 

 

The FSB’s decision to adopt group-

wide supervision will be enacted 

through primary and subordinate 

legislation. These principles are 

embodied in the interim measures 

for insurance groups as part of the 

SAM proposals, and the recently 

published draft Insurance Laws 

Amendment Bill.  

 

The most significant implications for 

insurers are: 

 
 Insurers will be required to 

have a non-operating holding 
company. Groups should 
therefore consider streamlining 
group structures to: 
o  reduce capital and 

compliance costs; 
o optimise available capital; 

and 
o align group structures. 

This may result in increased 

merger and acquisition activity 

within the industry; 
 Additional capital may be 

required for risks posed by 
non-regulated entities in the 

group and intercompany 
transactions; 

 
 Capital requirements will 

change to reflect group risks. 
Groups that have participated 
in the QIS 5 evaluations in 
Europe, have highlighted an 
average 43% reduction in 
capital surplus when applying 
the standard formula 
prescribed in Solvency II;  

 

 New returns will be required to 
be completed to provide group 
information. Information 
systems should therefore be 
enhanced to be able to provide 
the relevant information. 

 

If you wish to discuss how we can 

help you, please call your regular 

contact or alternatively: 

David Kirk 

david.kirk@za.pwc.com 

011 797 4544 

Jorge Goncalves 

jorge.m.goncalves@za.pwc.com 

011 797 4567 

Francois Kruger 

francois.kruger@za.pwc.com 

011 797 4717 

 

PwC global thought 

leadership on Solvency II 

The following link provides 
access to a range of thought 
leadership pieces produced by 
the firm on Solvency II. 

http://www.pwc.com/gx/en/insura

nce/solvency-ii/index.jhtml 
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