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Executive Summary 
 
The GFSC has observed that many potential new entrants to Gibraltar who wish to set up insurance 

companies are keen to have more insight into our requirements for approval.  Advisers also wish to have 

this clarity, so they can provide a good service to their clients.  In particular, applicants and their advisers 

are interested in our views on;  

 minimum levels of governance, including outsourcing,  

 conduct of business requirements, and 

 capital levels, including types of acceptable capital.  
 

This paper sets out our views and shows some examples to demonstrate how the principles may work in 
practice.   

Applicants and their advisers should note that our starting point is that a “good insurer” has people with 

integrity, ethics and professionalism in charge, who set up good governance and controls that are focused 

on their customers and delivering good outcomes for them.  It also has an appropriate level and quality 

of capital available to cover the risks in its balance sheet, both current and projected.   

Applicants and their advisers should note that applications must comply with the Gibraltar Insurance 

Companies and Solvency II Directive Acts (the “Acts”), and supporting regulations (the “Regulations”), plus 

any other legislation relevant to the applicant such as the Insurance Distribution Directive which has been 

transposed to the Financial Services (Investment and Fiduciary Services) Act or the General Data 

Protection Regulation.  This paper provides details of our interpretation and implementation of Solvency 

II, and other Directives, and references regulatory thinking across Europe and worldwide.  Note that we 

regard the three pillars of Solvency II (capital, governance, transparency) as a good basis for the 

supervision of insurers.   

Further information on application timescales and services level standards can be found on our website; 

http://www.gfsc.gi/FSC/InsuranceCompanies. 

 

1. Governance and controls  

Governance refers specifically to the set of rules, controls, policies and resolutions put in place to dictate 

corporate behaviour. There is evidence that the most common cause of insurance company failures is 

poor management1, and that good governance reduces the risk of failure or customer detriment2.  It is 

important that a firm’s governance structure is sufficiently robust/sound/fit for purpose given the size, 

nature and complexity of the business and is actually followed. We will assess this as part of our approval 

process and on an ongoing basis as part of our supervisory approach.   

  

                                                           
1 http://ec.europa.eu/internal_market/insurance/docs/solvency/solvency2-conference-report_en.pdf Section 4.5 
2 https://www.fca.org.uk/news/press-releases/fca-publishes-discussion-paper-transforming-culture-financial-
services  

http://www.gfsc.gi/FSC/InsuranceCompanies
http://ec.europa.eu/internal_market/insurance/docs/solvency/solvency2-conference-report_en.pdf
https://www.fca.org.uk/news/press-releases/fca-publishes-discussion-paper-transforming-culture-financial-services
https://www.fca.org.uk/news/press-releases/fca-publishes-discussion-paper-transforming-culture-financial-services
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Applicants should note some key areas:   

Board composition 

When assessing the composition of the proposed board, we will focus on the role of the chair and their 

responsibility to make sure that;   

 The roles of chair and CEO / MD are separate (i.e., the ‘executive’ is separate to but balanced by 
the “board”). 

 The composition of the board contains the skills and experience needed for the business model.   

 There is appropriate challenge in the board, including (for firms that are not pure captives) more 
than one non-executive director, and adequate independence within the board.   

 The board is responsible for setting the tone from the top embedding a culture that encourages 
and recognises good conduct. 

 

The GFSC will, from time to time, provide more information and examples in this area.   

 

Underwriting 

We look for clear ownership of the underwriting process within the firm, including that;  

 Premium income will cover expected claims and expenses. 

 Customers are informed properly about the product they are buying. 

 Risks of underwriting are identified, including potential legal changes that may affect claims costs; 
optionality and guarantees in products.  

 If underwriting is delegated, this does not remove the responsibility for underwriting.  The firm 
should set up regular monitoring (this should also include audits) of the entity to which 
underwriting is delegated in order to assess compliance with underwriting guidelines, limits and 
the effectiveness of the delegation.  In short, the insurer should be able to demonstrate that it 
has carried out due diligence on a delegated underwriter and is satisfied that the characteristics 
of a “good insurer” as detailed above are applicable to the delegated underwriter.    

 

Risk management 

We will look for clear risk management processes that identify, measure, manage, monitor and mitigate 

risks including; 

 Developing a clear risk appetite and risk metrics (including tolerances) for the firm that are used 
in monitoring risk, risk mitigation and other decisions such as investments.  

 Reporting to the Board at each meeting on the risks in the firm and changes to them.   
 

A well capitalised, well run insurer can clearly write more risky classes of business provided it has 

demonstrated that it has the risk management processes that appropriately identify, measure, manage, 

monitor and mitigate risks. 

Note that the GFSC’s role does not, in the normal course of supervision, extend to approving individual 

risk selection.   
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Claims and compliance (processes and people) 

We will look for clear ownership of claims handling and compliance in the firm – including; 

 complaints handling policies (incorporating the definition of a complaint) supported by effective 
procedures for; logging; analysing and responding to complaints within a timely manner and 
providing clear information to consumers on the firm’s complaint process and their rights. 

 understanding of the implications of any outsourcing of the claims process (covered in more detail 
below).  

 consumer impact.  

 costs, especially if in run-off.   

 clear link to actuarial reporting, and understanding and ownership of the impact of data quality 
on the balance sheet.   

 if claims handling is delegated, this does not remove the responsibility for claims. The firm should 
set up regular audits of the entity to which claims handling and settlement is delegated in order 
to assess compliance with claims handling guidelines, limits and the effectiveness of the 
delegation. 

 

Outsourcing  

The GFSC has clear guidance on outsourcing3 which aligns with the EIOPA guidelines on the system of 

governance4.  Applicants and their advisers should review these.  Key areas for review in an application 

include:   

 Ownership,  

 data flows,  

 access to records,  

 ownership of records,  

 checking of compliance with and monitoring of outsourcing contracts.   
 

Key for us is that a firm needs people within it who are responsible for monitoring the performance of 

outsourced operations, and are able to flag issues or potential issues to the Board between Board 

meetings.   

 

Fitness and propriety   

The GFSC has a published fitness and propriety policy5 which applicants and their advisers should be 

familiar with.  Our policy is in line with the EIOPA guidelines on the system of governance.  For insurance 

applications, the areas we will focus on include:   

 Integrity,  

 ethics,  

 professionalism (here we mean the application of skills and experience in complex situations).  

 

 

                                                           
3 http://www.fsc.gi/uploads/legacy/download/adobe/GuidanceNote-Outsourcing.pdf  
4 https://eiopa.europa.eu/GuidelinesSII/EIOPA-BoS-14-253_GL%20on%20system%20of%20governance.pdf  
5 http://www.fsc.gi/firms/Fitandproper  

http://www.fsc.gi/uploads/legacy/download/adobe/GuidanceNote-Outsourcing.pdf
https://eiopa.europa.eu/GuidelinesSII/EIOPA-BoS-14-253_GL%20on%20system%20of%20governance.pdf
http://www.fsc.gi/firms/Fitandproper
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2. Conduct of business requirements and understanding  

As part of our assessment of an application, we want to make sure that the company places appropriate 

priority on conduct of business requirements, considering these from a customer perspective, and 

demonstrates a detailed understanding of the regulatory conduct of business requirements in the 

countries in which it operates and distributes its product as a minimum. Ultimately, we will expect firms 

to have effective policies and procedures in place which ensure transparency, simplicity and fairness for 

their consumers. 

We note that the business models may include outsourcing of front line customer service, such as policy 

administration and claims handling.  However, we consider that responsibility for good consumer 

outcomes rests with the risk carrier, i.e., the insurer.  This means that our assessment will include 

reviewing the governance and controls in these areas. We pay particular attention to a firm’s conduct risk 

framework, i.e. whether the firm has effective governance arrangements in place to identify the risk of 

harm to consumers and markets, and whether they have a strategy in place to manage and mitigate those 

risks.   

An example of material we might review is where a firm plans to use complaints as useful data on the 

customer experience.  We expect firms to look down the customer value chain and take control of 

information obtained from the beginning to the end of the chain.   

 

3. Capital levels and type, plus future access to capital  

We note that there is research on the purpose of regulatory capital, including a paper from the 

International Actuarial Association6, who note that:  

An effectively defined capital requirement serves several purposes: 

 Provides a rainy day fund, so when bad things happen, there is money to cover them. 

 Motivates a company to avoid undesirable levels of risk (from a policyholder perspective). 

 Promotes a risk measurement and management culture within a company, to the extent that the 
capital requirements are a function of actual economic risk.  

 Provides a tool for supervisors to assume control of a failed or failing company.  

 Alerts supervisors to emerging trends in the market.  

 Ensures that the insurance portfolio of a troubled insurer can be transferred to another carrier 
with high certainty.  
 

We also note that adequate capital alone is not a sufficient mitigant of the risk of failure, and that it is 
needed as a complement to good governance, systems and controls.   

When we assess capital requirements against available capital for a new insurer, we consider, in line with 

the Acts and the Regulations, that:   

 Available capital must be appropriately loss absorbing.  

 An applicant should assess how much capital it needs to start up and to cover both potential 
future growth plans as well as the typical claims development pattern for the classes of 
business it wishes to underwrite. 

                                                           
6 https://www.actuaries.org/LIBRARY/Papers/Global_Framework_Insurer_Solvency_Assessment-public.pdf 
Section 3.3 

https://www.actuaries.org/LIBRARY/Papers/Global_Framework_Insurer_Solvency_Assessment-public.pdf
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 The proposed available capital links closely to the risks in the business – this means that an 
application should include a clear statement of the risk appetite and link the proposed 
available capital to that risk appetite, including an appropriate buffer above regulatory capital 
requirements (the Solvency II Solvency Capital Requirement - SCR).     

 Further capital is available in case of need, for example, after a period of losses.  Here we will 
consider support from shareholders, a parent company or group companies.   
 

We note that the Acts require insurance companies to hold basic own funds above the SCR, and that a 

firm’s own assessment of capital in their Own Risk and Solvency Assessment (ORSA) cannot be used as a 

regulatory capital requirement.  However, we would also note that insurers should be run by a board 

whose members understand their risk appetite.  This includes assessing capital needed for the risks in the 

balance sheet.   

We consider that the amount of capital needed to cover risks in the balance sheet will be above the SCR.   

We also note that the SCR is a trigger point for regulatory action, rather than a recommended amount of 

capital to hold.  As part of our assessment of governance in an applicant and the fitness and propriety of 

the board, we will be assessing understanding of this point.   

In addition, we will be assessing the appropriateness of the proposed buffer above the SCR, and for 

firms planning to write compulsory classes of business we will require an independent validation of the 

buffer.   

 

4. Other aspects of approval   

We note that applicants and their advisers may need to apply for some of the specific technical approvals 
included in the Solvency II Directive Regulations, for example, approval of undertaking specific 
parameters, use of the matching adjustment, or waivers on reporting requirements.  The GFSC is open to 
considering such approvals and we take a pragmatic, case by case approach to them.  In such cases, it is 
always best to discuss with the GFSC before making an application, so that we can agree what information 
is needed.  Key for assessment is for us to understand the reasons for such an application.  We do expect 
such reasons to be related to specific features of the proposed business model or the risk profile of the 
applicant rather than with the sole aim of capital reduction.   

We use a risk-based and proportionate approach to assessing applications.  In our experience, each 

application is unique, and so we cannot set out a clear description of what we mean by proportionate.  

However, our assessment starts from identifying the risks posed to our objectives, and the detailed review 

will focus on those areas of the application that pose the highest risk.   

Applicants and their advisers may be wish to know how the principles in this document will be applied to 

existing firms.  Details can be found in our “Approach to Insurance Supervision” document, 

http://www.fsc.gi/publications/2018/02/AIR%20IDD%20presentation.pdf  and 

http://www.fsc.gi/publications/2018/02/Approach%20to%20Insurance%20Regulation.pdf   

http://www.fsc.gi/publications/2018/02/AIR%20IDD%20presentation.pdf
http://www.fsc.gi/publications/2018/02/Approach%20to%20Insurance%20Regulation.pdf
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