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INTRODUCTION 

After several false starts Solvency II is back in the starting blocks with the finish line of 1 January 2016 now highly likely. 
This is both a significant development and a challenge for leaders in insurance businesses across Europe. Their role is to 
give their organisations clear focus and priorities, yet at the same time skilfully steer their businesses through the 
changing competitive landscape. The recent announcement by European politicians confirms the expected tight 
timelines for Solvency II compliance; the work required to get there in time and in the right shape will need to be 
weighed against other business priorities.  

You will have seen market commentary on the announcement over the last few days. This short note highlights some of 
the key implications and explains how insurance company executives can prioritise the themes today. 

WHAT INSURERS NEED TO DO NOW 

The recent political progress has important implications for insurers around Europe. 

First, the timing is now real. By January 2016 insurers will need to have the required models, data, processes, 
governance and reporting in place to be Solvency II compliant. For many insurers this is still a significant undertaking, 
with implementation work having been delayed or deprioritised given the uncertainty over the past 12-18 months. 
These insurers will now need to refocus and reenergise their activities to deliver on the three pillars of Solvency II – 
there is no more room for delays. 

Second, last week’s agreement brings greater clarity in a number of key areas. The details have not yet been formally 
confirmed, but the implications are emerging: the matching adjustment changes viability of annuity-style products and 
credit investment strategies; equivalence re-opens the debate on international M&A; the long transition period shifts 
some focus from the back book to getting new business on the right basis. 

The challenge today is: What should insurers focus on now? 

Since all the technical details will not emerge until next year, some actions cannot be fully implemented yet. However, 
much of the work will take a long time to decide upon and implement, and this cannot wait if you are to be on the front 
foot for a 2016 “go live” date for Solvency II. It is important for insurers to re-assess where their biggest gaps are and to 
ensure high priority activities receive sufficient focus. Exhibit 1 illustrates how major Solvency II blocks of work could be 
prioritised as part of a broader “Solvency II readiness” assessment and planning exercise. Those items which are both 
“urgent” and “clear” require immediate focus, whereas those which are “urgent” and “unclear” need to be progressed, 
but require clear plans for when the future is better understood. Items which are not urgent should fit into plans as and 
when resources and priorities permit. 
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EXHIBIT 1: ILLUSTRATIVE PRIORITISATION OF WORK RELATED TO SOLVENCY II 

 

While this picture will differ for each individual insurer, the dimensions are helpful in setting priorities now and a 
number of the themes will be similar across insurers. Here we comment on some of the more interesting activities in the 
above exhibit. 

Given the relaxation in investment restrictions for applying the matching adjustment, insurers may wish to review their 
credit investment strategies including their appetite for investing in illiquid assets such as commercial mortgages, 
infrastructure and social housing loans. This may allow insurers to capture additional yield, while remaining within their 
appetite for credit, liquidity and operational risk. 

Confirmation of the likely 1 January 2016 implementation date puts increased emphasis on Pillar 2 implementation and 
embedding Solvency II measures in decision making. Few insurers have implemented risk-adjusted performance 
measures based on Solvency II metrics. Embedding Solvency II measures into product design and pricing is essential to 
ensure new business will be profitable and competitive in a Solvency II world. 

In some cases insurers have postponed the Pillar 3 work required to put in place the necessary systems and 
infrastructure to meet external disclosure requirements, populate Quantitative Reporting Templates etc. Given tight 
timings, this work may now need to be reprioritised or “mothballed” projects restarted. 

Capital optimisation under Solvency II will be of particular importance for insurers with low expected solvency levels. 
This can be addressed both through reviewing and upgrading modelling methodology and assumptions to better 
reflect reality (e.g. more granular credit risk modelling) and by optimising reinsurance and hedging strategies. Many 
insurers have held off on optimising their capital position due to uncertainty around where Solvency II rules would land 
and also the timing of its implementation. Insurers should now revisit this activity to ensure they are not “leaving money 
on the table” under Solvency II. 

Without clear leadership and prioritisation, the noise and external interest in Solvency II can quite easily blow the teams 
off course leading to additional unnecessary spend or, even worse, a failure to be ready in time for the deadline. 
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CONCLUSION 

Now that there is greater certainty around the expected Solvency II implementation date and some of the main 
outstanding methodology points have been clarified, insurers need to reassess their plan for getting to the finish line. 
Senior management need to be clear on where they will focus their attention over the coming months and allocate 
spend and resources appropriately. Failure to do so could leave stragglers disadvantaged in the new competitive 
landscape or, worse still, not reaching the finish in time. 

 

Oliver Wyman is a leading advisor in the Solvency II space and can help you prioritise and carry out the required activities 
to ensure successful implementation of Solvency II and competitive positioning ahead of the deadline. Should this be of 
interest please contact your local Oliver Wyman contact or our marketing team. 
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APPENDIX – OUR UNDERSTANDING OF 
KEY DEVELOPMENTS 

Development  Implications 

Confirmed 
implementation 
date 

Expected implementation date of 1 January 
2016 confirmed 

No more room for delays en route to Solvency 
II readiness, work to address gaps needs 
prioritisation 

Matching 
adjustment 

Relaxation of investment restrictions, with 
limits on assets rated below “BBB” removed; 
the requirement for assets to be rated has 
also been removed 

May prompt review of credit investment 
strategies or increase insurer appetite for 
investment in illiquid assets such as 
commercial mortgages, infrastructure and 
social housing loans 

Treatment of assets with early redemption 
features is still unclear, although it is possible 
they could qualify for matching adjustment 
treatment if, for example, they have features 
penalising early redemption 

May increase insurer appetite for assets such 
as equity release mortgages, which provide 
an attractive risk-adjusted yield 

Matching adjustment now likely to also be 
applicable for certain types of non-life 
liabilities (e.g. Periodic Payment Orders) 

May increase P&C insurer’s appetite 
for illiquid assets to match these 
illiquid liabilities 

The allowance for default risk and the cost of 
downgrades is expected to be floored at 30% 
of long-term average spreads for government 
bonds and 35% for other eligible assets – this 
is a significant change from the previous floor 
of 75% of long-term average spreads in the 
technical specifications for the LTGA 

Significantly increases the dampening 
effect of the matching adjustment, a positive 
development for insurers with 
qualifying business  

Transition period Extended to 16 years, giving the opportunity 
to adjust the treatment of life insurance 
back books from Solvency I to Solvency II 
over a longer period than the 5–7 years 
previously discussed 

Ensuring new business is competitive under 
Solvency II is of increased importance, 
although some insurers (in particular large, 
listed companies) have suggested they will 
not make use of the transition period 

Third country 
equivalence 

Equivalence for non-European countries for 
an initial period of 10 years, with a potential 
extension of another 10 years, allowing the 
continued use of local capital rules 

A significant positive development for Global 
insurers with US or Asian businesses such as 
Prudential and AXA, with potential 
implications for shorter term international 
M&A activity 

Pillar 2 and 3 Enhancements to requirements for risk 
management, supervisory review process 
and public disclosure have been agreed, 
although details are not clear. Potentially 
some new concessions for smaller insurers 

With some insurers already anticipating 
reporting and disclosure requirements to be 
one of the largest challenges to timely 
compliance, this will receive increased focus 

Volatility 
adjustment 

To be calibrated at 65% of the risk-corrected 
spread – a significant increase from the 20% 
proposed by EIOPA in June 2013  

This increase in the dampening effect will be 
beneficial for all components of portfolios 
which are eligible for the application of the 
volatility adjustment (and does not depend 
on the structure of the assets) 
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