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Understanding Enterprise Risk in Holding Company Structures
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Enterprise Risk Management: Considerations of Holding Company Structure, Group 
Capital, and Liquidity as it relates to Capital Adequacy Assessment

While assessing a P&C insurance company’s capital adequacy, have you ever struggled with or confused
with understanding affiliate relationships, holding company , and intercompany structures? You’re asking
questions like

• Who cedes to who?

• Who owns what?

• Who is obligated to who?

• How liquid is the holding company? Are the individual capital and surplus of the individual

companies fungible?

This session will provide discussion concerning the interplay and consistency of assessing capital adequacy
assessment and liquidity of a company in consideration of the above questions.

Liquidity fundamentally differs from capital adequacy. While both are essential to remaining a going
concern, liquidity has a “real time” dimension that capital does not. In addition, insufficient liquidity, non-
fungibility of group capital , and the inability raise cash at a cost-effective method can cause “sudden
death” in insurers that are otherwise well-capitalized. As a result, the insurer’s capital management
framework may be inappropriate. This session is intended to discuss this gap plus include considerations
of the fungibility of Group Capital, Holding Company Financial Considerations, and Liquidity as it relates to
the capital adequacy of a P&C insurance Group.
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Let’s get started - definitions
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▪ Holding company (holdco):

▪ An insurance holding company is a business entity whose main activity is to 

acquire and hold controlling interest in other companies, in particular the 

holding of subsidiary insurance companies

– Together these are known as an insurance group of companies with the 

holding company referred to as the parent company

– The holding company can also hold other non-insurance businesses 

▪ An insurance holding company can be organized as publicly traded 

company, privately held company, or mutual holding company

▪ Insurance Operating Company (opco):

▪ A company that undertakes the business of insurance and is subject to 

NAIC regulation, i.e., a “statutory” insurance company

– Not all insurance companies are part of a holding company or group

▪ NAIC Holding Company Act:

▪ Regulates the ownership of insurance operating companies and the 

transfer of capital and dividends amongst a holding company group

▪ Holding company and affiliate structured detailed in Schedule Y
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Holding Company Ownership and Capitalization
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▪ Holding company can be owned by public shareholders, private 

owners or equity, or mutual policy holders

▪ Differentiating factors:

– Access to capital

– Stakeholder goals

– Financial strategy

– Risk appetite

– Disclosure

▪ Holding company can provide access to capital and financial flexibility

▪ New ownership shares

▪ Issuance of stock 

▪ Issuance of debt 

▪ Profit retention and hard capital allocation
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Holding Company Ownership and Capitalization (continued)
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▪ Holding company structures can have multiple levels or tiers

▪ Intermediate holding companies

▪ Operating companies which directly own other affiliates rather than 

being side-by-side affiliates

– Can results in stacking of capital and earnings 

– Rating agencies evaluate the “rating group”, could be multiple

▪ Holding company capital can be down-streamed to operating 

companies

▪ Contributed capital

▪ Debt or finance LOC’s

▪ Surplus Notes (receive equity credit at operating company level)

▪ Operating company proceeds can up up-streamed to parent holdco

▪ Support stockholder dividends or share repurchases

▪ Service debt repayment and interest payments

▪ Re-allocated capital to other affiliated opcos within group

© 2020 Willis Towers Watson. All rights reserved. 



Strategic Role of Subsidiary to Parent
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▪ A company’s strategic position within a larger group can range on a 

continuum from strategically core to a transactional investment

▪ Is the subsidiary publicly linked to holding company?

– Similar name, marketing strategy, reputation

– Would divesture lead to change in business strategy

▪ Integrated into the group’s operations and management

– Common management, systems, and processes

▪ Significant contributor to group earnings

– Volatility of earnings

▪ Parental ability and willingness to provide support

– Track record of providing support

– Significant intra-group reinsurance

– Net worth maintenance agreement

▪ Dependence of the subsidiary and its ability or requirement to 

“stand alone” – how supported or insulated is opco from holdco
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Capital strength

Ability of Surplus to withstand risk from various sources while 

continuing to meet policyholder obligations

Pricing

Risk

Reserve

Risk

Investment

Risk

Credit

Risk

Policyholder

Surplus

CAT 

Risk

Need to further evaluate if losses or reduction in dividend paying capacity 

impairs holding company capital or debt financing potentially impairing 

“going concern” status
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Insurance Leverage and Capitalization Ratios

• Net Leverage

– NWP and Liabilities 

(mainly reserves) to 

Surplus

– Sensitivity of pricing 

and reserving errors

• Premium Leverage

– Net Written Premium 

(NWP) to Policy-

holder Surplus 

(PHS)

– Sensitivity of 

Surplus to pricing 

errors

• Risk based capital

– Single measure 

incorporating all 

risks

– Specific factors for 

lines of business, 

asset class, etc

– Various versions

• NAIC RBC

• AM Best BCAR

– Minimum 

thresholds

• Regulatory 

action

• Rating levels

• Investment 

Leverage

– Assets to PHS

– Stocks to PHS

– Sensitivity of PHS to 

investment losses

• Reinsurance 

Leverage

– Reinsurance 

Recoverables to 

PHS

– Reinsurance 

dependence

– Degree of credit risk

• Leverage measures 

(lower better)

• Solvency Ratios 

(higher better)

Metrics are typically calculated on statutory company or group of company 

basis. Holding company leverage and flexibility evaluated separately



Holding Company – Financial Leverage
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▪ It is possible for an insurance operating company to raise debt

▪ Can get Statutory “equity credit” (i.e., counted as Surplus Note) if 

meets regulatory standards of tenor, dividend deferral, etc.

▪ If have a holding company can have more flexibility in issuing debt 

▪ Can be supported by other sources of income

▪ Access to capital markets, equity and private and public debt

▪ At holding company GAAP reporting level, debt is typically not 

equity

▪ However, holding company debt capital can be down-streamed to 

subsidiaries

▪ Either in form of contributed capital

▪ Or qualifying Surplus Note receiving equity credit at subsidiary level
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Holding Company – Financial Leverage (continued)
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▪ Financial leverage measured as debt leverage = debt / 

capital which measures insurers pressure to dividend 

upstreaming and liquidity

▪ Down-streaming capital can result in “double leverage” 

where financial debt leverage at operating companies is 

not clear unless perform holding company analysis

▪ Need to assess holding company requirements for debt 

services

▪ Also, debt leverage and servicing needs at an affiliate 

company can indirectly cause a draw upon a company’s 

earning through a common holding company
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Insurance Cash Flow
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▪ Strong and stable UW and operating cash flows are favorable

– A growing profitable company produces positive cash flow

▪ Unprofitable growth also has positive cash flow (not for long)

– Typically, companies do not sell assets to pay claims 

▪ Usually, incoming premiums pay past claims

– Reinsurance helps manage event risk driven cash calls

▪ Cash flows influenced by unexpected losses, changes to key 

lines of business, and movements in written premiums

© 2020 Willis Towers Watson. All rights reserved. 
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Liquidity Metrics
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▪ Liquidity measures firm’s ability to 

meet anticipated obligations to 

policyholders and other creditors 

whether by:

▪ operating cash flow

▪ cash or other investments that are 

liquid (converted quickly to cash at 

booked value) 

▪ Need to evaluate cash flows at the holding 

company and its reliance on the insurance 

subsidiary to service debt or fulfill other 

obligations

▪ As well as the level, quality, volatility and 

diversification of earnings at the 

consolidated holding company level,
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Key Liquidity 
Measures

Current Liquidity = 
(invested assets) / 

(total liabilities)

Quick Liquidity = 
(cash equivalents) / 

(total liabilities)

Positive UW cash 
flow

Positive operating 
cash flow



Liquidity Risk Management
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Sources and Uses Analysis

14

▪ Evaluate for ability to meet operating and financing obligations

▪ Correlations and dependence between various sources and 

uses

▪ Overall leverage and ability meet obligations

– Interest and cash coverage

▪ Asset liability matching or mismatch

▪ Contingency plans if funding sources become unavailable
© 2020 Willis Towers Watson. All rights reserved. 

Sources Uses

Cash on hand

Operating cash flow

Subsidiary dividend capacity

Short term debt

Lines of credit

Claim payments (event risk)

Operating expenses

Capital spending

Debt servicing obligations

Stock dividends and buybacks



Possible Drivers of Holding Company and Liquidity Risk
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▪ Reduced funding from business operations – limited upstream 

dividend capacity

▪ Lower than expected inflow of premium income

▪ Lower profits

▪ Catastrophe or event risk resulting in cash call

▪ Write down of intangible assets, goodwill, deferred tax assets

▪ Reduction in assets market value or FX movements

▪ Limiting funds for collateral posting

▪ Limited access to external funding, 

▪ Short term and long-term debt refinancing

▪ Limited access to internal funding – lack of “fungibility” of capital 

▪ Restrictions in transfer of liquid assets between legal entities due to 

holding company financing requirements or legal regulations

▪ Inability of holding company to meet obligations to capital providers 

▪ Debt or equity
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Thank You!

© 2021 Willis Towers Watson. All rights reserved. 



Willis Re Disclaimer
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This analysis has been prepared by Willis Limited and/or Willis Re Inc. and/or the “Willis Towers Watson” entity with which you are dealing (“Willis Towers Watson” is defined as Willis Limited, 

Willis Re Inc., and each of their respective parent companies, sister companies, subsidiaries, affiliates, Willis Towers Watson PLC, and all member companies thereof) on condition that it shall be 

treated as strictly confidential and shall not be communicated in whole, in part, or in summary to any third party without prior written consent from the Willis Towers Watson entity with which you are 

dealing.

Willis Towers Watson has relied upon data from public and/or other sources when preparing this analysis. No attempt has been made to verify independently the accuracy of this data. Willis 

Towers Watson does not represent or otherwise guarantee the accuracy or completeness of such data nor assume responsibility for the result of any error or omission in the data or other materials 

gathered from any source in the preparation of this analysis. Willis Towers Watson shall have no liability in connection with any results, including, without limitation, those arising from based upon 

or in connection with errors, omissions, inaccuracies, or inadequacies associated with the data or arising from, based upon or in connection with any methodologies used or applied by Willis 

Towers Watson in producing this analysis or any results contained herein. Willis Towers Watson expressly disclaims any and all liability, based on any legal theory, arising from, based upon or in 

connection with this analysis. Willis Towers Watson assumes no duty in contract, tort or otherwise to any party arising from, based upon or in connection with this analysis, and no party should 

expect Willis Towers Watson to owe it any such duty. 

There are many uncertainties inherent in this analysis including, but not limited to, issues such as limitations in the available data, reliance on client data and outside data sources, the underlying 

volatility of loss and other random processes, uncertainties that characterize the application of professional judgment in estimates and assumptions. Ultimate losses, liabilities and claims depend 

upon future contingent events, including but not limited to unanticipated changes in inflation, laws, and regulations. As a result of these uncertainties, the actual outcomes could vary significantly 

from Willis Towers Watson’s estimates in either direction. Willis Towers Watson makes no representation about and does not guarantee the outcome, results, success, or profitability of any 

insurance or reinsurance program or venture, whether or not the analyses or conclusions contained herein apply to such program or venture.

Willis Towers Watson does not recommend making decisions based solely on the information contained in this analysis. Rather, this analysis should be viewed as a supplement to other 

information, including specific business practice, claims experience, and financial situation. Independent professional advisors should be consulted with respect to the issues and conclusions 

presented herein and their possible application. Willis Towers Watson makes no representation or warranty as to the accuracy or completeness of this document and its contents. 

This analysis is not intended to be a complete actuarial communication, and as such is not intended to be relied upon. A complete communication can be provided upon request. Subject to all 

terms of this Disclaimer, Willis Towers Watson actuaries are available to answer questions about this analysis.

Willis Towers Watson does not provide legal, accounting, or tax advice. This analysis does not constitute, is not intended to provide, and should not be construed as such advice. Qualified advisers 

should be consulted in these areas.

Willis Towers Watson makes no representation, does not guarantee and assumes no liability for the accuracy or completeness of, or any results obtained by application of, this analysis and 

conclusions provided herein.

Where data is supplied by way of CD or other electronic format, Willis Towers Watson accepts no liability for any loss or damage caused to the Recipient directly or indirectly through use of any 

such CD or other electronic format, even where caused by negligence. Without limitation, Willis Towers Watson shall not be liable for: loss or corruption of data, damage to any computer or 

communications system, indirect or consequential losses. The Recipient should take proper precautions to prevent loss or damage – including the use of a virus checker.

This limitation of liability does not apply to losses or damage caused by death, personal injury, dishonesty or any other liability which cannot be excluded by law.

This analysis is not intended to be a complete Financial Analysis communication. A complete communication can be provided upon request. Subject to all terms of this Disclaimer, Willis Towers 

Watson analysts are available to answer questions about this analysis.

Willis Towers Watson does not guarantee any specific financial result or outcome, level of profitability, valuation, or rating agency outcome with respect to A.M. Best or any other agency. Willis 

Towers Watson specifically disclaims any and all liability for any and all damages of any amount or any type, including without limitation, lost profits, unrealized profits, compensatory damages 

based on any legal theory, punitive, multiple or statutory damages or fines of any type, based upon, arising from, in connection with or in any manner related to the services provided hereunder.

Acceptance of this document shall be deemed agreement to the above.

V21
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Work containing Risk Management Solutions (RMS) output

This report, and the analyses, models and predictions contained herein ("Information"), are based on data provided by the relevant Willis Towers Watson entity (“WTW”), and compiled using 

proprietary computer risk assessment technology of Risk Management Solutions, Inc. ("RMS"). Such Information contains RMS confidential and proprietary information and trade secrets.  The 

Recipient of the Information shall (i) not disclose such Information to any third party; (ii) use such Information only for the purpose of facilitating an actual imminent reinsurance placement 

(“Purpose”); (iii) limit the disclosure of such Information only to its employees, partners and directors who have a need to know, provided that the Recipient shall ensure that each of those persons 

to whom such Information is to be disclosed is made aware of, and shall procure that such person or persons adhere to, the terms of these confidentiality restrictions; and (iv) use the same degree 

of care to prevent disclosure or use of such Information for other than the Purpose that it would use for its own confidential information (but in no case with less than a reasonable degree of care).  

The technology and data used in providing this Information is based on the scientific data, mathematical and empirical models, and encoded experience of scientists and specialists (including 

without limitation: earthquake engineers, wind engineers, structural engineers, geologists, seismologists, meteorologists, geotechnical specialists, mathematicians and cyber security experts). As 

with any model of physical systems, particularly those with low frequencies of occurrence and potentially high severity outcomes, the actual losses from catastrophic events may differ from the 

results of simulation analyses. Furthermore, the accuracy of predictions depends largely on the accuracy and quality of the data used. The Information is provided under license to WTW and is 

either WTW’s or RMS’s proprietary and confidential information and may not be shared with any third party without the prior written consent of both WTW and RMS. Furthermore, this Information 

may only be used for the specific business purpose specified by WTW and for no other purpose, and may not be used under any circumstances in the development or calibration of any product or 

service offering that competes with RMS. 

The Recipient of this Information is further advised that RMS is not engaged in the insurance, reinsurance, or related industries, and that the Information provided is not intended to constitute 

professional advice. RMS SPECIFICALLY DISCLAIMS ANY AND ALL RESPONSIBILITIES, OBLIGATIONS AND LIABILITY WITH RESPECT TO ANY DECISIONS OR ADVICE MADE OR 

GIVEN AS A RESULT OF THE INFORMATION OR USE THEREOF, INCLUDING ALL WARRANTIES, WHETHER EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO, WARRANTIES 

OF NON-INFRINGEMENT, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. IN NO EVENT SHALL RMS (OR ITS PARENT, SUBSIDIARY, OR OTHER AFFILIATED 

COMPANIES) BE LIABLE FOR DIRECT, INDIRECT, SPECIAL, INCIDENTAL, EXEMPLARY, OR CONSEQUENTIAL DAMAGES WITH RESPECT TO ANY DECISIONS OR ADVICE MADE OR 

GIVEN AS A RESULT OF THE CONTENTS OF THIS INFORMATION OR USE THEREOF.

Work containing AIR Worldwide Corporation (AIR) Touchstone output

IMPORTANT NOTICE and DISCLAIMER

AIR Worldwide Corporation and Willis Re Inc. or Willis Limited 

The attached Touchstone reports are provided to you in confidence, and you may not cause or permit disclosure, copying, display, loan, publication, transfer of possession (whether by sale, 

exchange, gift, operation of law or otherwise) or other dissemination of the Touchstone reports (or details of the methodology and analysis employed to develop the Touchstone reports) in whole or 

in part, to any third party without the prior written consent of Willis Re Inc. or Willis Limited and AIR Worldwide Corporation (“AIR”).

Notwithstanding the foregoing, you may disclose the Touchstone reports associated with your reinsurance or risk transfer programs to insurance regulators and disclose, in confidence, to your 

rating agencies, reinsurers, actuarial consultants, managing general agencies, risk managers, investment bankers (but not in connection with the placement of any insurance-linked securities) and 

auditors (but in no event to any entity in the business of developing loss estimation models), provided that, in the event of any such disclosure, you clearly acknowledge in writing that AIR owns the 

exclusive right and title to the Touchstone reports and the methods employed to develop them. 

You may not alter or remove any copyrights, trade secret, patent, proprietary and/or other legal notices contained on or in copies of the Touchstone reports. The existence of any such copyright 

notice on the Touchstone reports shall not be construed as an admission, or be deemed to create a presumption, that publication of such materials has occurred.

The Touchstone reports are intended to function as one of several tools which you will use in analyzing your estimated and potential losses from certain natural hazards. The estimation of hazards 

and potential losses involves uncertainties and depends on environmental, demographic and regulatory factors beyond the control of Willis Re Inc., Willis Limited and AIR. The Touchstone reports 

depend on data and inputs which you have supplied. The assumptions and methodologies used by AIR in creating Touchstone may not constitute the exclusive set of reasonable assumptions and 

methodologies, and the use of alternative assumptions and methodologies could yield materially different results. The loss probabilities indicated by the Touchstone reports are estimates of the 

magnitude of losses that may occur in the event of such natural hazards; they are not factual and do not predict future events. Actual loss experience can differ materially.

No responsibility is or shall be assumed or implied by Willis Re Inc., Willis Limited or AIR for loss or damage to you resulting from inaccuracies contained therein nor shall Willis Re Inc., Willis 

Limited or AIR be liable to you or others for any adverse results experienced in utilizing the Touchstone reports

V21
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Work containing CoreLogic output

This report contains CoreLogic Confidential Information and i) recipient agrees to treat this report as strictly confidential; and ii) in consideration of having been provided access to this report, 

recipient agrees that CoreLogic has no liability for such report or other information derived from the report or any use that may be made thereof by recipient.

Work containing/using Kinetic data

The TAOS real-time hazard and impact forecast information is provided "as is" and without warranties as to performance or any other warranties whether expressed or implied. The user is strongly 

cautioned to recognize that natural hazards modeling and analysis are subject to many uncertainties. These uncertainties include, but are not limited to, the uncertainties inherent in weather and 

climate, incomplete or inaccurate weather data, changes to the natural and built environment, limited historical records, and limitations in the state of the art of modeling, as well as limits to the 

scientific understanding of storm weather phenomena. Anyone making use of the hazard and impact information provided by KAC, or the information contained within, assumes all liability deriving 

from such use, and agrees to "hold harmless" any and all agencies or individuals associated with its creation. The user agrees to provide any subsequent users of this data with this disclaimer. The 

publication of the material contained herein is not intended as a representation or warranty that this information is suitable for any general or particular use. 

Work containing / using KatRisk output

To the best of KatRisk’s knowledge, based on precautions ordinarily used in the development of such data, the data to be delivered to Willis is complete and accurate. As with any model of complex physical systems, particularly those with 

low frequencies of occurrence and potentially high-severity outcomes, errors are possible through no fault of KatRisk. KatRisk does not directly participate in the business of insurance, reinsurance or related industries, and the KatRisk

provided data and models are not intended to constitute professional advice as to any particular situation. KatRisk specifically disclaims any and all responsibilities and obligations with respect to any decisions or advice made or given as a 

result of the use of KatRisk data and models.

Work containing Cyence output

This document contains proprietary, confidential information of Cyence and is intended for your internal use only and may not be shared with any third party without Cyence’s prior written 

consent. Any statements concerning professional advice, including but not limited to actuarial, tax, accounting, or legal matters, are not to be relied upon as professional advice, for which you 

should consult your own professional advisors. Any modeling, analytics, or projections are subject to inherent uncertainty, and the Analysis could be materially affected if any underlying 

assumptions, conditions, information, or factors are inaccurate or incomplete or should change. The information contained herein is based on sources Cyence believes reliable, but Cyence makes 

no representation or warranty as to its accuracy or completeness. All representations and warranties, express, implied, or statutory, including any implied warranty of merchantability, fitness for a 

particular purpose, title, noninfringement of third party rights, from course of dealing, usage or trade practice, are disclaimed and the Analysis and data is provided “as-is.” Without limiting the 

foregoing, Cyence makes no warranty of any kind that the Analysis and data, or any results of the use thereof, will meet your or any other party’s requirements, or achieve any intended 

result. Cyence shall have no obligation to update the Analysis and data and shall have no liability to you or any other party with regard to the Analysis and data or to any services provided by a 

third party to you or Cyence.

V21
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Work using A.M. Best ratings data

The following disclaimer attaches to all documentation relating to A.M. Best rating data.

Best's Credit Ratings™ are under continuous review and subject to change and/or affirmation. For the latest Best’s Credit Ratings™ and Best’s Credit Reports (which include Best’s Credit 

Ratings™), visit the A.M. Best website at http://www.ambest.com. See Guide to Best’s Credit Ratings™ for explanation of use and charges.”

“Best's Credit Ratings™ reproduced herein appear under license from A.M. Best and do not constitute, either expressly or impliedly, an endorsement of Risk Intelligence Market Security or its 

recommendations, formulas, criteria or comparisons to any other ratings, rating scales or rating organizations which are published or referenced herein.

A.M. Best is not responsible for transcription errors made in presenting Best's Credit Ratings™. Best’s Credit Ratings™ are proprietary and may not be reproduced or distributed without the 

express written permission of A.M. Best Company.”

A Best’s Financial Strength Rating opinion addresses the relative ability of an insurer to meet its on going insurance obligations. It is not a warranty of a company’s financial strength and ability to 

meet its obligations to policyholders. View our Important Notice: Best's Credit Ratings for a disclaimer notice and complete details at http://www.ambest.com/ratings/notice.

Work using Fitch ratings data

The following disclaimer attaches to all documentation containing Fitch Ratings data.

“None of the Fitch information may be copied or otherwise reproduced, repackaged, further transmitted, transferred, disseminated, redistributed or resold, or stored for subsequent use for any such 

purpose, in whole or in part, in any form or manner or by any means whatsoever, by any person without Fitch's prior written consent.”

Work using S&P ratings 

The following disclaimer attaches to all documentation containing Standard & Poor’s data.

“Copyright © 2021, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including ratings (“Content”) in any form is prohibited except 

with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, completeness, timeliness or availability 

of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall 

Content Providers be liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A 

reference to a particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or 

security, does not address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are not statements of fact.”

Work including MarketStance material or data (credit such information where possible)

Copyright © Insurance Services Office, Inc. and affiliates. Used with permission. The thoughts, views and opinions of Willis Re contained herein do not represent the thoughts, views and opinions 

of Insurance Service Office, Inc. or its subsidiaries and affiliates. 
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