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Solvency I Directives 
Introduction 

The Solvency I Directives for life insurers (2002/12/EC) and non-life insurers 
(2002/13/EC) update some of the requirements of the old Directives for life and 
non-life insurers. 

The requirements have been implemented into our legislation by means of the 
following – 

• The Insurance Companies (Amendment) Ordinance 2004. (ORD No. 7 of 
2004). 

• The Insurance Companies (Solvency Margins and Guarantee Funds) 
Regulations 2004 (Legal Notice No. 11 of 2004). 

• The Insurance Companies (Valuation of Assets and Liabilities) 
(Amendment) Regulations 2004 (Legal Notice No. 10 of 2004). 

• The Insurance Companies (Accounts and Statement) (Amendment) 
Regulations 2004 (Legal No. 20 of 2004). 

Insurance Companies (Amendment) Ordinance 2004  
The Amendment to the Ordinance came into effect on 4 March 2004. 

The changes can be summarised as follows: 

• The amendment to section 52 is a requirement for insurers when 
submitting their supervisory return for financial periods ending between 
31 December 2003 and 30 December 2004 to also provide to the 
Commissioner certain of the new forms introduced by the Insurance 
Companies (Accounts and Statements) (Amendment) Regulations 2004.  
These new forms have to be provided at the same time as the supervisory 
return is submitted but do not form part of the supervisory return. 

• New section 60 introduces the requirement that when the Commissioner 
has requested a financial recovery plan, and he is of the view that 
policyholders’ rights are threatened because the financial position of the 
insurer is deteriorating, he may require the insurer to hold more capital 
than would otherwise be required to ensure that the insurer will be able 
to fulfil the required margin of solvency in the near future. 

• The amendments to section 92 (which deals with transfers of business to 
a Gibraltar insurer) and Schedule 14 (recognition in EEA States of 
Gibraltar insurers) means that if the Commissioner has required an 
insurer to provide a financial recovery plan and as long as he considers 
that policyholders’ rights are threatened, he may refuse to provide a 
solvency certificate. 
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Insurance Companies (Solvency Margins and Guarantee 
Funds) Regulations 2004 

These Regulations come into operation on 1 January 2004 and apply to periods 
commencing on or after that date. 

For periods ending on or before 31 December 2003 and periods commencing 
before 1 January 2004 the Insurance Companies (Solvency Margins and 
Guarantee Funds) Regulations 1996 will still apply.  Said Regulations will 
continue to apply until 30 December 2004 when they will be revoked. 

Insurers whose first period of account will be to 31 December 2004 should 
comply with the requirements of the Insurance Companies (Solvency Margins 
and Guarantee Funds) Regulations 2004. 

The Consultation Paper on the Implementation of the Solvency I Directives set 
out the main changes stemming from the Solvency I Directives.  The Insurance 
Companies (Solvency Margins and Guarantee Funds) Regulations 2004 
introduces the following changes – 

The following changes are relevant to both life and non-life insurers 

• Adequate solvency margin to be maintained at all times which also 
means that if the margin of solvency is lower than the required margin 
of solvency of the prior financial year, then the margin of solvency must 
be adjusted (regulation 3(6)). 

• Minimum Guarantee Fund (MGF) for non-life insurers is now €3m for 
companies writing classes 10 to 15 and €2m for all other companies.  For 
life insurers the MGF is now €3m. 

• Changes regarding the use of subordinated loan capital and preference 
shares (regulation 4(3)).  For the avoidance of any doubt, non-cumulative 
preference shares will be treated in the same way as currently. 

• MGF will be linked to increases in consumer prices.  With effect from 
September 2003, the MGF will be reviewed annually by the European 
Commission (paragraphs 11 to 13 of Schedule 4). 

• An insurer will still be able to reduce its required solvency margin by 
using reinsurance.  However, where the quality or nature of this 
reinsurance has changed, insurers will now be required to notify us of 
this change (regulation 3(7) and (8)). 

The following changes are relevant to non-life insurers only (regulation 3 and 
Schedule 1) – 

• Under the premium basis of calculating the required solvency margin, the 
premium limit is now based on the higher of gross premiums receivable 
or gross premiums earned. Current €10m threshold increased to €50m 
and is linked to the Eurostat consumer price index. 

• Premiums for classes 11, 12 and 13 increased by 50%. 

• Under the claims basis for calculating the required solvency margin, the 
claims threshold increases to €35m and is linked to the Eurostat consumer 
price index. 

• The reinsurance ratio adjustment of the RMM assessed over 3 years 
rather than 1. 

• Required solvency margin below previous years, then insurers take 
account of previous years. 
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The following changes are relevant to life insurers only. 

• Changes in conditions that apply to implicit items (regulation 4(5)). 

• Changes to required solvency margin for supplementary insurance 
(regulation 3(3)). 

• Changes to required solvency margin for permanent health insurance 
(paragraph 3(1) of Schedule 3). 

• Changes to required solvency margin for unit linked business (paragraph 
2(4) of Schedule 3). 

Other matters 

• Non-directive insurers will only need to comply with the existing 
requirements on the minimum guarantee fund (Schedule 4). 

Insurance Companies (Valuation of Assets and Liabilities) 
(Amendment) Regulations 2004  

These Regulations come into operation on 1 January 2004 and apply to periods 
commencing on or after that date.  They alter the definition of the general 
business amount and the long term business amount to read as follows: 

general business amount is calculated as the higher of – 

(i) the insurer’s technical liabilities (net of reinsurance) and an amount 
equal to whichever is the greater of 3,000,000 euros or 20 per cent of the 
general premium income; or 

(ii) a higher amount not exceeding the net admissible assets determined in 
accordance with the Insurance Companies (Valuation of Assets and 
Liabilities) Regulations 1996. 

long term business amount is calculated as the higher of – 

(i) the insurer’s technical liabilities (net of reinsurance and excluding 
property linked liabilities) together with – 

(a) the amount of any deposit back under a contract of long term 
reinsurance; plus 

(b) the margin of solvency (or minimum guarantee fund, if greater) 
which the insurer if its head office is in Gibraltar, is required to 
maintain, or if its head office is elsewhere would be required to 
maintain if its head office were in Gibraltar; less 

(c) any implicit items valued in accordance with an Order issued under 
section 113 of the Ordinance; 

save that for the purposes of assessing compliance with the permitted 
asset exposure limit, it shall further exclude linked liabilities; or 

(ii) a higher amount not exceeding the net admissible assets determined in 
accordance with the Insurance Companies (Valuation of Assets and 
Liabilities) Regulations 1996. 

The changes in definition have been made following the increase in the MGF.  
We shall be updating Insurance Guidance Note No 4 to reflect this. 

For periods ending before 1 January 2004 and periods commencing before that 
date, the definitions are still as follows – 
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General business amount means the aggregate of the company’s 
insurance liabilities (net of reinsurance) in respect of general business 
and an amount equal to whichever is the greater of 400,000 units of 
account or 20 per cent of the general premium income. 

Long term business amount means the amount of the company’s 
insurance liabilities in respect of long term business (net of reinsurance 
ceded and excluding property linked liabilities), together with – 

(a) the amount of the required margin of solvency (or the amount of 
the minimum guarantee fund if greater) determined in accordance 
with regulations 3 and 9 of, and Schedule 3 to, the Insurance 
Companies (Solvency Margins and Guarantee Funds) Regulations 
1996 (or, in the case of a company whose head office is not in 
Gibraltar, the amount which would apply if its head office were in 
Gibraltar) less the amount of any implicit item valued in accordance 
with regulations 6 to 8 of those Regulations; and 

(b) the amount of any deposit-back in connection with a contract of 
reinsurance in respect of long-term business; 

save that for the purposes of assessing compliance with the permitted 
asset exposure limit, it shall further exclude index linked liabilities.  

Insurance Companies (Accounts and Statements) 
(Amendments) Regulations 2004  

These Regulations come into operation on 1 January 2004 and apply to periods 
commencing on or after that date. 

They introduce the following changes – 

• Forms INS 3 and INS 4 are amended. 

• New instructions to Forms INS 5 and INS 7. 

• Amendment to Schedule 4 to remove Form INS 61 and change the format 
of Form INS 60. 

Insurance Guidance Notes 2A, 2B and 2C are being updated to reflect these 
changes. 

Transitional Arrangements 
The Directives allow a five year period (to March 2007) from the date of their 
publication for insurers to become fully compliant with the Solvency I 
requirements with a further two years (to 2009) allowed if any insurer submits 
a plan of how it intends to become fully compliant. 

The Commissioner proposes to deal with applications on a case by case basis, by 
means of section 113 concessions.  He recognises that some small insurers could 
suffer an undue burden from having to implement some of the Solvency I 
changes immediately.  Such insurers may initially lack sufficient resources to 
meet the increased minimum guarantee fund requirements.  He will try to be as 
flexible as possible in these circumstances although he cannot guarantee that 
all such requests will be successful. 

 

 

 



 

 

5 

Published by: 

Financial Services Commission, 
Suite 943, Europort, 
P O Box 940, 
Gibraltar. 

March 2004 


