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The information contained herein is of general nature and is not 
intended to address the circumstances of any particular individual or 
entity. Although we endeavor to provide accurate and timely 
information, there can be no guarantee that such information is 
accurate as of the date it is received or that it will continue to be 
accurate in the future. No one should act on such information 
without appropriate professional advice after a thorough examination 
of the particular situation.
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Industry practices capital management uses typically involve the following areas1. Which are 
desired by your company?  

Capital Management Framework (CMF) Objectives

Note: these uses do not require an internal capital model  (ICM), although many companies use an ECM to support these uses.

• Determining capital adequacy

• Determining and monitoring risk appetite

• Determining capital allocation

• Strategy setting

• Business planning

• Structuring reinsurance and/or hedging programs

• Structuring access to capital

• Determining dividends and or stock buyback

• Measuring performance against targets



5/19/2015

2

3© 2015 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent 
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Managing Multiple Capital Frameworks

 The evaluation of a capital 
management program must 
incorporate a specific definition 
of “capital” that is 
understandable to stakeholders

 Elements of different capital 
frameworks can be combined to 
form the appropriate orientation 
for the program (e.g. a hybrid of 
EC and Regulatory Capital)

 Capital performance metrics 
must be selected to adequately 
reflect how stakeholders, 
particularly BU leaders, senior 
management and the Board view 
returns, e.g.

 Translated combined ratios

 Returns as a % of deployed capital (e.g. 
RAROC, RORAC)

 Returns in excess of cost of deployed 
capital (e.g. EVA)

200

400

600

800

1,000

1,200

1,400

1,600

1,800
M

ill
io

n
s

R
eg

ul
at

or
y

C
ap

ita
l

R
at

in
g 

A
ge

nc
y

C
ap

ita
l

E
co

no
m

ic
 

C
ap

ita
l

G
A

A
P

 
C

ap
ita

l

G
A

A
P

E
co

no
m

ic
R

at
in

g 
A

ge
nc

y
R

eg
ul

at
or

y

Tier II:
Preferred &
Debt

Tier I:
Paid-in, RE

Operationa
l
Credit

AAA

A

Regulatory

Market/ALM

Sample Capital Frameworks

AA

Reserve

Underwriting

O
ff 

B
al

an
ce

 
S

he
et

 
C

ap
ita

l

O
ff 

B
al

an
ce

 
S

he
et

Hedges
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Securitization

Most insurance companies face multiple capital frameworks. A capital management 
program therefore requires a assessment of these frameworks to select the 
appropriate capital orientation and priorities for the program.
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Scope and Granularity

2. Practical
80/20 Rule

Major BU 
Type

Country/ BU Products

Insurance Individual Life Term, UL, VL, Other

Personal Lines Auto, Homeowners

Group Insurance Life, DI, COLI/BOLI/TOLI, SGLI, LTC

Large Commercial Work Comp, AL, GL, Professional lines

Small Commercial Work Comp, AL, GL, BOP, Property

Non-
Insurance

Asset Management Interim Loans, Servicing / Agency, AUM, Bridge/ Sub-loans, Other

Global Commodities Global Commodities Trading

International Investments Korea, Italy, Other

TPA Claims Admin, Loss Prevention

Corporate & Other
Closed Block, Employee Benefits,  Corp Acct Investment Risk, 
Holding Company, Other

Sample criteria for product selection:  1) AOI generated by each product; 2) Materiality; 3) Existing required equity calculation; 4) Subject to 
reasonable number of products per BU; 5) Future business expectations; 6) Business unit decision-ing level; and, 7) Data availability.

The granularity of a capital management program to a country, entity or product level is subject 
to a number of important factors including a company’s management structure and availability 
of data.

Illustrative
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Capital Management Reporting

A capital management framework requires adequate reporting to enable decision making. Key 
objectives and their underlying components are presented below. 

Assessment of 
Capital 

Adequacy

Assessment of 
Risk Drivers

Assessment of 
Returns

Scenario 
Analysis

 Underwriting 
scenarios

 Financial market 
scenarios

 Market share 
scenarios

 Rate level 
scenarios

 Underwriting 
returns vs risk 
adjusted hurdles

 Probability of 
success/failure 
w.r.t. targets

 Duration matched 
rf. inv. inc.

 Translation into 
underwriting 
metrics

 Risk drivers and 
associated 
allocated capital 
(risk type and 
business 
segments)

 Modelled risks vs 
risk tolerances

 Changes over 
time

 Carried capital vs 
required capital

 Redundancy 
/deficiency

 Changes over 
time

 Trajectories

 Various capital 
lenses
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Data Visualization
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Sample capital management dashboard:

Data Visualization Summary

• Ratio = Actual / Required
• Risk Appetite 

Capital 
Adequacy

• Focus on Required (modeled) risk
• Contribution of risk types to total

Risk Drill 
Down

• Focus on Required (modeled) risk
• Contribution of segments to total

Segment 
Drill Down

• Multiple evaluations
• Changes in Actual and Required Capital

Analysis of 
Change
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Model data*:

 5,700 records of economic capital model results from 3 evaluation dates

 20 Countries / 4 Regions

 2 lines of business and 2 investment types

 Carried capital by country 

* All data in the sample dashboard is 100% fictitious. 

Data Highlights

ETL Script Editor

Table View
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Capital Management Dashboard

Capital Management Dashboard

* All data in the sample dashboard is 100% fictitious. 


