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Management of particular risks

An Insurer must develop, implement and maintain a risk management system to identify,

assess, monitor, mitigate and control balance sheet risk, including but not limited to:

(a)

(h)

reserving risk;

investment risk (including risks associated with the use of derivatives);

underwriting risk;

claims management risk;

product design and pricing risk;-and

liquidity management risks;

insolvency risk; and

Climate-Related Financial Risk.

Guidance

GEN 3.6 contains additional requirements that apply to Authorised Persons in relation to

the management of Climate-Related Financial Risks.

An Insurer must develop, implement and maintain a risk management system to identify,

assess, monitor, mitigate and control credit quality risk.

An Insurer must develop, implement and maintain a risk management system to identify

the non-financial and operational risks faced by the Insurer, including but not limited to:

(a)

(b)

(c)

technology risk (including processing risks);

reputational risk;

fraud and other fiduciary risks;
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2.3.4

2.3.6

(d)

(e)

compliance risk;

outsourcing risk;

business continuity planning risk;

legal risk;

key person risk; and

Cyber Risk.

Guidance
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GEN 3.5 contains additional requirements that apply to Authorised Persons in relation to

Cyber Risk.

An Insurer must develop, implement and maintain a risk management system to identify,

assess, monitor, mitigate and control reinsurance risk. Reinsurance risk refers to risks

associated with the Insurer's use of reinsurance arrangements as cedant. Such risks

include those in Rule 2.3.3.

An Insurer must develop, implement and maintain a risk management system which

includes an explicit asset liability management ("ALM") policy, which must clearly specify

the nature, role and extent of ALM activities and their relationship with any other relevant

function or activity of the insurer including, but not limited to, product development,

pricing functions and investment management.
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Guidance
1. An Insurer's ALM policy should be appropriate taking into account the nature,
scale and complexity of its ALM risks.
2. The ALM policy should include details as to how:

(a) the investment and liability strategies adopted by the Insurer allow for the

interaction between assets and liabilities;

(b) any correlations between assets and liabilities are taken into account;
(c) the liability cash flows will be met by cash inflows; and
(d) the valuations of assets and liabilities will change under an appropriate

range of different scenarios.

4.2.2 An Insurer must always have capital resources that are, in the opinion of its directors

formed on reasonable assumptions, adequate for the conduct of its business, taking into

consideration the size of the Insurer and the nature, mix and complexity of the risks it

underwrites in its business.

Guidance

Where an Insurer effects Direct Long-Term Insurance contracts,
Rule 4.2.2 implies that the Insurer must also be able to fund and service the
claims and obligations arising out of its Long-Term Insurance Business in a

manner which is sustainable over the long term.

To be able to demonstrate to the Regulator that the Insurer complies with
Rule 4.2.2 on an en-going ongoing basis, the Regulator expects the Insurer to
develop internal capital models to support the self- assessment of capital
adequacy. Those internal capital models should include mechanisms to
estimate in a realistic manner the impact on the Insurer's capital position of

possible scenarios relevant to the Insurer's business. The results of scenario
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testing should be communicated to the appropriate levels of management within
the Insurer. Insurers should be able to demonstrate to the Regulator that the
Insurer has adequate capital resources to withstand external and internal shocks

to which they may plausibly be exposed.

5.1.2 Subjectto Rules 5.1.3, 5.1.4;5-+5 and 5.1.6, an Insurer must recognise and measure its
assets and liabilities in accordance with semany-of-Rules 5.3, 5.4, 5.5 and 5.6 as may
they apply to the Insurer.

Deleted]

5.3.1 Except where this Chapter provides otherwise, the assets and liabilities of an Insurer
must be recognised and measured in accordance with a basis of accounting set out in

Rule 5.3.2.

Guidance

The exceptions provided in this Chapter relate to the following:

a. specific Rules in respect of certain assets and liabilities, intended to achieve a
regulatory objective not achieved by application of eitherorbothof the bases

basis of accounting set out in Rule 5.3.2;

b. assets and liabilities that are not dealt with in eitherorbothof the bases basis of

accounting set out in Rule 5.3.2; and

C. the overriding power of the Regulator, set out in Rule 5.1.6, to require an Insurer

to adopt a particular measurement for a specific asset or liability.
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5.3.2

5.4.2

5.4.3

The basis of accounting adopted by an Insurer for the purposes of Rule 5.3.1 must be*

tby—inanyotherease; the International Financial Reporting Standards (IFRS).

Premiums in respect of a group of direct insurance contracts or;-facuttative reinsurance

contracts an s entered into by an Insurer

acting as insurer must, in accordance with IFRS 17, be treated as receivable from the date

ofenteringinto-the-Contractofinsurance—earliest of:

(a) the beginning of the coverage period applicable to the group of contracts;

(b) when the first payment from a policyholder in the group of contracts becomes
due; or

(c) when the group of contracts becomes onerous.

1) A group of reinsurance contracts held by an Insurer must be recognised as an

asset or liability, as applicable, from the earlier of:

(a) the beginning of the coverage period of the group of reinsurance contracts

that are held; or

(b) when the group of underlying insurance contracts becomes onerous.

(2) Notwithstanding (1)(a), an Insurer must delay the recognition of a group of

reinsurance contracts held by it that provide proportionate coverage until the date
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that any underlying insurance contract is initially recognised, if that date is later

than the beginning of the coverage period of the group of reinsurance contracts.

5.4.10 Where an Insurer is required to recognise a liability associated with the value of

expected future payments, that liability must be measured-asthenetpresentvatueof
those—expected—futurepayments: calculated in accordance with the appropriate

measurement model determined under IFRS 17.

5.4.11 WhereanlInsurerisrequiredtorecognise an assetarising from expected future receipts,

that asset must be

calculated in accordance with the appropriate measurement model determined under

IFRS 17.

5.5 Discount rates

5.5.1

5.5.2

An Insurer must disclose in the audited financial statements the discount rates employed

by it, as well as the methodology used to derive the discount rates.
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5.6.2 Premiumsinrespect of a group of reinsurance contracts entered into by an Insurer acting

as insurer must be treated as receivable from the date—on—which—theyare—due—and

recetvabte: earlier of:
(a) the beginning of the coverage period of the group of reinsurance contracts; or
(b) when the Insurer recognises the group of underlying contracts as onerous.

5.6.5 An Insurer must

on—orbefore—theSotvency ReferencebBate calculate insurance contract liabilities in

accordance with the appropriate measurement model determined under IFRS 17.
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10.1.4 An Authorised ISPV must develop, implement and maintain a risk management system

to address all material risks to which it is subject, in accordance with Rule 2.2. In

particular, it must have regard to the Guidance on managing investment risk set out in

Rule A2.6. At a minimum, the risk management and internal controls of an Authorised

ISPV must ensure that:

(a) investment restrictions are not breached;

(b) interest payments, dividends, expenses and taxes are properly accounted for;

(c) movements above established thresholds in assets and collateral accounts are

reported;

FINANCIAL SERVICES REGULATORY AUTHORITY
allall Uloasll pubhis abl_w

adgm.com 1



vwllell yubgii

,)|(< ADGM

(d) assets are legally existent and technically identifiable; and

(e) liabilities can be determined on a timely and accurate basis and obligations

satisfied in accordance with the underlying contracts.

10.1.5 An Authorised ISPV must include in each of its contracts of reinsurance terms which
ensure that its aggregate maximum liability at any time under those contracts of

reinsurance does not exceed the amount of its assets at that time.

10.1.6 An Authorised ISPV must ensure that under the terms of any debt issuance or other
financing arrangements used to fund its reinsurance liabilities the rights of the providers
of that debt or other financing are fully subordinated to the claims of creditors under its

contracts of reinsurance._Investors in an Authorised ISPV may not have recourse to a

ceding Insurer in the event of an economic loss.

A2.14 Reinsurancerisk

Guidance

1. Management of reinsurance risk relates to the selection, monitoring, review and

control of reinsurance arrangements, for both treaty and facultative reinsurance

—thatis, where some part of an Insurer's individual or aggregate insurance risks is
ceded to other Insurers, whether by a direct Insurer to a reinsurer or by a reinsurer

to other reinsurers. Ceding insurers and reinsurers should finalise the formal

reinsurance contract prior to the inception date of the reinsurance cover contract.

2. An Insurer should inform the Regulator immediately if there is a likelihood of a
problem arising with its reinsurance arrangements that is likely to materially
detract from its current or future capacity to meet its obligations, or which may
affect the transfer of risk or orderly operation of its reinsurance contracts, and
discuss with the Regulator its plans to redress this situation. Problems that might
trigger such a situation could include the insolvency of a reinsurer with a

significant share in the Insurer's programme, discovery of exposures without
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current reinsurance coverage, or exhaustion of reinsurance covers through

multiple losses.

3. Each Insurer is required (by Rule 2.3.5) to maintain a written reinsurance
management strategy appropriate to the size and complexity of the operations of
the Insurer and which defines and documents the Insurer's objectives and

strategy for reinsurance management.

4, An Insurer's reinsurance management strategy should, at a minimum, include the

following elements:

a. systems for the selection of reinsurance brokers and other reinsurance
advisers;
b. systems for selecting and monitoring reinsurance programmes, including

the reporting of claims thereunder;

processes to clearly document the principal economic and coverage terms

©

and conditions of reinsurance contracts;

ed. clearly defined managerial responsibilities and controls;

de. clear methodologies for determining all aspects of a reinsurance

programme, including:

i identification and management of aggregations of risk exposure;

ii. selection of maximum probable loss factors;

iii. selection of realistic disaster scenarios, return periods and

geographical aggregation areas; and

iv. identification and management of vertical and horizontal coverage of

the reinsurance programme;

ef. selection of participants eft in reinsurance contracts, including the

consideration of diversification and eredit—worthiness creditworthiness;

and
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fg. systems for identifying credit exposures {, actual and potential}, to
individual reinsurers or Groups of connected reinsurers oft in programmes

that are already in place.

5. Senior management should review an Insurer's reinsurance management

systems on a regular basis. The review should cover:

a. the identification and recording of policies underwritten to which

reinsurance is attached;

b. the identification of the dates when an obligation to pay reinsurance

premiums arises;

an assessment of the systems for the reporting and ongoing monitoring and

©

management of claims made under reinsurance contracts;

ed. the identification of losses triggering recoveries under reinsurance

contracts;

de. management of the timing of payments to, and collections from,

reinsurance counterparties;

ef. the credit standing and capacity of reinsurance counterparties to meet
obligations to which they are subject as a result of claims incurred or to

which they would become subject in the event of the occurrence of losses;

fg. any concentration of reinsurance arrangements with reinsurance
counterparties which would create large exposures or detract from

diversification benefits in the event of occurrence of losses;

gh. the extent of reliance on reinsurance with related parties, and the

accessibility of intra group funding under a range of realistic conditions; and

hi. the impact of any adverse trends in estimated Insurance Liabilities on the
adequacy of the Insurer's reinsurance arrangements, and any implications

for the capacity of the Insurer to meet its future policyholder obligations.
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Procedures for assessing the credit standing of reinsurance counterparties may

include the following:

a. establishment of a security committee with a specific brief to undertake the
procedures;

b. obtaining appropriate advice from reinsurance brokers;

c. review of the ratings published by ratings agencies;

d. monitoring of key performance indicators in reinsurers' published reports;
and

e. consideration of general conditions in the relevant reinsurance market.

The ceding Insurer should have in place procedures for identifying reinsurers that

provide security that it finds acceptable and should keep these procedures

periodically under review. If a ceding Insurer develops a pre-approved list of

reinsurers, there should also be processes for dealing with situations where there

is a need to assess reinsurers outside any pre-approved list. Ceding Insurers may

have their own credit committees to make their own assessment of the risk.

Any approved security criteria should be derived from a high-level statement of

what reinsurance security will be acceptable to the ceding Insurer, which may be

based on:

a. external opinions;

b. the ceding Insurer’s own view of the reinsurer;
[N minimum levels of capital;

d. duration and quality of relationship;

e. expertise of the reinsurer;

f. levels of retrocession;
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g. reinsurance brokers’ security criteria; or

h. a mixture of these and other factors.

©

For facultative reinsurance, the ceding Insurer should have a specific process in

place to approve, monitor and confirm the placement of each facultative risk. If

facultative reinsurance is necessary to ensure that acceptance of a risk would not

exceed maximum net capacity and/or risk limits, such facultative reinsurance

should be secured before the ceding Insurer accepts the risk.
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