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Estimation of solvency capital requirements for life
insurance underwriting risks
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Abstract

This study aimed to determine the solvency capital requirement considering the lapse risk to
reach better estimates for the future and ensure the maintenance of the solvency of life insurance
companies, which helps them to meet their obligations and provide the necessary coverage towards
the insured at any time.

The researcher uses the standard model for determining capital requirements under the
guidance of solvency Il to estimate the solvency capital requirement for the sub-unit of life insurance
underwriting risks, as the lapse risk is an essential part of that unit, and to take into account the effect
of the correlation between the lapse risk and the rest of the risks in that unit in order to estimate more
accurately.

To reach this, the technical provisions for that unit were estimated before and after the
shocks to obtain the initial SCR values, then multiplying those values by the correlation coefficients
matrix for underwriting risks, from which we reached the final SCR values.

The study concluded that the most influential risk when estimating the solvency capital requirements
for life insurance underwriting risks is the lapse risk, which represents the largest proportion of the
total capital of that unit. This may be due to the interaction of policyholders with the current
economic conditions that move their money into the banking sector, which offers a higher interest
rate, which in turn may significantly affect solvency.

Keywords: Lapse risk, Capital Requirements, Capital model based on Solvency 11 Guidelines.
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