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Understanding the developments in QIS2 for Short Term Insurers 
 

The recently issued 
second Quantitative 
Impact Study      
(“QIS 2”) represents 
an important step 
towards the 
development of SAM 
Pillar 1  

QIS 2 encapsulates not only 
significant enhancements 
to existing specifications, 
but an extension of scope 
through the addition and 
“testing” of new 
requirements.  
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Group Submissions 

1. One of the new additions 
to the QIS is the 
additional submission 
required for insurance 
groups (groups).  

2. In QIS 2 the scope of a 
group should be 
determined in accordance 
with IFRS consolidation 
principles as the starting 
point and include 
considering the extent of 
participation of one entity 
in another. This 
participation is driven by 
economic interest as well 
as the degree of influence 
exhibited and entities 
that are operationally 
important for the group. 

3. An interesting 
consideration is the 
slightly different 
definition of a group 
adopted by the Interim 
Measures, which are 
expected to be effective in 
2013. Under these 
measures, an Insurance 
Group is categorised into 
a number of categories, 
being either a Solo Plus, 
Pure Insurance Group or 
Financial Conglomerate 
with the latter two 
requiring a non-operating 
holding company 
(NOHC). The interim 
measurers require 
consolidation according 
to the Deduction and 
Aggregation method. 

4. The submissions under 
QIS 2 test consolidation 
under both the 
Accounting Consolidation 
and Deduction and 
Aggregation methods, 
with additional 
submissions required for 
groups with 
participations outside of 
South Africa as well 
where an internal model 
is available. 

5. The Accounting 
Consolidation and 
Deduction and 
Aggregation methods are 
polar opposites in their 
allowance of intra-group 
diversification, with the 
Accounting Consolidation 
method allowing for a 
favourable treatment 
between insurance 

subsidiaries. The 
Deduction and 
Aggregation method 
derives the consolidated 
Solvency Capital 
Requirement (“SCR”) as a 
function of the Solo 
entities’ SCR’s, therefore 
deflecting any 
diversification benefit. 
Indications from Solvency 
II QIS 4 suggest that the 
intra-group 
diversification could 
create a release of up to 
21% in the group SCR. 

6. A noteworthy 
complication presented 
by the group submission 
requirement is the 
treatment/adjustment of 
intra-group transactions. 
The principles adopted by 
Solvency II and which 
also feature in the QIS 2 
specifications are to 
eliminate the potential for 
internal creation of 
capital and double 
counting of capital 
charges for the same risk. 

7. Internal creation of 
capital, or double gearing, 
arises as a consequence of 
the economic 
participation between two 
entities in the same group 
being counted as own 
funds for both entities. 
This would not be 
realistic under a shock 
event and therefore an 
adjustment is necessary 
to the appropriate scales. 
Under QIS 2, this takes 
the form of removing the 
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value of the participation 
and any associated capital 
charges from the 
participating 
undertaking. 

8. Double counting of 
capital charges captures 
the majority of intra-
group transactions such 
as loans and risk 
mitigation agreements. 
These transactions must 
be largely eliminated 
from both sides of the 
equation although under 
QIS 2 the requirement is 
made simpler, albeit 
probably temporary, by 
not being required to 
adjust for intra-group 
reinsurance.  

Counterparty and credit 
risk 

9. The treatment of assets 
sensitive to changes in 
credit rating has seen the 
counterparty default 
module absorbed in the 
credit and counterparty 
risk module. 

10. In addition, insurers are 
requested to distinguish 
between liquid and 
illiquid instruments.  

11. The default risk 
associated with risk 
mitigating contracts is 
stressed in the module on 
which the risk mitigating 
contract would have an 
effect. 

 

Ring Fenced Funds 

12. QIS 2 introduces two 
required assessments of 
Ring Fenced Funds 
(“RFF’s). Included in the 
scope of these 
assessments are all 
operationally ring fenced 
structures reflecting 
practical and contractual 
(e.g. cell captives), rather 
than purely legal, 
restrictions and barriers 
to use funds in one 
structure to absorb losses 
elsewhere. Importantly, 
this assessment is made 
on a going concern basis. 

13. Firstly, the aggregation of 
capital requirements for 
RFF’s is performed on a 
bottom up basis with each 
individual surplus or 
deficit position being 
aggregated, with the 
important restriction that 
surplus own funds in an 
individual structure are 
limited to those necessary 
to cover the capital 
requirements of that 
particular structure. This, 
logically, has the 
conservative consequence 
of fencing in the own 
funds for each structure.  

14. Secondly, a more 
favourable treatment is 
assessed where 
diversification between 
structures is allowed to 
absorb a portion of the 
aggregated capital 
requirement. This portion 
of allowable benefit is 

limited to the extent of 
excess own funds 
available to absorb losses 
elsewhere in the business. 
There is, however, little 
guidance on how to go 
about calculating this 
amount of diversification 
benefit. 

Catastrophe Risk 

15. The QIS 2 technical 
specifications have 
persevered in adapting 
the assessment of 
catastrophe risk to a 
South African context. 
This is achieved through 
the adaptation of the 
Scenario Based method, 
both for natural and man-
made catastrophes.  

16. Natural catastrophes now 
address a combination of 
both vertical and 
horizontal exposures. 
Vertical exposures are 
identified on peak perils 
only, being earthquake 
and hail. These are 
coupled with horizontal 
exposures across peril 
and lines of business with 
return periods of either 1 
in 10 or 1 in 20 years.  

17. The ultimate result of this 
dovetailed approach is 3 
scenarios, each 
representing a 1 in 200 
year loss through a 
different combination of 
vertical and horizontal 
exposures. Insurers must 
hold a capital charge 
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reflecting the maximum 
of these three scenarios. 

18. Man made catastrophes 
have been enhanced to 
capture more relevant 
South African conditions 
directed mostly by expert 
judgement.  

19. The Maximum Event 
Retention (“MER”) 
technique, a cousin of the 
new Scenario Based 
Approach for natural 
catastrophes, has also 
been introduced as an 
investigative assessment. 

What you need to do? 

20. In performing group 
submissions, consider the 
imminent Interim 
Measure requirements 
and how to avoid 
duplication of work. 

21. For the assessment of 
RFF’s, make full 
allowance of permitted 
simplifications and 
consider approaches to 
calculate the amount of 
diversification benefit. 

22. Completing the additional 
information requested 
under the MER approach 
for catastrophe risk and 
avoiding the Factor Based 
calculation except where 
appropriate. This will 
assist the Catastrophe 
Risk Working Group in 
enhancing and tailoring 
these requirements under 
SAM. 

If you wish to discuss how we 
can help you, please call your 
regular contact or 
alternatively: 

Jonathan Havemann 
jonathan.havemann@za.pwc.com 

011 797 4154 

Christiaan Nel 
christiaan.nel@za.pwc.com 

021 529 2519 

Francois Kruger 
francois.kruger@za.pwc.com 

011 797 4717 

 

PwC SAM focus 
newsletters 

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

http://www.pwc.com/za/en/pu
blications/sam-focus.jhtml 

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/in
surance/publications/index.jht
ml#subsector 
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