Date: 2025-11.09

Preamble: w hereas the Author rity (NTA) has carried out several actions to mplement a risk-based capital
framework for the assessment of the solve ENCY pos
following the internations

ton of Insurers and reifisnvery licensed in ‘*«ér
far the insuiance core punmg% gl mﬁ{igrd%

I Supervisary standards, in pi
- of the Irxtm‘ﬁ&tmnai Associdtion of [

surance Superviso

Whereas 1418 hag adopted a rigk- ~based framey
‘balunce sheet approach to-ensure that the determination of
i \m Ewa i m::m%i dg fm ; ;

lements. the total

it the Solvency

Whereas the eeconom ‘
deep, liquid and fransparent markets i;»m otl sa«ﬁvm 5
accepted financial methodologies
Valuation),

: 11510 select thie Mark-to I i@di Sl on |
wma;}pmmmmfi:}i ma‘« recognition of the risks ofthe iisurer's s ets, the Autherity also |

that there is no arbitrage in such sele on that may i pﬁn‘img either thé seund ff(&tﬁ;f”mﬂ"}&?ﬁﬁm wii“ the
Available Capital .Rr:.mmf(m-szu‘;qi?. St wmu,j; < gzpiéed Requirement or the fh‘%i playing field,

In exercise of the powers cont z:;mi by Section 166 of the Insurance Act, 202202079, Nepal
Insurance Authority has issued the following supplementary
of the risk-based capital and isé}h‘u’}&f( framework,

eument to ensure eﬁ%mw: implementation

L. Scope: This Guideline shalf applyto life insurers, non-life ins surers, reinsurers and nrier-insurers
licensed by Nepal Insurance Authority when carr ing-out the valuation of assers for fisk. based capital
P a4

and solvency framework. T} tis Guideline shatl a pply proportionally te the con plexity of the models
pplied and the risks concerned,
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EERto-Model Valuation of Assets for Solvency Burp

2. Definitions - i this guideline, unless the contéxtoth TWise requireg —
LEunitongs glrdel .

(a8} “Act” means the Insurance Act, 2022 (2079),

(b} “Appointed Actuary” means g person who is appointed or retained in accordance with the
Guideline related to Actuary Appointment for Insurers, 2024, '

(€} “Auditor” means auditor who hag obtained a license to audit pursuant to prevailing law.

{d} “Azmhmizﬁy’* fheans Nepal I‘ﬁﬁiwzﬁz{s{%% uthority registered pursuant to Section 3 of the Kot

(€) “Control” referred to g “M
reliability in an fgoing basis
Available: Capital Resources and the Solve
management,

£

s all the. processes relevant to ascertain the
he model for an appropriate assessnient of

s a Sorparate ered pursuant 16 Sectior €t and the word
includes reinsurer and

sk Based Capital and Salvency Directi ve

|
| value for solvency purposes.
(2) Uniless heérwise stated. where the assets are valued in financial statements based on
Nepal Financial Reposti & Standards (NF RS) at fair value, that fair value shall be used for solvency
purposes. In no case the zed cost” may be used for solvency purposes.
(3) For an asset tha ,&féi‘ied in a deep, Haquid and transparent market, the insurers shall
use the observable market valuedfor solyency purposes.

(4) If the marker value of an asset as per sub-section (3) is not available, then the insurers
may derive the value of that asset, by-
(i) aif;hc-;rmfémng to the market value of ather sirf"ﬁ'a?mi’l}' similar assets or liabilities
 traded in deep, liquid and transparent markets with a ppropriate adjustments, or
(b) applying a Mark-to-Model Valuatisi.

(5) Unless otherwise stated, provisions of subsections (1) to (4) apply to all assets,

including assers that only provide predefined fixed cash flows, such ag bonds and deposits; and loans




Mark-to-Modet Valuation of Assets for Solvenc Y Purpose,
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and mortgages, including loans on policies. In the case of loans on-policies Annexure IV 'siall also
apply,

_{ﬁ}?\ém}wiﬁfw’t;mzfiz;.g. investment in subsidiaries. And associates, items of immaterial amournt
whose market val s notreliably derivable and have o material impacton the s v

ey position and
items that should be valued at nil for alvency purposes shall tiot be valued using:the mark-to-mode]
approach,

h@iﬁef Valu ation; the
and gontrol of
Tequirements:

(8) Any model used for msza{mﬁ ii%}éﬁ ﬁ{}{im
rhangm to t:}*;z; mczde;i used:

uation is used, aid

Theoretical foundation mxf:ieriym% the model, and the evidence of its general

acceptance in financial praxis,

(i) Deseription of f model inputs, aiid Sources of | inputs; which should be consistent
with available market information,

(iv) Assumptions underlying the model, whic

v should réflect market. assamptions,

(v)  Algorithms related o m.a.itf‘wtﬁrmiiim{ff’m’ihmﬁ?sg including the rationale for %J’ecmw
the methods, in particular the capacity of the model to ¢ capture the risks to which
the assets are exposed,

a2
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(Vi) Description of iy tezmm outputs as well 45 results,
(vii) Description of E’mhrmiazv and software to0ls used to implement the model,

{vii)Any limitations ofthe ééf?fmm componeiits of the model, including limitations of
the inputs; of the assumptions, methodologies, software and outcomes,

{ix} Processes fo apply for the application, monitoring, reporting, record and control of
the Mark- to-Model Valuation, and

(x) List of changes to the model with Justifications, and analysis of impact of the.
change inthe model i the result§e,

t’d}i ’ﬁm zmm« a%za;ii pfm iﬁé ii;-

It yearresults fo Past vear results

6

the Authority upon
(2} The
g}mwiﬁd in Ay
6. )i’ni}‘g 3 terest rate risk involves the assessiment of

impact of chan luation of assets and Habilities,

(2) The

for all interest rate

1pact of chianges in the mterest rate shall be assessed under stressed seer rarios
Ve assets (and Habilities), As a rule, assets with fixed cash flows will be
sensitive to changes in int

SLrates, including assets combining fixed cash flows and variable cash
flows. This includes medium and.

ng-term fixed ineonte. assets, such as fixed deposits with banks,

(3) For assets not sepsit
insurer and in case of a transfer of the assets) their valuation in the stressed upwards and dow nwards

to changes in the Interest rates (both on an ongoing basis of the

seenario shall not change ¢om pared to their valuation in the non-stressed saiwnuy balance sheet,

7. Right to Amend - This guideline can be amended by the Board of Authority while the annexures can
M
be amernded by the Chairman of Authority,
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Anpexure [

Discounted Cash Flow Method

(1) Mark-to-Model v aluation of assens using the Discounted ¢

applied to assets withe

&, Predefined cash flows expressed in Neépali rupees,

i st uments like bonds, éegms;zfs?mzd othier i) »ﬁd@iﬁzﬁsa’s};agm‘swt@
ii. hﬁﬁﬂ@-aﬁtd.ﬁﬂ:@ﬂg&gﬁ& and

b No reliable market prices observe

are no othier similak assets whose priceva

Here, the term *predefined: neans that there is 16 oy i isset, aiid thie dmvunt
and timing of the cash floy '  of the

counterpart to meet ifs o

(2) According to the Di
value of all anticipated future

{PV) of an asset is givy

Where,
»
(3) DCF modelling of asset tnvelve

& Anticipated Cash Flows and Timing of Cash Flows

The Discounted Cash Flow model relies on prcgwt&d cash flows. The cash flows s anticipated to be.
generated by the investment bei ing valued shall ke projected accurately i terms. of both the
magnitude and timi ing of cash flows, All. cashflows expected from the asset shall be incorporased

into the model used for v &qu{iz‘m such as Interest receivables from the term deposits.
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b. Appropriate Discount rafe

Discount Rate is one of the sensitive variables in the DCF model. Insurers may use the risk-
free rate (RPR), increased with adequate credit spread according to the credit f:;az& ity of the

assets, as the discount rate,

(4) Risk-free rate (RER) -
a, Duetothe laek of developed '«'zm:;miaw i‘il*iﬁs@ and lack of available market nf‘%r:»zmatmn in the

Nepaiem m*zam,mi s&gmr the risk

mikﬁ:&éaif@gy approved by NIA,

b, ing the cash flows using these

ted intra-annual interest rates are
> plus relevant credit spreads, and it is
rdods not jeopaidizea réliable solvency value of the

rpolation’ methodologies have been provided in

. The eﬁredit spread. is all mce for the credit risk of an asset, and aceounts for the expected
defaults as well as the expected cost of down grade,
b, Under the DCF method, the spreads derived {according to the methodology approved by NIA
are adinissible to catry out a Mark-to-Model Valuation of that asset.
However, insurers having fully implemented Own Risk ‘imﬁvenw Assessment (ORSAY. may
determine the relevant spreads provided that—
i. the caleulation is based on internationally accepted criteria and is documented and

approved by the Board of the insurers,

R SRR

Page
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i, there shall be an annual review by an independent person of the. zzppmpwﬁme% of the

methodology and its outcomeswhen ap;ﬁ ied 16 thé-assets of the insurer, and

il internal audit verifies that ih@: outcomes arg ﬁmmiﬁ;md controlled and reported
aw‘ rdin )

RSA policy and any otlicr in wnai rile of functioning

¢, The spreads are caiwim& mmrmiy for financial counterparties and for nonfinancial

counterparties, and within each of them for different ciredit quality ¢lasses.

Finaneial counterparty and non-financial counterparty

& Financial coiinterpard

activities and

Examples ficly

Non-finan

multiple of the simple average of -

tiform 30 per cent spread s

(6) Insurers shall disclo details of Marks-to-Model Valuation using the discou ted cash Bow (DCRY

‘approach for whwp@ ot asset in the model documentation as pof guideline (4) abave, incl luding the

description of the cash flow

assumptions used.

(D 1}m ation of the asset -

Financial duration of the asset may be caleulated under the discounted cash flow approach as follows:
Py

Duration =
Where,
PV = Zt pVﬁ

4 - OF,
and P;l't = ztm




The duration as defined above

to future cash flows generated by an asset, Macaulay Duration is always less than or-equal to the asset’s

maturity,

There are other approaches to measure the duration according to the features of the asset, such as the option

adjusted duration, which is a more appropriate approach for assets with certain em bedded options.
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Annexure 11

on spotrates

Interpolation of zero-couy
(8) A continuous yield eurve allows for the somputation of discount factors for any future date: Tosurers

o e

may choose among different interpolation methods based on objective and rational criteria. Some

commonly used interpolation methods are described below, However, tisurers arefreg to.use any other

Anterpolation method prevalent in financial market p

providing a sensible tradé off among accuracy and bur ot and application of the intra-
annual interpolated interest rates. -

A. Linear Interpolation

Linear interpolation assuimes &

s Linear o the sp

Linear on tl 1 [t simply connects

#

aight line. approach vesults ina

v limitits acewracy: Aknown

lation points.

i

| monthly zero-coupon $pot rate, for nth

G Ty M

oy 1S the Zero-coupon spot rate for term (&~ 1) year

rpis the annual zero-coupon spot rate for term. (£) year

s Piece-wise Constant Forward rate Interpolation
Piccewisé constant forward rate interpolation, also referred to as forward interpolation,
involves linear interpolation on the logarithm of discount factors. This method assumes
that forward rates remain constant between two observed miaturities,
It avoids forward rate Jumps at coupon dates, making it suitable for cash flow valuation,

especially for floating-rate instruments,



Using this interpolation method, the interpolated monthly zeroscoupon spoet rale, for nth
month in year € is given by ~

Ol

’ . el s . ) n 3 .f"‘i‘i”;f*:{ — 1
T 4‘_}3‘9 e {{:1 + {‘f,ﬁjﬁ} i f.‘;'?vp fﬁ*i,'l # 'ﬁ S 1
R 5 4]

el

Where, ‘
¥y 15 the annual zeroscoupon spot rate for term (¢ — 1) year

ey, is the continuous one-year forward rate for tepm (6~ 1) to(t) year,

which may be caleulated

<

Frona =11+ (5

Other linear i

discount rates,

There are sever cother and more realistic

=

yield curves. These mchide O s Titerpolation, Monotone or

Hermite Cubic Spline Tnterpol

8“3&&9’3
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Annexure 111

Template of Investment Details

A, Template for details of investment in Time de

osits and \}Bim{:i%_

Page 1T

STO3.02A - Details of Assels valued using ¥

k-to-Model approach- Time Deposits and Bonds-

Name of the insurer/ reinsurer
Valuation Date

x ypeo §ﬁ§%é -

Coluin

Number Colunn Heading

€000t

Unigue D

£0002 Type of Asset

o003 Sub-tyvpe of asset

0004

1D of Asset

_ ‘estment
0006 '

Co007

0008

| C0009

€0o10 IntevestRate

€001 ent Frequency

1 €0012

1£0013

Co014
00013

4 Financial ¢ Ni&kﬁi«rﬁii'ﬁ%ﬁ(ﬁﬁ} entity
0016

Time of Cash floyw
1.C0017

Description *
| Co018

Vﬁvmaiimx ‘ 2§§_se§§m
01

ot = Stress Dowa scenario.

Up seenario
1.€0020

Duvation




B. Template

for details of investment in Loans
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 STOR02B - zjgggiis of Assets. ’if‘éi&ﬁ{f ;:ééiag Mark-to-Model approach- Loans

Name of the insurer/ reinsurer

Valuation Date

Type of asset , ‘ Loans.

Column Number

£0001

Column Heading

|.€0002.

| 0003

Coon4.

05

| cooy

o010

| nterest Rite

Co011

_Pdvment Bvgaueney

coorz

_Credit Quality

Cou13

Asset Chasg

Coo14

£o013

Financial / Non-financial entity
| Time of Cash

C0016

o017

Coois

C0019

Stress Down scenario

Coo20

Duration




}"f’;'aii{«i.uwvuu;;z VIS G AIWIid Sh P Heaid wh Rl AWl F e 2w rrg Lt

Page 13

Annexure IV

Loans on Policies
9y Assets shall be valued at market value in the solvency balance shegt. Where the loans on policies.
are valued in financial statements based on Nepal Financial Reporting Standards (NFRS) at fair

valug, that fate value may be used for solventy purposes,

(16) The owstanding 'iﬁmmmmm %-s;; not an acceptable valuation for ﬁziﬁi»vﬁ:'t%f;jyf purposes, except for loans

(1

policyholder -

appropriate.. As

rates, ete: shall also

pringiple, , :

¢. Thevalues of parameters related to assumptions of policy huldm‘ behayior shall be based on the
insurer’s experience study, where available, [f'a reliable experience study is not available, the
values may be based on the industry study, if available and appropriate. If neither is available,
the values may be derived from published vites; appropriately modified for Nepalese lives, or
on the bases used for pricing the prodict.

d. Key assumptions and methods used for the valuation of loans on policies shall be consistent

with those used for the valuation of technical provisions for the underlying policies against



which the loan-has been issued. Any fifzé:mzsziﬁi’é:z};y shall be clearly explained in the Valuation

Note by the Appointed Actuary, -

(13)  Duration of loans on policies

8. Where the entity has enough {fﬁi;}%ﬁm deon: amzwgﬁmu Mzmmtmﬁ of pc}hw?}mﬁer loans, the

&
1

duration shall be: as%si;eé’ w;}sfdsﬁsmﬁ the lifetime of the policvholder loan established in- the .

loan contract and the cash fkiew éz%’ééd for th@ mmhur»;z,tmm of t;hzs loan, reduced with a

reliable sstimm ofthe zxzifwm?e:{? %%f*mma_ o,

without Ay ad
¢ Where the loari

aecording ¢

(14} Credit Quali

4 The loans on polieies

spread applicable to “AA;

plate 03.02 ag following

corresponding technical provision for each loan

sponding technical provision for each toan

il. Policy loans -E"»&K%eediﬁg 1‘@&:&1‘1%33 /prmfia?mng (ie. i‘z&winw valuation lower than or

re pm“ﬁmf in & single row; and as *ww* réted,
iii. For policy loans exceeding techniical provisions (i.e, having valuation higher than the
technical ;vamtmm}
1. the amﬁzml of solvency value of the loan lower f:han of equal to the technical

provisions shall be reported in separate rows (grouped by duration rounded in
years), and as *AAA” rated.

wah
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2 Toan ess of technical provisions shall

be reported in sepavite rows (grouped by duration rounded. in years), and as
belonging to eredit quality step 5, ; ,

v, To appropriately capture the interest rites risk that the entity is exposed to, it is

necessary to-recalculate the value of the policyholder loans both inthe upvards and in

the downwards seenario, and s

ately 10 regaloulate the solvency valuation of thie

technical provisions, The changé of value of policyholder loans may ot offsst the

%

changey in. the valuation of technical provisions, because of their different duration,

loan s differerit from the valuation

The technical ¢

reported as a risk miti



{16y ~ Sample of Reporting Loans on Policies in 03.02

Consider that the insurer has issued the following four policy loans. The amounts defermined as

per the mark-to-model valuation, have been shown below -

{Amaonnis just for illustrative purposes)

'.i’éﬂ-fiay |

Solvency

Valuation

Btressed

up

vahuation

Stressed
down

valuation.

- Dura

-tion

{ Technical

Provision

So Ivency
Yaluation
exegeding
technical

- provisions

B

L Amount

in éxeess

ef

| technieal

Provision

. Amount

1 ot

eyreeding
teehinieal

Provisions

A

00 | 104,551 -

101,525

13475

B

229.890 | 212,574

g 33}{% i gg

B

198,750

Wy

31LH0

198,730

517,255

560,659

8.

No

287365

365,77

311,477

297,850

“No:

reported in separat

policy € and D-are grol

ii..

id

The amount of solvency

ped and reported in a separate row as “AAA” rated,

s grouped as per the rounded duration and as “AAA” rated, T herefore,

exceeding the corresponding technical provision, are reported in a separate row grouped as per

the rounded duration. So,

@)

b)

as “AAN rated.

the amounts not exceeding technical provisions for loan A are reported in a separate row
as “"AAA” rated, and

the amounts not exceeding technical provisions for loan B are reported in a separate row

ation not exceeding technical provisions, for loans on policies
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iii. The amount of Scﬁvsmu, S&uat
exceeding the cwre*waném& fcckmeai provision, is mpmmd in 8 separam oW mmp&ti as per

the rounded duration, So,

a)  the amounts exceeding technical provisions for loan A are reported i a separate 0w

belonging to eredit quality step 5, and

by the amounts exceeding technical provisions for loan A are reported

belonging iz;fae,déi‘i {;z_iaji ity s;te;} 5.

iv. Thetechn

instiument
Exariple of reportinig is shown in the foll

Columng omitted inthe example s

SN o
 Name of the ex pas&m

| @,mwé‘nw;
Tac:ém:cak

Total valuation for sx}gfisémmf: _ ) ‘
purposes , 804.620.00 | 198750 @{} 31,140.00
Valuation stress interest mm o -
up L 74400900 18377956 | 28,794.44
-Vﬁ}]}éiﬁﬁ.& stiess ’i_i;tﬁ:'sestffs*m*é&} o N N
down 872,136.00 ; . 2 109,029.02. 1 14470, .
Duration AL 4L Al s 5

AAA b AAA or BB ar AANGE 34
Credit quality _ eguivalent equivalent equivalent | equivalent equivalent

Asset cluss / subelass pura (39) R
Provider of the credit quality '
of the asset owned by the |
veporting entity Unrated - Untated Unrated | Unrated Usrated
Capital requirement total ' '
solvency value 17.702.00 4,373.00 3,130.00 274160 1.550.00

By
s
L




ffﬁ(iﬁ&lii«{ix
provisions i
’ foens on
Risk niitigating _policies None mﬂiw . None
L Technicl Technical
, ;msx ;amm provisions
: , E@(ﬁ 5 :{m ; loas on
Type of collateral / guarantor | policies ?iniﬁ!’&“ policies
’ Avemme eredit qaah% '
| Collateral or AAA or AfMor AMA or
Guarantor : equivalent | equivalent _equivalent . |
Credit quality collateral or ' '
gzmmntm ‘ !
nrated
| 804,62000 | 198.750.00 101,825.00
| 804,620.00
(17,702.00) 00y (2,741.06)
Mpifai mqmwm nt ‘
Wﬁ e@gx{)xiﬂ“’ g to the
nstranents {m&%v it
g m&uiﬂe} _ -
Capital charge et mitigation,
{adding the requirerient
related to mitigating ‘
Uinstruments) 3,130.00 155000






