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Public 


 Please follow the following instructions for filling in the template:  


 Do not change the numbering in the column “reference”. 


 Please fill in your comment in the relevant row. If you have no comment on a paragraph, keep 
the row empty.  


 Our IT tool does not allow processing of comments which do not refer to the specific paragraph 
numbers below.  


o If your comment refers to multiple paragraphs, please insert your comment at the first 
relevant paragraph and mention in your comment to which other paragraphs this also 
applies. 


o If your comment refers to sub bullets/subparagraphs, please indicate this in the 
comment itself.   


Please send the completed template, in Word Format, to secretariat@ceiops.eu. Our IT tool 
does not allow processing of any other formats. 
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The numbering of the paragraphs refers to Consultation Paper No. 75 (CEIOPS-CP-75/09). 


Reference Comment 


General 
Comment 


75.A Undertaking specific parameters for Life business should be widened to 
include lapse and expense risk as these are both very company specific risks 
(priority: high) 


However, additional time would be needed for the CROF to be able to suggest a 
standardised methodology for the derivation of Life expenses and lapse specific 
parameters. 


75.B We dispute the justification for a 10% adjustment factor for Non-Life 
reserve risk (as proposed by CEIOPS in advice 3.85) (priority: very high) 


CEIOPS has argued that “extreme reserve risk events” are not captured in historical 
data triangles. Extreme risk events include reserve risk events such as APH claims.  


We do not agree there is an absolute need for such an adjustment factor, which could 
have a major impact. Unexpected extreme events belong in the non-life catastrophe 
risk sub-module, not the premium and reserve risk sub-module, and the proposal 
here runs the risk of double counting. 


As USPs are only allowed if “the assumptions underlying the standard formula are 
appropriate” (cf. 3.130), USPs and the standard formula parameters refer to the same 
model and any such adjustment would make a USP more onerous. We urge CEIOPS 
to ensure that standard formula parameters and USPs are subject to consistent 
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underlying requirements i.e. we strongly suggest CEIOPS withdraw the tau-
complement. 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


1.6.    


1.7.    


2.    


3.    


3.1.  It is suggested that data could be taken from statutory accounting systems. While 
there may be some merit in this (audit, QA etc.), data from strategic MI systems (as 
long as reconciled to the statutory accounting systems) should be acceptable, and 
perhaps even preferable. 
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3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.    


3.11.    


3.12.  In general, we do not see any arguments as to why any sub-modules from the life, 
non-life and health underwriting should be excluded from the use of USP. This specific 
argumentation is lacking from the Consultation Paper. In our view the use of USP 
should be accepted within the total framework of the standard formula, naturally on 
the condition that the undertaking has to demonstrate that the USP better reflect the 
risk profile than the standard factors and has proper controls in place to ensure 
quality of the data.  In particular the proposed standardised methodologies in this 
paper will be critical for those companies with non-standard risks but where, for one 
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reason or another, internal model approval will not be obtained. Given that a 
significant number of standard factors have increased (like the ones for the premium 
and reserve risks in CP 71), those companies will find it all the more important to be 
able to calibrate and use USP, where appropriate. 


3.13.    


3.14.    


3.15.    


3.16.  See our comments for 3.130  


3.17.  We agree with this requirement. If an insurer had a reason to switch to USP, there 
should also be a good reason to switch back to the standard parameters. This reason 
should be substantiated. 


 


3.18.  We would like to recommend CEIOPS to further specify ‘certain exceptional 
circumstances’. See also our comments for 3.129. 


 


3.19.  3.19a specifies requirements for an undertaking to demonstrate the inappropriateness 
of the standard formula assumptions. We consider the design of the standard formula 
to be too high level and lacking in detail for this to be possible. We therefore suggest 
CEIOPS reconsider this excessive requirement.   


We suggest a requirement to demonstrate that USP better reflect the company’s risk 
profile and proof of quality of the underlying data should be sufficient to justify use of 
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USP. 


3.20.    


3.21.    


3.22.  See our comments for 3.133  


3.23.  See our comments for 3.134  


3.24.    


3.25.    


3.26.  See our comments for 3.136  


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    
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3.33.    


3.34.  This wording appears to allow quite an amount of latitude and devolve quite an 
amount of discretion down to individual Supervisors and also raises the possibility 
/risk that certain regulator(s) will take a different stance compared to other regulators 
- which potentially offends the desire for maximum harmonisation Europe-wide. 


We believe more guidance is needed here, to ensure that firms know what's expected 
of them and as harmonised an approach as possible is taken by regulators in different 
Member States. 


Strengthening the requirements on use of accident year best estimates and giving 
greater weight to more robust methods & strong data used to generate such best 
estimates would be particularly helpful. 


 


3.35.  Several methods have been proposed in calculating the USP for both premium and 
reserve risk. None of the methods proposed make an allowance for the underwriting 
cycle. We request CEIOPS provide a justification for this. 


 


3.36.    


3.37.    


3.38.    


3.39.  See our comments for 3.146  
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3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.  See our comments for 3.151  


3.46.  We agree with the considerations given in this paragraph for the use of a two-stage 
approach for the credibility factor. 


 


3.47.  Agree. Different member state healthcare systems mean different levels of risk. Social 
Security systems generally have a national character, and it is important that these 
systems are taken into account in a consistent manner per country. For this reason, 
we recommend that national supervisors develop methods for the treatment of these 
systems, for all business written in relation to the Social Security system in the 
supervised country 


 


3.48.    


3.49.    


3.50.    
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3.51.  In general, we believe that the standardised method for calculating the USP should be 
consistent with the method used to calculate the standard parameters as much as 
possible. The effect of using USP instead of standard parameters should not be 
influenced by a difference in applied methodology, in accordance with the 
requirements laid out in paragraph 3.19 a) and c) of this Consultation Paper. 


We believe there is no one optimal alternative that should be selected as the only 
method of determining USP. 


Alternative 1 has the advantage of being distribution-free but also the disadvantage 
of depending both on the volatility of paid losses and expenses and on the volatility of 
case reserves and IBNR estimates that become more reliable over time. 


Alternative 2 is based on a distribution assumption that needs to be verified before 
using this method. 


Alternative 3 was not tested in the context of the development of Solvency II so far, 
and in particular, was not tested by CEIOPS to derive the standard formula 
parameters as outlined in CP71. Therefore, this alternative should not be proposed as 
the only standardised method for determining USPs, although the current draft advice 
seems to favour this alternative as it is alleged that the other two alternatives include 
a significant element of estimation error (cf. 3.169) and that this would disqualify 
them under the data requirements proposed in 3.159 and 3.168. We do not see how 
alternative 3 leads a priori to better USPs than the other two methods (or than any 
other alternatives not mentioned) as it is based on: 
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 distribution assumptions (cf. 3.170) that would have to be verified, 


 simplifications (cf. 3.171) that might materially undermine the possible 
advantages of this method and 


 an estimate of the random variable that models the estimation error (cf. 3.172) 
that leads to an estimation error itself, especially when based on too few years’ 
data. This problem of limited number of years’ data resulting in estimation error 
applies equally to the other two methods. 


The essential compound Poisson distribution assumption inherent in Alternative 3 will 
also not be adequate for many types of reinsurance business. 


In conclusion we believe CEIOPS should not specify one method for determining USPs 
as we do not believe it is possible to identify one single optimal approach. We believe 
CEIOPS should allow a degree of flexibility within a range of agreed standardised 
methods, including further alternatives not captured in this CP. These alternatives 
should be capable of covering the risk in conceptually the same as the standard 
formula parameters (cf. 3.130 c)). This flexible approach should be underpinned by 
requirements for full transparency of the methods allowed and those applied by 
undertakings. 


We also propose that undertakings should be allowed to choose a standardised 
method per line of business instead of using the same for all lines of business. 


Of the proposed methods, only Alternative 2 is considered in Consultation Paper 71 
(as Method 2), that deals with the calibration of premium risk. We note however, that 
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this approach has not been applied consistently in CP 71. 


3.52.    


3.53.  A data input called N(lob) is specified which represents the number of historic data 
points available to the entity. Is it envisaged that these "data points" would be based 
on an annual interval? Would results from Quarterly Reserving / Analysis would be 
acceptable or not? More clarity is needed here. 


 


 


3.54.    


3.55.    


3.56.    


3.57.    


3.58.    


3.59.    


3.60.    


3.61.    


3.62.    
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3.63.    


3.64.    


3.65.    


3.66.    


3.67.    


3.68.    


3.69.    


3.70.    


3.71.    


3.72.    


3.73.    


3.74.    


3.75.    


3.76.    
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3.77.    


3.78.  See our comments for 3.179  


3.79.  See also our comment on paragraph 3.46. We agree with the considerations given in 
this paragraph for the use of a two-stage approach for the credibility factor.  


 


3.80.  See also our comment on paragraph 3.47. Social Security systems generally have a 
national character, and it is important that these systems are taken into account in a 
consistent manner per country. For this reason, we recommend that national 
supervisors develop methods for the treatment of these systems, for all business 
written in relation to the Social Security system in the supervised country. 


 


3.81.  “The standard method defined the standard deviation of reserve risk are based on 
time series of run-off results or claims triangles.” – The exact meaning of this 
sentence is unclear, and it is not clear to which standard method this sentence refers.  


 


3.82.    


3.83.    


3.84.    


3.85.  We note that the parameter tau is not included in any of the standard methods in CP 
71.  


CEIOPS has argued that “extreme reserve risk events” are not captured in historical 
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data triangles. Extreme risk events include reserve risk events such as include APH 
claims.  


We do not agree there is an absolute need for such an adjustment factor, which could 
have a major impact. Unexpected extreme events belong in the non-life catastrophe 
risk sub-module, not the premium and reserve risk sub-module, and the proposal 
here runs the risk of double counting. 


As USPs are only allowed if “the assumptions underlying the standard formula are 
appropriate” (cf. 3.130), USPs and the standard formula parameters refer to the same 
model and any such adjustment would make a USP more onerous. We urge CEIOPS 
to ensure that standard formula parameters and USPs are subject to consistent 
underlying requirements i.e. we strongly suggest CEIOPS withdraw the tau-
complement. 


3.86.    


3.87.    


3.88.    


3.89.  In general, we believe that the standardised method to calculate the USP should be 
consistent with the method used to calculate the standard parameters as much as 
possible. The effect of using USP instead of standard parameters should not be 
caused by a difference in applied methodology, in accordance with the requirements 
laid out in paragraph 3.19 a) and c) of this Consultation Paper. 
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In Consultation Paper 71, 6 different methods are applied for the calculation of a 
reserve risk factor in a mixed fashion to calculate the standard parameters for 
different LoB’s. Comparing these Methods to the Alternatives presented in this paper: 
Alternative 1 and 2 are mostly consistent with Method 2. Alternative 2 uses the same 
assumptions as Method 2, whereas Alternative 1 uses a different assumption for the 
applicable fitting approach. Alternatives 3 and 4 are mostly consistent with Method 4; 
we notice Methods 4-6 give the same final result when applied to a single company. 
We do not understand the difference between Alternative 3 and 4. The only difference 
appears to be in the use of PCO and CLPCO, where CLPCO requires the use of chain 
ladder and PCO apparently not. The latter definition of PCO is however inconsistent 
with the notation chosen in CP 71, and also seems to be inconsistent with the cited 
paper of Merz & Wuthrich, which is based on the use of the Chain Ladder method. 


When analysing the results from CP 71, for most LoBs a parameter is chosen 
according to Method 4-6, which would imply a preference for Alternative 3 or 4. We 
note however, that for LoBs in CP 71 a parameter is chosen according to Method 1-3.  


Please also refer to the comments made to the premium risk methods in 3.51. 


3.90.    


3.91.    


3.92.    


3.93.    
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3.94.    


3.95.    


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    


3.102.    


3.103.    


3.104.    


3.105.    


3.106.    


3.107.    
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3.108.    


3.109.    


3.110.    


3.111.    


3.112.    


3.113.    


3.114.    


3.115.  We believe that the calibration for the USP for revision risk should be consistent with 
the standard calibration of revision risk in the Life Underwriting module (as described 
in CP 49, which dealt with the calibration in the life underwriting risk module). As far 
as we understand the very concise description in CP 49 and in the paper “QIS 3 
Calibration of the underwriting risk, market risk and MCR” to which CP 49 refers, the 
method proposed here is in fact in line with the method used for the calculation of the 
standard parameter. Based on this, we agree with the proposed method.  


We do note however, that the standard factor was derived based only on data for 
pensions in payment for workers’ compensation in Portugal. 


 


3.116.    
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3.117.    


3.118.    


3.119.    


3.120.  The applied notation is somewhat confusing. The terms Rev and (Re ) are mixed in 
such a way that it appears as if the Real part of a complex number is used, which as 
far as we understand, is not the case. 


 


3.121.    


3.122.    


3.123.    


3.124.    


3.125.  Art 111 (j) allows for implementation measures on the use of USP for life, non-life and 
health business.  


We consider this advice should also specify allowance of USP for lapse and expense 
risk for life business as these are both very company specific risks; in fact paragraph 
3.19a bullet 2 explicitly mentions expense risk. However, additional time would be 
needed for the CROF to be able to suggest a standardised methodology for the 
derivation of Life expenses and lapse specific parameters. 
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3.126.    


3.127.    


3.128.  Please refer to our comments in Paragraph 3.17  


3.129.  The requirement to recalibrate USPs based on the same frequency as for calculating 
the SCR needs to be made clearer. If, as expected, the SCR for the purposes of 
reporting to the regulator needs to be reported annually, then an annual frequency 
for re-calibration of USPs seems fine. If required more frequently, then this could be 
problematic where a firm calculates its SCR on say a quarterly (i.e. more frequently than 
annual) basis - but purely for internal reporting / monitoring purposes - is full recalibration of 
USPs required on a quarterly basis? This would seem overly burdensome."  


Where there is evidence to suggest that the risk profile of the insurance or 
reinsurance undertaking has not altered significantly since the date on which the 
Solvency Capital Requirement was last reported, it should not be required to 
recalculate the USP at least as frequently as the SCR. The USP should at least be 
recalculated once a year. 


A clear description of requirements triggering a re approval of the use of USPs should 
be given. Generally, an approval should not expire or even be reiterated annually. We 
would also request clarification that requirements for recalibration of USPs will only 
apply to reporting to supervisors and not for the purposes of undertakings’ own 
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internal monitoring of the SCR. 


Please also refer to our comments in Paragraph 3.18 


3.130.  The supervisory approval requirements standards / requirements outlined seem 
reasonable - though it would be advisable to better define the boundary between 
"cherry-picking" and the legitimate situation where lower a capital requirement results 
from properly-calibrated USPs  


Please also refer to our comments in Paragraph 3.19 


 


3.131.    


3.132.    


3.133.  It is encouraging to see that firms are permitted to apply reasonable & proportionate 
adjustments to their own data when deriving USP. This is necessary – as many firms 
are likely to have features in their data which require adjustment(s) - CATs, change of 
reporting systems, change in admin procedures, acceleration of claims settlement, etc 


 


3.134.  The requirements set out for using own-entity data seem comprehensive but 
reasonable 


 


3.135.    


3.136.  The requirements for use of external data seem overly onerous; data must be sourced 
from a formally-structured external data pool, pooling mechanism is transparent & 
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auditable, size of business feeding into the pool is similar, it is fully audited, data 
provided to the pool is sufficiently comparable, etc. 


Firms are likely to have limited internal data for certain classes of business and data 
from outside local jurisdictions is unlikely to be useful or relevant for some types of 
business e.g. health insurance where each jurisdiction has a different healthcare 
model. 


We suggest the requirements around data pools be made less onerous than outlined 
in this section. For new market entrants, existing players are unlikely to be willing to 
share data. It is therefore important that the requirements for using external data be 
less onerous /burdensome and possibly allow reliance on externally-sourced data 
available from public sources (e.g. Regulatory Returns, comparable data from public 
health system, etc) 


As no explicit allowance was made for inflation in the calibration process when 
estimating the standard formula parameters (cf. CP71 3.36), there should be no 
requirement for considerably more analysis and calculations by the undertakings in 
the case of use of USPs. 


3.137.    


3.138.    


3.139.    


3.140.    
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3.141.    


3.142.    


3.143.    


3.144.    


3.145.    


3.146.  We consider this crude adjustment to "scale up" the premium risk standard deviation 
to take account of expense risk (weighted towards the risks associated with "take-on" 
expenses & commission) overly harsh; a pro-rata adjustment here is too high a 
requirement. 
 
In reality, expense risk is likely to be far less volatile than premium risk - particularly 
when account is taken of the potentially cyclical nature of insurance premiums 
/profitability. Allied to this, expense risk is typically far more under the control of 
management than are the components of premium risk. Hence, we would advocate 
that something considerably lower than a pro-rata adjustment for expense risk should 
be used to allow for the "scale-up" required. For many firms, expenses will show a 
remarkable stability over a number of years - hence the requirement seems too high. 


 


3.147.    


3.148.    
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3.149.    


3.150.    


3.151.  We agree with the principle that separate sets of credibility factors be applied to 
internal data vs. external data. However, we disagree is on the level of rigour and 
formality required before an undertaking is permitted to use external data (see 
comments on 3.136 above) 


 


3.152.  Please refer to our comment in Paragraph 3.47  


3.153.    


3.154.  Please refer to our comment in Paragraph 3.51  


3.155.    


3.156.    


3.157.    


3.158.    


3.159.    


3.160.    
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3.161.    


3.162.    


3.163.    


3.164.    


3.165.    


3.166.    


3.167.    


3.168.    


3.169.    


3.170.  In 3.170  is defined as a vector. We would expect  to be 1 .  


3.171.    


3.172.    


3.173.    


3.174.    
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3.175.    


3.176.  As no explicit allowance was made for inflation in the calibration process when 
estimating the standard formula parameters (cf. CP71 3.36), there should be no 
requirement for considerably more analysis and calculations by undertakings in the 
case of use of USPs. 


 


3.177.    


3.178.    


3.179.  The credibility factors that can be applied for external data look broadly reasonable, 
however see comments above (3.151) on requirements to use external data being 
unduly onerous 


 


3.180.    


3.181.  Due to the impact of the politics on the compulsory health system in the Netherlands 
the historic data for an individual entity is difficult to generate. However on a country 
level the data history is available. So to credit for the use of undertaking specific data 
is impossible to achieve and does not solve the specific situation. 


We support a market consistent and risk based treatment of all types of risk, 
including those where country specific factors are taken into account 


 


3.182.  Please refer to our comment in Paragraph 3.85  
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3.183.  Please refer to our comment in Paragraph 3.85  


3.184.    


3.185.  Please refer to our comment in Paragraph 3.89  


3.186.    


3.187.    


3.188.    


3.189.    


3.190.    


3.191.    


3.192.    


3.193.    


3.194.  As the reserve risk is related to prior underwriting years, we would expect in the 
second bullet that the data should reflect the reinsurance cover of the undertaking for 
the applicable underwriting year, instead of the following year. 


 


3.195.    
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3.196.    


3.197.    


3.198.    


3.199.    


3.200.    


3.201.    


3.202.    


3.203.    


3.204.    


3.205.    


3.206.  As the reserve risk is related to prior underwriting years, we would expect in the third 
bullet that the data should reflect the reinsurance cover of the undertaking for the 
applicable underwriting year, instead of the following year. 


 


3.207.    


3.208.    
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3.209.    


3.210.    


3.211.  Please refer to our comments in Paragraph 3.115  


3.212.    


3.213.    


3.214.    


3.215.    


3.216.  Please refer to our comments in Paragraph 3.120  


3.217.    


3.218.    


3.219.    


Annex A   


A.1.   


A.2.   
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A.3.   


A.4.   


A.5.   


A.6.   


A.7.   


A.8.   


A.9.   


A.10.   


A.11.   


A.12.   


A.13.   


A.14.   


A.15.   


A.16.   
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A.17.   


A.18.   


A.19.   


A.20.   


A.21.   


A.22.   


A.23.   


A.24.   


A.25.   


A.26.   


A.27.   
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General 
Comment 


68.A Shareholder’s embedded value within a ring-fenced fund (RFF) should be fungible 
(priority: High) 
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Own funds of a RFF can be split into two components, a share that belongs to the policyholders and a 
share that belongs to the shareholders. The paper is vague on whether the shareholders’ share of the 
own funds (i.e., the Shareholders’ embedded value within RFF) is considered fungible.  


It is our interpretation that CEIOPS recognises the existence and fungibility of shareholders’ embedded 
value (as outlined in Para A1.1), which is consistent with the economic based approach that underpins 
Solvency II, and only places a limitation on fungibility for the policyholders’ embedded value in the RFF 
in its advice in para 3.74.  


We strongly recommend CEIOPS to clarify this in their final advice to indicate that recognition of 
shareholders’ embedded value is allowed. We consider that the shareholders’ embedded value can be 
reliably calculated using the valuation approaches in Solvency II and should be considered fungible. 


In addition, companies using Internal (and partial) models should have the freedom to adopt more 
sophisticated approaches for allowing for fungibility and transferability constraints, e.g. using Monte 
Carlo simulations to reflect the different directional effects. Using such approaches is likely to result in 
fungibility and transferability constraints being much more accurately captured. 


68.B Identification of ring-fenced funds (priority: High) 


The paper proposes two approaches for identifying ring-fenced funds (RFF) (“Alternative A” and 
“Alternative B”). Both these proposals, as stated could result in funds inadvertently being included in 
scope of RFF while some RFF being excluded from the scope (as discussed in para 3.68).  Care should 
be taken when designing a mechanism for identifying RFF because these funds have a legal structure in 
their own right. Any prescriptive attempt at identifying a RFF under Solvency II could have unintended 
consequences.   
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We would like to highlight the potential ambiguity and challenges with setting out a principles based 
approach to identify RFFs across EU. As currently drafted, there seems to be room for a range of 
different interpretations. We suggest further work is undertaken in tailoring the definitions to 
accommodate only those products falling in scope of RFF (for instance, Unit-Linked should not be 
considered as RFF. In general, we would support a principle based approach for identifying RFF, such 
as using a modified “Alternative A” which is restricted to life insurance business on a “comply or 
explain” basis, supported by a list of RFF maintained by each member state regulator as part of Level 3 
to ensure harmonization. (see para 3.68 for details).  


68.C The advice in CP46 on consideration of own funds on a run-off basis may also be 
applicable to RFF (priority: high) 


The overall tone of CP46 seemed to imply that own funds are being considered from a run-off 
perspective, which could also apply to RFF. We would like to point out (as we did in our response to 
CP46) that such an approach is inconsistent with the transfer concept in the Directive. We consider that 
since the Solvency II measurement basis is to transfer liabilities to another entity, a going concern 
basis is most appropriate.  


Refer to the CRO Forum’s comments on CP46 for details. 


68.D Recognition of SCR diversification between RFF and other funds when RFF is in deficit 
(priority: medium) 


We agree with CEIOPS approach to allow SCR diversification benefit between RFF and other funds 
when RFF is in deficit, however we suggest that amounts of own funds should not be restricted based 
on diversification benefits as there is no direct link between the amount of diversification and amount 
of own funds (own funds should not be artificially decreased to counter-act diversification effects 
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captured in the SCR). 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


2.    


2.1.    


2.2.    


2.3.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.    
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3.11.    


3.12.    


3.13.    


3.14.    


3.15.    


3.16.    


3.17.  Questions for Stakeholders:  


Appropriate interpretation of ring-fenced funds (A or B)?  


Our preferred interpretation is ‘Alternative A’ because it is more principles based than ‘Alternative B’.  


See Para 3.68 & 3.69 


 


What type of specific arrangements at national level would be identified as ring-fenced 
funds under both proposals?  


This is expected to vary from member state to member state and therefore should be addressed by the 
trade associations of the Member states and the CEA. CROF will not aim to answer this question. 
However, we note that any specific arrangements should only be used to facilitate the definition of the 
criteria/ mechanism used to identify RFF. It is important that this definition of the criteria should be 
principle based, in line with the spirit of the SII Directive. Any prescriptive considerations should 
retained in Level 3 for guidance purposes as illustrative examples or lists (see our comment on the 
proposed definition in para 3.68)    


 


Do you agree with the treatment of SCR and/or adjustment to own funds?  


Refer to para 3.72 & 3.74 
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3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    


3.33.    


3.34.    


3.35.    


3.36.    


3.37.  Such profit sharing mechanisms mean that there is shareholder value within such funds, i.e. not all of 
the assets belong to policyholders. This liability to the shareholder or shareholders’ embedded value in 
a RFF (including the value of future shareholder transfers) should be recognised. 
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3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.    


3.46.    


3.47.    


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.    


3.56.    


3.57.    


3.58.    
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3.59.    


3.60.    


3.61.  Point c - “Where the ring-fenced fund relates to the existence of profit sharing mechanisms, the 
assumptions on the variation of future bonus rates should be realistic …. The relevant (downward) 
adjustment for the loss absorbency capacity of technical provisions should not exceed, in relation to a 
particular ring-fenced fund, the amount of future discretionary benefits within the ring-fenced fund” 


It is unclear whether the reference to future bonus rates is made as an illustration in this paragraph or 
whether the “future discretionary benefits” considered are being limited to future bonuses. Our 
interpretation is that the paragraph allows for all management actions that an undertaking can take to 
manage the future discretionary benefits of a RFF, such as future bonus rates or asset management 
strategies.  


We propose that the paper clarified that the scope of management actions referred to in this paper are 
in respect of discretionary elements of future discretionary benefits only (not just limited to future 
bonuses), so as not to misinterpret the advice in CP32. It should also be stated that the management 
actions in the scope of this CP would be taken in the context of all the other management actions that 
would take place in the stressed scenario (such as changes in investment policy, or “kicking-in” of 
dynamic hedging strategies) – for which we provide comments in CP32. 


 


 


3.62.    


3.63.    


3.64.    


3.65.    


3.66.  We oppose a requirement for different directional stresses for each ring fenced fund  
This requirement will result in a higher confidence level than the 99.5th confidence level specified in 
Article 101 of the Framework Directive – it is excessively prudent. 


Bidirectional stresses are set for interest rates, currency risks and lapses in the standard formula. 
Whether interest rates or currency movements go up or down is independent of the situation of a 
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company or the actions of its policyholders. It is therefore inappropriate to potentially require the 
notional SCRs to be individually calculated assuming the more onerous of a rise or fall in these 
stresses. Doing so would imply a confidence level in excess of the 99.5th percentile at the company 
level.  


We propose that the undertakings should only use the scenario that better reflects the worst case 
position; i.e. either an upward or a downward shock, not both.  


 


3.67.    


3.68.  Current proposals 


The current proposals of Alternatives A & B, as outlined in the advice, could lead to funds inadvertently 
being included in scope of RFF while some RFF being excluded from the scope, for instance:  


 Alternative A:  
o could define profit sharing arrangements on general insurance contracts as RFF;  


 Alternative B:  
o could define funds with ring fenced accounting (e.g. each unit linked fund, or funds 


with separate accounting for tax purposes) as RFF; and  
o could fail to define obvious contenders for RFF because not all the investment surplus 


goes to the policyholders i.e. some goes to the shareholder e.g. on 90:10 with profits 
funds. 


CEIOPS need to be careful when designing a mechanism for identifying RFF because these funds have 
a legal structure in their own right. Any prescriptive attempt at identifying a RFF under Solvency II 
could have unintended consequences.  


 


Proposed Solution 


It is our interpretation that CEIOPS does not intend to change the way RFF business is written, but 
provide a mechanism for identifying RFF for Solvency II purposes. We also highlight that the directive 
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only makes reference to ring-fenced funds in the context of life insurance business (Art 305b) and 
therefore should not consider general insurance business. Moreover, any mechanism for identifying a 
RFF should take into consideration the underlying legal structure and arrangements of the company.  


We consider “Alternative A”, a principle based approach, to be the right basis for designing an 
interpretation for RFF. However, it needs to be updated to be aligned with the directive. On that basis 
we propose the following amendment to para 3.68:  


“ … a ring-fenced fund is any arrangement within a life insurance business where:” 


Additionally, any application of “Alternative A” for the life insurance business would need to be applied 
on a “comply or explain” basis to insure that it does not inadvertently include funds for life insurance 
business which would not be considered as RFF. For instance, funds with ring fenced accounting or 
unit-linked funds, both of which should not be considered as RFF.  


We appreciate the challenges of determining a set of principles that would capture all types of RFF 
arrangements across Europe. Therefore, to ensure that the principles are not in breach of the legal 
arrangements in place re. RFF we propose that the local supervisors prepare an informal list of RFF, 
prepared in consultation with the industry, as part of level 3. CEIOPS would review these lists against 
the principle based definition being proposed here to ensure harmonisation across EU.  


We also note that there will be instances where a RFF has several sub-funds. Such arrangements 
should not be considered as separate RFF as they fall under the same legal framework. Due 
consideration would need to be given to such sub-fund arrangements when applying the principles 
based definition for identifying RFF. 


We support an approach of identifying RFF using “Alternative A” for life insurance business on a 
“comply or explain” basis, supported by a list of RFF maintained by each member state regulator as 
part of Level 3 to ensue harmonisation.   


 


 


3.69.  (Alternative B):  


The second option proposed in the advice sets out three conditions, all of which have to be met in 
order for a fund to classify as a RFF.   
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We disagree with alternative B on the basis that it is not a principles based approach for identifying 
RFF. 


 


3.70.  See response in Para 3.17, 3.68 & 3.69  


3.71.  “As a practical explanation of the definition in order to determine if a particular arrangement should be 
considered a ring-fenced fund, the following 2 tests should be performed. A positive answer in at least 
one of these tests is a sufficient condition:” [test A – impact on total SCR and test B – impact on total 
eligible own funds] 


We consider this as a practical explanation of the definition proposed under ‘Alternative A’ because the 
two tests are based around the two arguments presented in the proposal, namely barriers to sharing of 
profits/losses and generation of restricted own funds.  


We find this practical explanation useful, however, we propose that this practical explanation should be 
removed from the blue text on the account that it runs the risk of contradicting with the principles 
based approach of Alternative A – See para 3.68 for comments. 


 


 


3.72.  We agree that an SCR calculation at the level of the undertaking can lead to an understatement of the 
‘true’ capital charge in an insurance undertaking where a RFF exists. However it is unreasonable to 
claim that this could lead to a “significant” underestimation of the capital charges. The effect of the 
capital charge will vary from insurer to insurer and  the size of the RFF compared to other funds.  


 


 


3.73.    


3.74.  [bullet 1] “If the ring-fenced fund has sufficient own funds to cover the notional SCR for that ring-
fenced fund, then any surplus over the notional SCR that cannot be used to cover risks in the rest of 
the firm and diversification between the ring-fenced fund(s) and other funds should be excluded.” 


 
The advice is unclear on the recognition of the shareholders’ embedded value within a RFF. The 
following arguments need to be considered in light of the proposal set out in the advice; 
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 Message in the Annex (Para A1.1); “… by contractual laws, 80% of any future emerging profit 
(irrespective of the source, i.e. underwriting or financial) has to be allocated to the respective 
group of policyholders and technical provisions increase by the value of the 80% emerging profit. 
Only the remaining 20% can be released to shareholders.” 


We welcome CEIOPS recognition that where a legal arrangement exists between policyholders and 
shareholder any future emerging profits’ share for the shareholders can be released to the 
shareholders. However, this contradicts with the advice in bullet 1 where CEIOPS fails to recognise 
any shareholders’ embedded value in the RFF (in a 80-20 arrangement or otherwise) by making a 
generic claim that any surplus over the notional SCR is not fungible without making any reference 
to shareholders’ embedded value.  


Pillar I valuation; Internal models will have the capability to accurately assess the capital 
requirements on a 1 year 99.5% basis for a range of scenarios. This will help identify any 
transferability constraints to both the undertaking’s management and the supervisors. Therefore 
any additional restrictions imposed on the SCR or own funds are overly prudent and unnecessary.  


It is our interpretation that CEIOPS recognises the existence of shareholders’ embedded value (as 
outlined in Para A1.1), which is consistent with the economic based approach that underpins Solvency 
II.  


We support this interpretation and strongly recommend CEIOPS to clarify this in their final advice to 
indicate that recognition of shareholders’ embedded value is allowed. We consider that the 
shareholders’ embedded value can be reliably calculated using the valuation approaches in Solvency II.  


 


[bullet 2] ”… Diversification between the ring-fenced fund(s) and other funds may be included but 
only, as a maximum, to the extent that it is required to cover the deficit arising from within the ring-
fenced fund (i.e. the burn-through amount) and to the extent the other funds are not themselves ring-
fenced funds.” 


We agree with the principle being considered here by CEIOPS where SCR diversification between RFF 
and other funds is allowed when the RFF is in deficit.  


Annex A   
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A.1.1.    


A.1.2.    


A.1.3.    


A.1.4.    


A.1.5.    


A.1.6.    


A.1.7.    


A.1.8.    


A.1.9.    


A.2.1.   


A.2.2. The text supporting the table in this paragraph is misleading. For instance;  
 
The paragraph states that there “should be no allowance for diversification between the ringfenced 
fund and other funds”. However, the numeric illustration in the table shows how the diversification 
benefit [between RFF and other funds] can be used to cover any deficits in a RFF.  
 


We propose that A2.2(a) should be amended to ensure that the message in this paragraph is 
consistent with the message provided in Para 3.74 (bullet 2). 


 


A.2.3. The text supporting the table in this paragraph is misleading. For instance;  
 
The paragraph states that there “should be no allowance for diversification between the ringfenced 
fund and other funds”. However, the numeric illustration in the table shows how the diversification 
benefit [between RFF and other funds] can be used to cover any deficits in a RFF. 
 
We propose that A2.3(a) should be amended to ensure that the message in this paragraph is 
consistent with the message provided in Para 3.74 (bullet 2).  
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There is a mathematical error in this example   


- There is a difference of 0.2 in the example. The Own funds in excess of the SCR in the ring 
fenced fund should be 120.0 -130.3 = (10.3) and not (10.5). The difference propagates to other 
totals/ subtotals in the example.  
   


- The assets in the SII Balance Sheet should be 1,320 instead of 1,250. 
 


A.2.4.   
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Reference Comment 


General 
Comment 


77.A How should an undertaking demonstrate that there is reasonable assurance that the 
model error implied by the application of the simplified method is immaterial (priority: 
medium) 


It is not clear how this can be demonstrated by quantitative means and we propose that this is 
included instead within the Pillar II requirements. 


77.B Simplifications should also be allowed for the modeling of structured products and 
credit derivatives in case of low scale investments and thus a low materiality (priority: 
medium) 


77.C The threshold for materiality of 5% of the overall SCR before adjustment for the loss 
absorbing capacity of technical provisions and deferred taxes is considered to be too low. 
We recommend this to be set at 10% per legal entity while the 5% threshold is more 
appropriate at group level (priority: medium)  


77.D The assessment of proportionality should be performed for every run of the standard 
formula, but at least once a year (priority: medium) 


If the scale chosen is accepted during the review process and if the risk is small according to this scale, 
nature and complexity should not matter when deciding on the simplified methods. SCR might not be 
an appropriate “scale” to decide on simplification because the SCR would have to be determined 
without simplification. 


 


1.    
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1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


2.    


2.1.    


2.2.    


2.3.    


2.4.    


3.    


3.1.    


3.2.    


3.3.    
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3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.    


3.11.    


3.12.  Additionally, the assessment of proportionality should be performed for every run of the standard 
formula, but at least once a year. 


 


3.13.    


3.14.    


3.15.    


3.16.    


3.17.    
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3.18.    


3.19.    


3.20.    


3.21.  If the scale chosen is accepted during the review process and if the risk is small according to this scale, 
nature and complexity should not matter when deciding on the simplified methods. Nature and 
complexity should rather be used to assess the amount of simplification acceptable, i.e. guide the 
choice of the simplified method. 


 


3.22.    


3.23.    


3.24.  SCR might not be an appropriate “scale” to decide on simplification because the SCR would have to be 
determined without simplification. 


 


3.25.    


3.26.    


3.27.  See 3.24  


3.28.    


3.29.    


3.30.    
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3.31.    


3.32.    


3.33.    


3.34.    


3.35.    


3.36.  In general, it is very hard for undertakings to quantify which impact on the “true” SCR the application 
of the simplification will be. Moreover, if an undertaking wants to apply the simplification it is very 
likely that the undertaking will not be able to determine the “true” SCR without engaging in 
“disproportionate” efforts. 


 


3.37.    


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    
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3.44.    


3.45.    


3.46.    


3.47.  Undertaking should demonstrate that there is reasonable assurance that the model error implied by the 
application of the simplified method is immaterial – it is not clear how this is demonstrated, other than 
by quantitative means. 


 


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.    


3.56.    







Template comments 
8/15 


 Comments Template on CEIOPS-CP 77 
Consultation Paper on the Draft L2 Advice on Simplifications for  SCR 


Deadline 
11.12.2009  
12.00 CET 


3.57.    


3.58.    


3.59.    


3.60.    


3.61.    


3.62.    


3.63.    


3.64.    


3.65.    


3.66.    


3.67.    


3.68.    


3.69.  We would assume that for most of the companies a separation of the bond portfolio according to rating 
and modified duration should not be an undue burden so that the proposed simplification should be 
used only in exceptional cases. 
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3.70.    


3.71.    


3.72.    


3.73.    


3.74.    


3.75.    


3.76.    


3.77.    


3.78.    


3.79.    


3.80.    


3.81.    


3.82.    


3.83.    
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3.84.    


3.85.    


3.86.    


3.87.    


3.88.    


3.89.    


3.90.    


3.91.    


3.92.    


3.93.    


3.94.    


3.95.    


3.96.    


3.97.    
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3.98.    


3.99.    


3.100.    


3.101.    


3.102.    


3.103.    


3.104.    


3.105.    


3.106.    


3.107.    


3.108.    


3.109.    


3.110.    


3.111.    
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3.112.    


3.113.    


3.114.    


3.115.    


3.116.    


3.117.    


3.118.    


3.119.    


3.120.    


3.121.    


3.122.    


3.123.    


3.124.    


3.125.    
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3.126.  We understand that simplifications would be possible for full internal models, too, following the 
assessment of nature, scale, complexity and materiality of risks. 


 


3.127.    


3.128.    


3.129.  The assessment of nature, scale and complexity of the risk should be done in a transparent and 
comparable way. Furthermore, CEIOPS should set up an approval process for the assessment to 
guarantee Solvency II standards. 


 


3.130.    


3.131.    


3.132.  It is not clear how the assessment of the model error should be performed. A full quantitative 
assessment would require the standard approach to be implemented which would supersede the 
simplification. Any requirements on this assessment should be rather addressed within Pillar II. It is 
not clear, how the insurer should assess the model error, when the “true” SCR is not quantifiable. 
This is a circular statement. Moreover, it is not clear, under which circumstances the model error 
should be regarded as non-material. 


 


3.133.    


3.134.  It should read: “The standard calculation of the expense risk sub-module is not an undue burden for 
the undertaking.” 


 


3.135.    
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3.136.   The 5% threshold of the overall SCR before adjustment for the loss absorbing capacity of 
technical provisions and deferred taxes seems to be low.  


 It should read: “The standard calculation of the expense risk sub-module is not an undue 
burden for the undertaking.” 


 


3.137.  Compared to QIS 4 the shock factor is changed from 10% to 15% in line with CP49. The increase to 
15% seems to be ok as it contains the impact of trend and level uncertainty. However, in general it 
would be more correct to model simplifications on trend uncertainty and level uncertainty separately. 


 


3.138.   The 5% threshold of the overall SCR before adjustment for the loss absorbing capacity of 
technical provisions and deferred taxes seems to be low. 


 It should read: “The standard calculation of the expense risk sub-module is not an undue 
burden for the undertaking.” 


 


3.139.  Unchanged 25% shock compared to the calibration of QIS4 or CP 49. Shock is assumed constant 
although a shock that increases with duration and age would seem more realistic than a one off 
permanent stress. Additionally the 25% shock does not seem have really a good motivation as it was 
derived from not so long historical data and it does not consider the credibility of the table to which it is 
applied. 


 


3.140.   The 5% threshold of the overall SCR before adjustment for the loss absorbing capacity of 
technical provisions and deferred taxes seems to be low. 


 It should read: “The standard calculation of the expense risk sub-module is not an undue 
burden for the undertaking.” 


 


3.141.  Changed in line with CP 49 (distinguishing stress factors for first and subsequent years and allowing for 
recovery rates). Still there is the question about why the shock for first year and subsequent years 
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should be distinguished. 


3.142.   The 5% threshold of the overall SCR before adjustment for the loss absorbing capacity of 
technical provisions and deferred taxes seems to be low. 


 It should read: “The standard calculation of the expense risk sub-module is not an undue 
burden for the undertaking.” 


 


3.143.  Differences compared to QIS4 and CP 49 concerning the recognition of the increase in expected future 
expenses by inflation. It remains unclear how the stressed inflation rate is calibrated. 


 


3.144.   The 5% threshold of the overall SCR before adjustment for the loss absorbing capacity of 
technical provisions and deferred taxes seems to be low. 


 It should read: “The standard calculation of the expense risk sub-module is not an undue 
burden for the undertaking.” 


 


3.145.  We support to reduce the shock from 2.5 per mille to 1.5 per mille  in line with the final advice to 
CEIOPS. 


 


3.146.  In line with CP 49. Comments on CP49 not taken into account.   


3.147.    


3.148.    
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Reference Comment 


General 
Comment 


64.A We believe that a maximum extension of 36 months in total is the appropriate 
time period (priority: high) 


The CRO Forum agrees with the concept of extending the recovery period during periods of 
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exceptional falls in financial markets. We also acknowledge that, in general, 21 months is a 
reasonable amount of time to recovery. We do however recommend a certain amount of flexibility 
in this time-line for peculiar circumstances. Flexibility above 21 months could be considered on a 
case by case basis (i.e. based on the specific issues affecting the company concerned) following 
consultation with the relevant supervisor, therefore we propose a MAXIMUM extension period 
should be set at 36 months. 


64.B A clear up-front communication ensures the firm can take the most appropriate 
actions (priority: high) 


Once a decision regarding an appropriate extension (or maximum extension) has been made, we 
recommend this is fully communicated to the firm up-front to ensure the firm can then schedule the 
most appropriate SCR restoration activities to address SCR deficiencies and manage internal and 
external expectations.  


64.C Application of a harmonised approach across Member States by supervisors 
(priority: high) 


We are concerned that the advice – in its current form – will lead to insufficient harmonisation of 
approach across Europe. It is important that CEIOPS ensures supervisory convergence is achieved 
between Member States to ensure provision of a level playing field. We recommend that the 
following aspects are considered:  


1 In the assessment in which companies will be allowed an extension; 


2 In the setting of the extension period (for example, one supervisor may allow all companies the 
maximum time period but another supervisor may set a different time period for each company) 
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3 In the way in which company progress is assessed under recovery planning 


4 Regarding the amount of information that is disclosed to the market. We recommend that the 
market is informed where an extension has been granted but not in instances where permission is 
subsequently withdrawn because it is our interpretation that once the extension is withdrawn the 
undertakings will revert back to the “normal” recovery period of 6 + 3 months. 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


1.6.    


1.7.    


2.    


2.1.    


2.2.    


2.3.    


3.    


3.1.  The term “exceptional fall” is ambiguous and clearly needs to be distinguished from smaller common 
market falls.  
Overall, an objective assessment of whether an exceptional fall is taking place is suggested. We 
recommend that Level 2 implementing measures on what might constitute an exceptional fall are 
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developed. For example, a time period dimension may be considered, such that the aggregate equity 
market fall over a period of “x” days is at least “y”% on the starting (time zero) level of the relevant 
equity market index, and similar for other financial market shocks. It should be noted that also a large 
earthquake combined with a moderate fall in the financial markets can also be considered as an 
unforeseen, sharp and steep fall seriously affecting the financial situation of a number of undertakings 
and hence triggering a recovery period.  
Therefore, the definition of an exceptional fall could be based on the standard model calibration and 
the impact on SCR over the prior quarter (or appropriate period). 


We would recommend the decision whether there is an exceptional fall is made EEA-wide by the most 
appropriate supervisory authority. We believe that this is CEIOPS. The supervisory authority should 
determine when there is an exceptional fall and to which countries it applies and this is binding for all 
EEA regulators.  


3.2.  We do not agree with the use of the word “depression” in this paragraph. The economy being in a 
“depression”, i.e. a sustained, long-term economic downturn could be caused by an exceptional fall in 
financial markets. Also, the term “exceptional” has not been defined. 


We suggest that the word “depression” is replaced with “downturn”. 


 


 


3.3.  We do not agree with this statement. An aggregate fall of “x” to the starting level of the financial 
market over a pre-defined time period should ideally be considered adverse regardless of the way in 
which the fall has occurred.  


Where a number of falls that might individually not be steep occur in a short period of time and 
cumulatively have the effect of an exceptional fall in financial markets, this should trigger supervisors’ 
ability to grant an extended recovery period. From a statistical perspective the cumulative impacts of a 
sharp decline versus an ongoing moderate decline could be equivalent. The impact of each on a firm’s 
SCR may also be equivalent.  


Since a firm is required to consider the extent to which there is a risk it could breach its SCR within a 
three month period, it is sensible that it gives due attention to the impact of sustained market falls 
over the same period.  


We recommend that CEIOPS reconsider this proposal. 


 


Template comments 
4/14 







Deadline 
 Comments Template on CEIOPS-CP 64 11.12.2009  


Consultation Paper on the Draft L2 Advice on Extension of recovery period - Pillar II 12.00 CET 
dampener 


3.4.    


3.5.    


3.6.  The process suggested by CEIOPS to decide whether an “exceptional fall in financial markets” is 
occurring could hinder supervisors’ ability to make a timely decision about the extension of the 
recovery period. In such circumstances speedy measures are needed in order to avoid any pro-cyclical 
effects 


Also, we would welcome further guidance on the process which CEIOPS and the supervisors will go 
through to determine whether an exceptional fall in financial markets has taken place, in particular with 
regard to: 


i) The timeline to which the process should adhere, including how often the situation is re-
assessed 


ii) Whether the definition of an exceptional fall can apply to one country in Europe or should 
apply across Europe 


iii) Factors to consider when determining whether an exceptional fall is over 


Since firms are expected to take actions to restore their Solvency II balance sheets following an SCR 
breach, it is essential that the decision is reached quickly. From here, a firm could then decide on 
optimal de-risking strategies and specifically, on optimal times to engage in such activities.  


In defining and exceptional fall careful consideration must also be made as the global extent of a 
financial crisis and the interconnectivities between the various EU-based and non-EU financial sectors 
and economies. The various actions by governments, regulators and central banks of emerging and 
non-emerging economies and the ability of the markets within such economies to respond to the 
measures that are installed is necessarily complex and should not be understated. 


 


3.7.    


3.8.  We do not agree with this statement. The end of an exceptional fall does not mean that there will be a 
return to normal markets straight away. Following an exceptional market event, appropriate suppliers 
of instruments and services may be in short supply or provide terms that are prohibitively expensive. 
Another factor is liquidity. A firm may need an extension of appropriate duration to manage upwards 
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levels of balance sheet liquidity to be able to trade and engage with such suppliers. 


We recommend that CEIOPS consider these issues and revise this statement. 


3.9.  A definition of what is considered an ordinary downturn after an exceptional fall should be provided. 


Furthermore, where markets recover to what is considered an ordinary downturn following an 
exceptional fall in financial markets, it is unclear what would be the timeframe for recovery. It would 
seem unreasonable in this context to require undertakings to restore their SCR immediately. We would 
therefore expect the normal market circumstances recovery period (i.e. 6+3 months) to apply. It 
would be helpful if CEIOPS could confirm our interpretation. 


 


3.10.    


3.11.    


3.12.  Please see response to 3.24  


3.13.    


3.14.    


3.15.    


3.16.  The Commission should have regard to the possibility that SCR restorative activities could result in 
funds being diverted outside the EU region to safer havens or to optimise imbalances and opportunities 
that may exist externally. A short maximum extension period increases the risk that this might occur. 


 


3.17.  Note that mandating re-compliance with the SCR over a long-time frame does not guarantee that there 
would be no adverse pro-cyclical effects and market instability, although the chance of this is lessened. 


 


 


3.18.  We partially agree. The maximum extension should take account of the time frames needed to ensure 
that markets have stabilised to a level where trades can be conducted at “rational” or “orderly” levels. 


Please also see the response to 3. 8 


 


3.19.  We disagree.   
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1. We agree that the SCR is not just relevant under normal conditions but the supervisor should 
recognise that there is a tolerance of acceptable levels of SCR for the same risk profile at the 
same level of confidence. We recommend that supervisors judge a firm on the restorative 
actions that are planned rather then the exactitude of the SCR and accept a tolerance around 
any SCR non-coverage.  


2. At a practical level, suspension of SCR rebalancing / restorative activities may be sensible and 
should be considered. 


3.20.  We disagree. The improvement of harmonisation of supervisory practices should not be a factor in 
determining the appropriate maximum extension period. There should be sufficient guidance and 
processes in place to ensure harmonisation without relying on the choice of the maximum extension 
period. 


 


3.21.  We request that the maximum extension to the recovery period is considered independently from the 
one-year horizon used for the SCR assessment as these two types of assessments are not linked. It 
would be more appropriate that the consideration of a recovery period would be informed by a firm’s 
ORSA then its SCR.  


 


3.22.    


3.23.  Please see response to 3.24  


3.24.  We recommend option 3 as the maximum time period to ensure that SCR restoration activities can be 
scheduled and conducted at the most appropriate times – i.e. in orderly markets and to minimise 
negative impacts on policyholders. 


However we note that the extension period granted to a company should be informed by the ability of 
firm’s to react / respond to financial crises and the availability of economically priced instruments and 
services. The maximum period should not be granted automatically.  


It is essential that harmonisation is achieved across European supervisors in granting the extension 
period. 


 


3.25.    


3.26.    
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3.27.    


3.28.  Please see response to 3.24  


3.29.    


3.30.  The supervisory authority should also take into account “clientele” effects when deciding on whether an 
extension should be granted and its duration. In other words, the fact that there are different types of 
policyholders and different types of asset allocation or reallocation strategy that would be appropriate 
for each. For instance, where a firm holds high quality investment grade assets to match annuitant 
liabilities and the values of those assets are reduced due to an exceptional financial downturn, it may 
be more practical and theoretically appropriate to grant a large extension, rather then force short-term 
trading in dislocated conditions. Extension periods should ideally have regard to the asset holding 
periods that would apply in normal financial conditions and attempt to strike a compromise of minimise 
trading costs and inopportune trading activities in adverse or exceptional financial conditions. 


 


3.31.    


3.32.    


3.33.    


3.34.  We believe that the emphasis should be on a list of MATERIAL factors. An open list is preferred as an 
alternative to NO LIST. 


 


3.35.  We do not consider the list of factors sufficient to ensure harmonisation of supervisory decision making 
on these issues. 


 


3.36.  We agree that the appropriate timeframe for an extension cannot be decided by a formula. However, it 
should be possible for supervisory authorities to demonstrate how they have decided on a specific 
ruling for the duration of an extension. Broadly speaking, this approach should be consistent across the 
supervisory authorities of different member states. If requested to do so, supervisory authorities 
should be able to demonstrate that their methodologies are consistent. 


We would welcome Level 3 guidance on the process for setting the extension period with the aim of 
achieving harmonisation. 


 


Template comments 
8/14 







Deadline 
 Comments Template on CEIOPS-CP 64 11.12.2009  


Consultation Paper on the Draft L2 Advice on Extension of recovery period - Pillar II 12.00 CET 
dampener 


3.37.  One facility that should be able to enhance the degree of supervisory harmonisation is the construction 
and population of a central shared supervisory database.  


 


3.38.  Please see the response to 3.43  


3.39.  The wider issue is for supervisors to have regard for the stability of the financial systems in non-EU 
regions as well as EU regions, given the multi-national nature of many insurance groups that are 
regulated within the EU. Actions that cause pro-cyclicality in the US for instance, may result in 
correlated pro-cyclical consequences within EU economies. 


We would also like to emphasis that sufficiently long recovery periods may not completely neutralise 
negative economic effects as these may be inevitable depending on the extent of the financial 
downturn. 


 


3.40.  We agree. Please see the responses to 3.36, 3.37 and 3.39.  


In particular, one facility that should be able to enhance the degree of supervisory harmonisation is the 
construction and population of a central shared supervisory database. 


Also, we would like CEIOPS to note that they should seek co-operation between supervisors on a global 
basis, to avoid global pro-cyclical effects. 


We recommend that details of the coordination process of the extension periods provided across 
different Member States is provided as part of the Level 2 implementing measures. 


 


3.41.  We agree but add the following extra recommendations for consideration: 


1. Please could CEIOPS provide details of the process that will be followed? We believe that a 
formalised process needs to be defined. 


2. The phraseology, “short-term supervisory decision” is ambiguous and open to misinterpretation.  


3. Please could CEIOPS provide high-level details of the sections that would be expected to be 
included within a “realistic recovery plan”? 


We would appreciate Level 3 guidance on these issues 


 


3.42.    
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3.43.  External Factors: 


Whilst we agree that many firms should purchase financial mitigation instruments or pursue capital 
raising activities or reinsurance following significant downturns in financial markets, we feel it should 
not be assumed that such action will be appropriate for ALL firms.  


Where such options are considered: 


1. It should not be a given that investment banks are the natural source for financial mitigation. In 
the extreme, the financial crisis may have actually been brought on the actions of said banks. If 
firms are then required to turn to these banks in stressed conditions, then it is difficult to see 
how the banks can be held accountable for negligent practices. 


2. The use of reinsurance is a consideration, but this is inopportune if reinsurers themselves are 
facing financial strain.  


Internal Factors: 


Paragraph a) Agreed, although please note that catastrophic non-financial events may have market 
related impacts. 


Paragraph c) If the only recourse to restoring compliance with the SCR is tier 3 capital raising, we 
believe that it would be appropriate for supervisory authorities to grant a temporary waiver to firms to 
allow short-term deviations from strict tier 1/2/3 limits. We recommend that the waiver should only 
apply for the length of time that access to tier 1 and 2 instruments is constrained. 


Paragraph d) The risks associated with asset disposals is exacerbated when market participants are all 
following similar strategies as would likely be the case for systemic market shocks. So this point has an 
EXTERNAL factor consideration as well as an INTERNAL factor consideration. 


Paragraph f) We recommend that LIQUIDITY is considered. De-risking or capital raising activities are 
only viable if affordable and do not put unnecessary strain on a firm meeting other short-term 
commitments. If a firm doesn’t have a readily available source of funds to finance short-term 
commitments, it will need to address this alongside any capital preservation or enhancement activities. 


Paragraph g) We do not agree. Availability of group support has been explicitly excluded from the 
Solvency II framework. Given this, we feel it is inconsistent for considerations of group support to be 
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included here. The availability of group support, if subsequently included as an internal factor within 
Level 2 implementing measures or Level 3 guidance, is of course subject to such capital support being 
fungible and transferrable under stressed conditions.   


Paragraph h) We do not believe this is a sensible factor. The paragraph seems to imply that small 
companies will find it hard to obtain long recovery period extensions when in fact they might 
experience more trouble trying to recover. It also suggests that larger firms could generally be allowed 
greater recovery period dispensations over that allowed smaller firms and so runs counter to principles 
of consistency. The overriding principle should be that all policyholders are afforded appropriate and 
consistent levels of protection regardless of the size of a firm. If size is considered an important 
determinant of recovery period, then emphasis should ideally be on size / complexity / profile of risks 
rather then on size of policyholder pools.  


Also related to paragraph h), we recommend that extension periods granted to solo entities are shorter 
than an extension period granted to the group to which the solo entities belong. 


Paragraph i) We do not believe it is appropriate for ALL firm’s to discontinue writing new business 
following an exceptional market downturn or material SCR problems. Such recourse may have 
additional cost or reputational repercussions in the medium and long-term that may not be in the best 
interests of the firm and may threaten supervisory objectives of market stability and protection to 
policyholders. A decision on whether new business should be restricted should ideally be made by the 
firm as part of their recovery plan. 


3.44.    


3.45.  The paragraph proposes that the extension is withdrawn if no significant progress is achieved in 
reaching the aim of re-establishing compliance.  


We would like to highlight that there may be extenuating circumstances that warrant nil or negligible 
progress – particularly when the markets have just entered exceptional down turn. For example, a firm 
may not be able to unwind exposures if market conditions are overly dislocated, financial mitigating 
instruments and reinsurance is not available, or terms for such covers are prohibitive, threatening the 
liquidity of the firm in the short-term. There are other valid examples. Equally it may be the case that 
other market participants are simultaneously pursuing similar strategies, which collectively lengthen 
the response times for the financial markets and reinsurers. 
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There is a also a clear and present risk of amplifying pro-cyclicality if firms are forced to make 
“significant” progress between the reporting dates of every three months. We propose that CEIOPS and 
the regulators should ensure that a measured approach is taken when assessing progress against the 
SCR in exceptional markets. 


3.46.    


3.47.  We disagree. We do not believe that re-compliance with the SCR should be the ONLY measure 
considered for demonstrating alignment to a recovery plan. A broader-based set of actions should also 
be considered - e.g. as outlined within the list of “internal factors” within paragraph 3.43. These wider 
actions are recommended to strike an appropriate balance between short-term SCR restoration actions 
(with potentially negative consequences for a firm) and longer-term actions that are more optimal for a 
firm’s ongoing financial health and for ongoing protection to its policyholders.  


 


3.48.    


3.49.    


3.50.  The definition of proportionality should ideally have a context. If the MCR is breached or likely to be 
breached, we believe that supervisory actions should reasonably be more vigorous. Where, the impact 
is a marginal breach of the SCR, we recommend that supervisory actions are scaled-back 
commensurately. 


 


3.51.  As Article 53 (1) of the Framework Directive specifies that undertakings shall disclose non compliance 
with the SCR within two months, it is important that the supervisory decision to extend the recovery 
period does not take longer than two months as the disclosure on the breach will be depend upon this 
decision. 


We do not believe that revoking of extension should be publicly disclosed. From a timing perspective 
disclosure should not be made because even after the extension is revoked firms will have between 6 
to 9 months to address the breach. 


 


 


3.52.  We request clarification on whether it is suggested that the granting of a recovery period and/or an 
extension period is subject to public disclosure. 
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3.53.  This paragraph appears to suggest that a requirement to publicly disclose extension withdrawals has 
already been included in the final advice on former CP58.  


If this is the case we strongly disagree with including a final decision on proposals prior to industry 
consultation.  


As stated in paragraph 3.51, we do not agree with the disclosure of extension withdrawal.  


 


 


4.    


4.1.    


4.2.    


4.3.    


4.4.    


4.5.    


4.6.    


4.7.  We prefer option 3 to ensure that SCR restoration activities can be scheduled and conducted at the 
most appropriate times. 


 


4.8.    


4.9.    


4.10.    


4.11.    


4.12.  On balance, we feel that option 4 should not be ruled out, providing that the extent of SCR non-
compliance can be demonstrated as not materially jeopardising protection to policyholders. 


 


4.13.    


4.14.    


Template comments 
13/14 







Template comments 
14/14 


 Comments Template on CEIOPS-CP 64 
Consultation Paper on the Draft L2 Advice on Extension of recovery period - Pillar II 


dampener 


Deadline 
11.12.2009  
12.00 CET 


4.15.    


4.16.    


4.17.    


4.18.    


4.19.    


4.20.    


4.21.    


4.22.    


4.23.    


4.24.    
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1.  70.A There is no consistent method applied in deriving the shocks and too little information DISCUSS 
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about the derivation of the shocks to judge whether approach was appropriate (priority: 
very high) 


There does not seem to be a clear cut approach to determining a 1-in-200 year event: 


 at times, an attempt is made to fit a specific distribution, 


 other times empirical distributions are used (e.g. higher shocks for LT maturities (>25Y – based on 
GBP figures), which leads in fact to overly unreliable figures), 


 and, in the case of equities, an “equity dampener” is used that can be interpreted to inject a certain 
amount of mean reversion. 


Please note: We would like to highlight our concerned with the proposed calibration. The CRO Forum 
will work on a full counter-proposal for the numeric calibration of the market risk; given the timeline 
we did not have ample time to do so. We will come back to CEIOPS in the coming weeks with a 
detailed proposal. 


70.B The proposed interest rate implied volatility shock is highly pro-cyclical (see 4.38) 
(priority: very high) 


The CRO Forum has recommended the introduction of this Interest Rate implied volatility shock as it 
reflects the price of options. (cf. CROF paper on calibration published in May).  


But as currently written, the advice implies a 100% correlation between pure shock and the volatility 
shock, which is not justified. Even if we recognize that these 2 risks are quite correlated, at least the 
advice should mention and allow a part of diversification (e.g. 75% correlated in line with industry 
players). 


We are also concerned with the calibration of the shock in % (percentages). The long term down stress 
proposed seems too strong – this is influenced by technical issues in data used to calibrate it. In 
addition, it is highly unlikely that a downward shock coincides with a large movement in interest rates. 


We believe that there exists a mean reversion for the volatility. Therefore we suggest that the 
calibration of the shock should be set in absolute changes and not in % to avoid pro-cyclical effect 
during a highly stressed event. 


70.C Diversification effects within currency risk should be captured (priority: high) 
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Split the currency risk stress to be applied per currency pair or consider a portfolio diversification effect 
for currency pairs to reflect that not all currencies move in the same direction in a market event. Even 
during the recent crisis, currency risk has been the most diversifiers among currencies but also with all 
other asset classes, and this should be reflected in the calibration of the individual shock and 
correlation (CP74). 


70.D Spread risk module has various inconsistencies in its calibration (priority: very high) 


The difference between the spread on liquid instruments (CDS) that contain the same credit risk as the 
cash instruments was substantial at the height of the crisis. The effects of this illiquid market should be 
considered when calibrating the capital charges: it advocates that the risk charges should be calibrated 
based on CDS rather than corporate bonds. So, calibration of the shock should not only be based on 
this reference point, in particular. 


For CDS, the spread widening scenario of 600% is too harsh, especially compared to the risk charges 
for corporate bonds. There is no argument why CDS shock should be higher than bonds. 


It may give the wrong incentive: companies will optimize their SCR by including hedges either in the 
bonds module or in the CDS module (if there is a large part of CDS where protection is sold, it will be 
cheaper to treat hedges in the CDS module since they will lead to a netting). For the spread narrowing 
we agree having a relative shock. The determination of the shocks should be clearly documented. We 
further ask for more guidance how itraxx/CDX CDS should be treated when protection is bought. 


For structured products, the proposals in CP70 are quite complicated. The proposals depend on the 
ability to look through to the underlying pool of assets and perform calculations based on the ratings 
and other details of these assets. However, this information is not readily available in most cases (it 
may be possible to research this information based on e.g. paper records, but not possible for 
hundreds of holdings and this introduces undue complexity to the standard formula). 


Lastly, the spread module excludes government bonds of EEA countries while some of these countries 
were nearly downgraded to junk during the crisis. This is not consistent with good risk management 
practices to ignore this risk. 


70.E Where Insurers hold the exact risks as banks, CEIOPS should consider consistency with Basel II 
(priority: very high) 
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While Insurance companies are certainly different to Banks, we suggest that for identical risks (such as 
credit exposures to same entity), insurance firms should not be penalised (in comparison to banks).  


This is especially relevant in areas where banks and insurance companies compete. The credit 
calibration in particular, implies that insurance companies have to hold significantly more capital than 
banks for similar exposures. Below graphs show the enormous difference in capital that insurance 
companies have to hold under Solvency II versus Basel II (in some cases a factor 10 more).  
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Comparison Solvency requirements for Mortgages     Comparison Solvency requirements Corp. Bonds. 


1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


Template comments 
4/24 







Deadline 
 Comments Template on CEIOPS-CP 70 11.12.2009  


Consultation Paper on the Draft L2 Advice on Calibration of the market risk module 12.00 CET 


2.    


2.1.    


2.2.    


2.3.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


4.    


4.1.    


4.2.    


4.3.  We agree with CEIOPS’ observation. However, we would like to point out that the insurance industry 
has not experienced the exceptional wave of financial difficulties as the banks did and sustained the 
crisis relatively well. However, care should be given to respect at the aggregate level of the SCR the 
risk tolerance laid down in the Directive and therefore avoid blowing out both calibration and 
correlation factors used in the standard approach for all risk modules. 


 


4.4.    


4.5.    


4.6.    


4.7.    


4.8.    
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4.9.    


4.10.    


4.11.    


4.12.    


4.13.    


4.14.    


4.15.    


4.16.  A longer time series could provide valuable information, for instance there is a German Mark time 
series of zero rates on the BuBa site. This should provide valuable input and can be used as a 
precursor to the Euro. 


 


4.17.    


4.18.  Our own principal component analysis shows principal components and Eigen values that are very 
different from the ones presented in CP 70, despite the fact that we use the same what we observe for 
the same historical period. In particular, the first standardized Eigen values (around 90% for EU GOV, 
GBP GOV & GBP Swap) are much higher than what we observe in our own analysis. This is one 
example where more detail on the specifics of the method and the data used would help:  


 Are the data normalized in any way? 


 Was the PCA performed on log-ratios of sequential rates? 


 Which of the 4 rates (EU GOV, EUR Swap, GBP GOV or GBP Swap) is represented by the graph 
in 4.21? 
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4.19.    


4.20.    


4.21.    


4.22.    


4.23.  The task of turning multiple principal component shocks into a single shock is not described well - how 
are the 4 PC vectors “regressed” into a single implied shock? We have attempted to replicate this 
calculation without success. In addition, the paper provides standardized Eigen values. However, 
without the raw Eigen values, it is difficult/impossible to reproduce the table in 4.23. Also, when 
interests rate are low, a multiplicative factor will produce unreasonably small up-shocks.   


The resulting shocks are not sensible for the very long tenors. The sharp increase in the 24 and 25+ 
buckets implies enormous shocks to the forward rate in that part of the curve. Below a graph of the 
implied 1yr forward shocks if the starting curve is 4% flat. The resulting forward rate from year 24 to 
25 equals -6% after the shock! 
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Implied 1yr forward interest rate shocks
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Based on an initial flat yield curve of 4% the interest rate shocks imply a shock of -1.36% at year 23 
and -1.72% at year 24%. This implies a shock to the 1yr forward rate from year 23 to 24 of shock = 
24 x -1.72% - 23 x -1.36% = -10.0%. Graph shows absolute shock sizes. 


4.24.  Observations: 


o The rapid increase of shock factors implies enormous shocks to the forward rates in years 24 
and 25 which is not sensible. 


o The shocks for long-term (25+) forward rates are nearly 50% higher than for 15-20yr rates, 
which doesn’t seem to make sense. 


General comment on the methodology: 


o When CEIOPS announced that they would look at non-parallel shocks to interest rates, this was 
welcomed, but the implementation of this in a single shock doesn’t make sense. The idea of 
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principal components is to decompose interest rate movements in independent shocks 
(uncorrelated). So it would make more sense to also apply them as separate shocks and not in 
one convoluted single shock. We think that for instance a set of four interest rate shocks could 
provide a better insight into the interest rate risks. 


Lastly, the text does not comment on whether the shock also applies to the extrapolated part of the 
interest rate curve. The 25+ seems to indicate this. Our view is that the standard shock should first of 
all reflect how market data is shocked. Long-term best estimate level used in extrapolation will not 
change (at least not drastically) in a market event and therefore shouldn't be stressed in the market 
shock. Any effect from recalibration of the extrapolated part of the curve as a result of the shock on 
the “existing” part of the curve should be taken into account. The market risk margin should capture 
such un-hedgeable market risk related to change in long-term best estimate levels.  


4.25.    


4.26.  Shocks are estimated using PCA but in section 4.26 proposes a minimum shock of 1% to cover the 
deflation risk like in Japan. However no explanation is provided to support the 1% parameter. Neither 
has it been clear why this boundary only applies to downward shocks. 


 


4.27.    


4.28.    


4.29.    


4.30.  The impact of changes in interest rate volatility is quoted as 1% of undiversified SCR. This seems to be 
unreasonably small. 


 


4.31.    


4.32.    


4.33.  The calibration of the implied volatility is based on the ATM volatilities without providing any insight 
into how to shock ITM and OTM volatilities.  


 


4.34.    


4.35.    
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4.36.    


4.37.    


4.38.  In general we welcome the introduction of the shocks to the interest rate implied volatility. Using the 
10x10yr volatility as a driver makes sense. One element that is ignored that the shock is very anti-
cyclically. When volatility is low the implied shock is too low, while when volatility is high the implied 
shock is too high.  In below table the maximum and minimum level of the 10x10 swaption volatility is 
shown for EUR and USD based on 5yrs data from ICAP. The table also shows the implied shocks. 


 


This implies that in volatile times the required capital is a factor 3 higher than in less volatile times. 
This would have implied too little capital to be held before the last crisis and too much at the peak of 
the crisis. Therefore a relative shock that does not take into account the starting level of volatility 
might not have the correct impact. 


 


4.39.    


4.40.    


4.41.    


4.42.    


4.43.    


4.44.  In some circumstance a downward shock in implied volatility could be relevant. However, CEIOPS 
should consider that a drop in volatility does not make sense in combination with large shocks to 
interest rates in either direction.  


This comment also holds for combining equity shocks with equity implied volatility in CP69. 


Aviva: [Don’t agree as tail correlation is very close to 100%. But we should perhaps state that this 


DISCUSS 
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100% is an implicit assumption not supported by data, although intuitively we would expect a very 
high correlation in a 1-200 year event]. 


The combination approach assumes that interest rate risk and interest rate volatility risk is 100% 
correlated.  Although we intuitively expect a very high correlation in a 1-200 year event, we 
recommend supporting this implicit assumption by data. 


 


 


4.45.    


4.46.    


4.47.  It is unclear to us how CEIOPS motivates the rule that ‘irrespective of the above stress factors’, the 
absolute change of interest rates in the downward scenario should at least be one percentage point’. 
However, we support the proposal to have a floor of 1% to the downward stress. 


 


4.48.    


4.49.    


4.50.  The assumption that all currencies move in the same direction is an over-simplification that overstates 
the Fx risk. In practice, Fx movements show a significant degree of diversification that is ignored by 
here. CEOIPS should look into the correlation between currencies as it did between market risk sub-
modules.  


 


4.51.  Eureko response: [Not sure to what this points refers to since 4.51 is about currency effects] 


. 


DISCUSS 


4.52.    


4.53.    


4.54.    


4.55.    
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4.56.    


4.57.    


4.58.    


4.59.    


4.60.    


4.61.    


4.62.    


4.63.    


4.64.  From this analysis it is clear that the more diversified the currency exposure, the lower the risk. 
Previous paragraphs show that certain currencies are far more volatile than others. Therefore we would 
strongly suggest either having shocks defined and performed per currency pair, as this would benefit 
the quality of the shock size derived and give better incentives for risk management, or considerer the 
correlation within a portfolio of FX movements in the calibration of a single shock scenario. Smaller 
companies usually do not have a lot of different currency exposures on their books, so this would not 
lead to extra complexity for them.  


 


4.65.    


4.66.    


4.67.    


4.68.    


4.69.    


4.70.    


4.71.    


4.72.  We understand that a number of currencies are pegged to the EUR and that central banks are 
committed to perform the necessary intervention. Historical crises have demonstrated however that 
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central banks may not be in a position in given stress situations to sustain their currency with 
interventions on the markets and maintain its value pegged to the reference currency. This has 
generally led to sudden and strong jumps (mostly depreciation) of the local currency. We would 
therefore challenge the proposal to consider the FX shocks in 4.73 to reflect the true risk nature of the 
currencies in a 1-in-200 year’s event.  


CEIOPS should not only consider the position of central banks, but should also look at market 
information. For example the Lithuanian Gov yield was around 14.5% in Oct 2009 and the proposed 
calibration exempts Lithuanian Gov bonds from any market risk. 


4.73.    


4.74.    


4.75.  See 4.64  


4.76.  See 4.72  


4.77.    


4.78.    


4.79.    


4.80.    


4.81.    


4.82.    


4.83.    


4.84.    


4.85.    


4.86.    


4.87.    


4.88.    
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4.89.    


4.90.    


4.91.    


4.92.    


4.93.    


4.94.    


4.95.    


4.96.  The text states that the analysis of property incorporates an element of conservatism. Capital 
requirements should be set on realistic assumptions and not based on extra conservatism. Typically, 
rental yield is not reinvested in the property pool. From insurers’ point of view income distribution is 
one of the attractions of the property investments and this is not taken into account in the calibration. 


  


4.97.    


4.98.  Given the materiality of the risk and the high similarity between the classes of property, we would 
suggest CEIOPS to consider not making a more granular split. The added complexity does not outweigh 
the benefits in our view. We would suggest a shock of 25% for the category as a whole.  


In case CEIOPS maintains a differentiated shock to classes of real estate then it should also consider a 
diversification benefit in order to stimulate diversification. 


 


4.99.    


4.100.    


4.101.  The text suggests that the yield of assets is linked to valuation of liabilities. This is not in line with the 
principles of market consistent valuation. This text is potentially confusing and we suggest removing it. 


It would be better to explain that the shock should be relative to the risk free rate, since this is what 
the asset is projected to earn in a market consistent model. 


 


4.102.  The proposed shocks do not take in account the difference between dividend paying properties, quality  
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of tenants and duration of tenancy agreements. In addition many properties are not held for trading or 
investments purposes (e.g. own use). This makes 1y VaR not an appropriate risk measure here. 


4.103.    


4.104.  It is unclear why CEIOPS has identified City offices, retail and warehouse properties to have a 30% 
charge. This charge is considerable higher than the QIS4 charge of 20%.  


 


 


4.105.    


4.106.    


4.107.    


4.108.    


4.109.  Spread risk on mortgages is not as severe as the spread risk on liquid corporate bonds, being it 
covered, senior or subordinated bonds. It seems therefore over conservative to treat them with the 
same methodology and parameters that are based on corporate bond data. From our calculations the 
capital charge will result into a percentage of around 30% which is not in line with the property risk 
module (please refer to the table in 4.98). We are of the opinion that mortgage loans should receive a 
lower percentage than a direct investment in property. 


Also, excluding national governments of EEA and OECD from spread risk seems to give wrong 
incentives. This would stimulate a build-up of exposure to these governments. Also, there is no 
distinction anymore between the creditworthiness/spread volatility between these governments. For 
example: German Government risk is treated similar as Polish or Greek government risk. 


It is not clear whether local governments, such as cities and municipalities of EEA/OECD countries 
should be excluded from the calculations as well. 


 


We also consider the list of OECD countries to be outdated, last updated in 2000, as it does not reflect 
the changes in the “market presence” of some of the Asian economies. As the list stands Slovak 
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Republic’s bonds attracts lower capital charges than economies like Hong Kong or Singapore. Where we 
consider OECD as a good starting point we would recommend that CEIOPS revisit the list of countries 
and consider other economies that have developed since the last revision on the OECD members list in 
December 2000. CEIOPS should also give due consideration to some of the fast developing countries 
such as India, China and Brazil that could be considered as economic “power-houses” in the near 
future. 


 


4.110.  Methodology questions/issues:  
o 4.110: Did CEIOPS used perfect correlation between the credit qualities (4.110 may be interpreted to 
mean that perfect correlations were used) 
o The structured asset factors assign default probabilities based on the rating of the underlying 
collateral.  Most ABS and CMBS collateral is unrated.  How would we apply the methodology to 
situations where the underlying collateral is unrated? 


The severity of spread changes differs per asset class, and also per issuer type. Taking the maximum 
level everywhere leads to very conservative results. 


 


4.111.  “The sensitivity of the underlying portfolio to changes in the level of volatility of credit spreads is also 
indirectly considered in this sub-module.” We note that spread level changes and spread volatility 
changes are fundamentally different and that these can therefore not be combined in one level shock. 


 


4.112.    


4.113.    


4.114.  Many of the European companies have US subsidiaries.  These US companies tend to have a higher 
percentage of high yield bonds.  Therefore, it makes sense to break out the high yield category by 
rating. If many of these companies will have their internal model approved, the need for this breakout 
will become less. 


 


4.115.    
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4.116.    


4.117.    


4.118.    


4.119.  Is the end date of the data series July 2009? 


The European data includes daily total returns for 11 years.  There is some data available back to the 
1930s on spreads that could have been included. It is difficult to extrapolate 1-in-200 year events from 
11 years of data 


Spread changes during the previous year were not only based on deterioration of credit quality, but 
also to a great extent on the drying up of liquidity in the bond market. This should be considered in the 
calibration of spread risk capital charges. 


 


4.120.    


4.121.  There is no table showing the total returns that lead to the ultimate corporate factors.  This would be 
helpful. Spread changes during the previous year were not only based on deterioration of credit 
quality, but also to a great extent on the drying up of liquidity in the structured credit market. 


  


4.122.  What is exactly meant with model-based approach? There is a more recent report from S&P with 
slightly different default rates for certain maturities and rating. Different types of collateral pools have 
different default rates. No distinction is made between the different collateral types, such as credit 
cards, mortgages, corporate loans, etc.   


 


4.123.  We agree that a look-through approach is a better way to assess the risks in the structured credit 
products. The text states that rating of structured assets is not taken into account while the default 
rates in S&P’s report (and section 4.122) are for AAA CDO scenario default rates.  


We agree with the remark that external bond ratings do not necessarily represent the underlying risks 
in the collateral pool correctly. A look through approach seems more accurate for modelling risks.  


However, by applying equal default rates (or G-Factors) to different collateral types the same error is 
introduced as using external bond ratings as a base for the calculations. (See also item 4.122) The 
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credit enhancement of the bonds, and the expected default and recovery rates in the pool are usually 
tuned to each other, and should be treated consistently with each other. This is not reflected in the 
new proposal. 


The ratings of the underlying assets in the pool are not standard available. This will give an additional 
burden for data gathering and processing. 


4.124.    


4.125.    


4.126.    


4.127.    


4.128.    


4.129.    


4.130.    


4.131.    


4.132.    


4.133.    


4.134.    


4.135.  We strongly suggest opening the standard formula to company internal ratings, especially for unrated 
securities. 


Basel II is based on book value while Solvency 2 is based on MV. It is not clear if the unrated issues 
should be based on BV or MV. If MV is used, it is possible that unrated issues would be penalised 
relative to Basel II. MV reflects adverse market movements that have occurred while BV does not. 


BBB rating is also a conservative assumption in some cases. 


Not mentioned here is how defaulted loans need to be treated. Mortgage portfolios, for example, might 
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be exposed to defaulted loans 


4.136.  It is not clear from the text what is meant with maturity: legal maturity, or expected maturity. Due to 
prepayments, these two maturities differ considerably for retail mortgages and structured credits. Also 
not clear is whether call dates should be incorporated in the estimation of maturity. Also not clear is 
how perpetual subordinated debt should be treated. 


The proposed F and G functions take into account maturity. These tables result in unnecessary 
complexity and implement costs compared to the format of QIS4 where a single F and G factor per 
rating was multiplied by the duration. The proposed method is also very crude in a sense that e.g. a 1 
month bond and a clear to 3 year bond get the same market value shock. The cleanest and most 
simple method would be to simply shock the credit spread for each rating (this method of QIS4 is very 
close to shocking the spread).  Alternatively a text that these that a spread based shock equivalent to 
the tables for F and G functions could be applied or even better to give the parameters of such an 
equivalent method.  


Furthermore, the size of the shocks increased significantly versus QIS4. An enormous part of the 
spread risk is based on illiquidity premium increases. Applying such shock on the assets side while not 
recognising illiquidity on the liability side is not market consistent and simply will not make it 
economically for insurance companies to issue products for clients with credit spread exposure.  


 


The increased shocks for corporate bonds also increase the inconsistency with government bonds for 
which these shock do not apply. Market movements during the credit crises have also shown big 
spread movements in e.g. Italian and Greece government bonds.  


 


Further specification of the F and G tables should be provided as it is very unclear how these tables 
were calibrated and back testing of this methodology is not possible. 


 


 


4.137.  Our view is that should be a differentiation between different types of unrated positions because for 
rated loans to local and regional government are usually rated AAA while the proposed rating for 
unrated issues is BBB. If the aim is to have a level playing field with Basel II in relation to unrated 
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issues than solvency 2 should also adopt similar differentiation and avoid using conservative 
assumptions for all unrated issues. 


Mortgages are a substantial part of our portfolio. We feel a need to treat mortgages not with the same 
parameter settings as corporate bonds, as the risks of these exposure classes are not similar. They 
should therefore be differentiated, or alternatively the use of internal ratings should be allowed for.  


Mortgages are a special investment class in its own. As mortgages are backed by collateral they have a 
lower credit risk. These loans are by definition not rated as individual clients do not have a credit 
rating. The risk of a mortgage loan is linked to the size of the loan to the underlying collateral.  


 


Furthermore, any loans backed by mortgages guaranteed by government bodies or similar bodies 
should be excluded from the scope of this module as there is no residual spread risk for the holder of 
these loans. 


For a number of asset categories it is unclear whether the F or G table should be used. Could it be 
clarified what should be done for Securities lending, Repo's and Credit Linked Notes? 
 


 


4.138.  In this section, G factors are default rates are applied to market value of the assets. It is not clear from 
S&P’s report if the default rates are relative to the market values or book values. There is potential 
double-counting when the level of spread (and market value) reflects an increased chance of default. 
Usually default rates (also under Basel II) are applied to book value and not market value in order to 
avoid gaps or double-counting of the default risk. 


 


4.139.    


4.140.  This capping and flooring introduces possibilities for model arbitrage, as the capital of several tranches 
of the same underlying pool will exceed the capital as if it was one tranche. The floor discourages 
investing in the top tranche of the capital structure. It rather encourages investing in subordinated 
tranches. 


 


4.141.    
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4.142.    


4.143.  The example seems to be incorrect. A maturity of five years should deliver a F-factor of 7.9%  


4.144.    


4.145.    


4.146.    


4.147.    


4.148.    


4.149.    


4.150.  CEIOPS has recently recognised the existence of an illiquidity premium for certain insurance products, 
as detailed in their final advice on risk free interest rate (former CP40), and is currently looking for a 
mandate from the Commission to further investigate technical solutions.  
 
There are important links with the capital requirements that need to be developed to ensure internal 
consistency of the Pillar 1 framework.  CEIOPS has already identified one aspect in the final advice, 
which we understand to be aiming to identify the mismatch between assets and liabilities - although 
this point would require clarification from CEIOPS.  In addition to that, CEIOPS needs to consider the 
spread risk module in this CP.   We believe that this module should reflect the recognition of the LQP to 
avoid double counting of risks. CEIOPS will also need to consider the appropriate correlation between 
these two capital charges. 


 


 


4.151.  We appreciate the proposal being put forward by CEIOPS on the methodology for ABS tranches. 
However, we feel that the approach proposed by CEIOPS is impractical and introduces undue 
complexity in the standard formula calculation. 


It is unclear from the advice whether CEIOPS uses legal / contractual maturity or remaining maturity. 
We would expect the latter to be used. Furthermore we would also propose that when any call or 
option to surrender is included in the instrument that this possibility is considered to be the maturity 


 


4.152.    
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4.153.    


4.154.    


4.155.  At 49%, a 7+ year BB bond requires more capital than global equities as defined in CP69 (45%).  We 
do not consider this to be sensible.  


The capital charge formula takes into account the impact of credit risk exposure on liabilities. However, 
the assumption is that higher credit spreads by definition increases the risk of liabilities as the liability 
component was a minimum of zero. However, for insurance contracts in which asset spread risk is 
partially passed on to policyholder this implies that such offset cannot be taken into account which 
results in unnecessary conservatism. 


Moreover, the advice proposes that an additional spread risk of (Liabul) is applied to corporate bonds 
held in non EAA or OECD countries.  


We consider the list of OECD countries to be outdated, last updated in 2000, as it does not reflect the 
changes in the “market presence” of some of the Asian economies. As the list stands Slovak Republic’s 
bonds attracts lower capital charges than economies like Hong Kong or Singapore. Where we consider 
OECD as a good starting point we would recommend that CEIOPS revisit the list of countries and 
consider other economies that have developed since the last revision on the OECD members list in 
December 2000. CEIOPS should also give due consideration to some of the fast developing countries 
such as India, China and Brazil that could be considered as economic “power-houses” in the near 
future. 


 


4.156.  F factors are not internally consistent with G especially for AAA, AAA and A ratings. 


For structured assets, the calibration look at the underlying assets, therefore if we assume:  


Attach = 0 and Detach = 1 then capital charges for bonds and structured assets should be similar (or 
lower for bonds). However, the proposed calibration shows a significant higher capital charge for bonds 
than the equivalent structured assets. 
 
We would urge CEIOPS to include a similar approach as with the Counterparty default risk module with 
respect to use the Solvency ration for regulated (re-)insurance entities e.g. 
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4.157.  There is a typo in the equation. There are missing brackets. The equation should read: 


     




i ii
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There is also a typo in the opening sentence that refers to bonds rather than structured assets. 


Overall we believe the approach set out here will be impractical since it will often not be possible to 
analyse the underlying asset pool in the way suggested in the paper. 


A simpler approach is needed that is straightforward to implement in practice. 


 


4.158.  Why aren’t the F factors and the G*(1-R) factors equivalent for short bonds? 


This calibration is based on S&P’s new stress tests to achieve AAA CDO rating. However, the application 
of S&P model by CEIOPS is far wider than the intended scope of S&P and therefore not appropriate. 
This is not taken into account. Also it is not clear if book value rather market value is more appropriate 
to use with this calibration. 


Moreover, the advice fails to address what would be considered as a reliable source for ratings where 
rating agencies does not provide a rating for securitised assets and their tranches.  
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It is our interpretation that the market value is to be used with this calibration. 


4.159.    


4.160.    


4.161.  This paragraph is not clear and requires clarification.  


Annex A Why is the “blended” up shock consistently higher than the individually computed up shocks for the 4 
data sets? 


 


Annex B   
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The numbering of the paragraphs refers to Consultation Paper No. 63 (CEIOPS-CP-63/09). 


Reference Comment 


General 
Comment 


63.A There is need for an appropriate balance between controlling risk, ensuring 
practicability for issuers of these products and also respecting the principle of 
“freedom of investment” (priority: medium) 


The advice in this paper should be balanced between 2 important Principles in the Directive: 
“Prudent Person” (Art 132) and also “Freedom of Investment” (Art 133). This article states 
that “Member States shall not subject the investment decisions of an insurance or reinsurance 
undertaking or its investment manager to any kind of prior approval or systematic notification 
requirements.”  


The CRO Forum expects that all undertakings will maintain adequate risk management 
systems including the ability to monitor and analyse assets. The general requirements under 
Solvency II provide a sufficient basis to control investment without special measures. 


If measures are deemed necessary they should be in the form of principles to guide good 
practice not restrictions on investment. They will need to find an appropriate balance between 
controlling risk, being practicable for issuers of products based on repackaged loans while 
ensuring sufficient but not excessive disclosure and transparency to the investors who need 
to understand what they are buying. 


In addition, the CRO Forum would expect insurance linked securities to be covered by the 
general risk management and investment principles of the Directive and not by these 
measures. If they are in scope some significant adjustments would be needed, for example to 
deal flexibly with the full range of possible non indemnity triggers. 


 


Template comments 
2/14 







 Comments Template on CEIOPS-CP 63 Deadline 
Consultation Paper on the Draft L2 Advice on Repackaged loans investment 11.12.2009  


12.00 CET 


63.B CROF supports CEIOPS use of a principles based approach (priority: medium) 


We consider the principles proposed by CEIOPS as a good frame of reference to keep in mind 
when investing in such assets. 


This principle based approach will allow flexibility in an area where further developments are 
to be expected. However, we note: 


 that when adapting the measures developed by CEBS, CEIOPS should ensure proper 
consultation of the industry and the treatment for insurers as investors is the consistent 
with that for banks 


 that there will need to be clarity on what constitutes an eligible arrangement both when 
issued by CRD controlled entities and by others. Unanticipated disallowance is a risk 
created by the regime and insurers will need it to be minimized.  


 that the requirement for originator to retain an interest of a least 5% is a sound principle 
but application needs to allow for practical issues and for managing the exposure.  


 CROF’s interpretation of the paper is that if an existing investment no longer complies with 
the principles the (re)insurance undertaking will be required to close their position. Such a 
requirement risks amplifying pro-cyclicality effects. We propose that where monitoring is 
not considered sufficiently diligent, a transition period should be allowed for enhancement 
of procedures up to the required standard.  This is especially important given the potential 
for differing views as to what constitutes an acceptable level of due diligence.  There 
should be a window, assessed on a case-by-cased basis with the supervisor, to make 
disposals to ensure there are no pro-cyclical effects through forced sales. 
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63.C Recognition of Grandfathering in Level2 is welcome but some clarification is 
required (priority: high) 


We would like to highlight that securitised products, such as collateralised debt obligations 
(“CDO”s), actively manage the underlying credit exposure to ensure that credit quality is 
maintained through additions and substitutions to the existing securitisation. Therefore such a 
requirement imposed on originators is unreasonable and could effectively render the 
grandfathering useless.  


We strongly recommend CEIOPS to clarify that the changes in the exposure that would 
revoke the grandfathering applies to the addition/ substitutions of the assets by the 
holders/investors of the securitised loans and not the originators.   


1.    


1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


1.6.    


1.7.    
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1.8.    


1.9.    


1.10.  The text here and elsewhere is  focused on defining requirements to be met BEFORE a (re)insurer is 
allowed to invest, but lacks clarity on what remedial actions must be taken (and the allowable timings) 
by an Investor/(re)insurer if an investment falls out of compliance AFTER the investment occurs (i.e, 
failure of originator to retain its 5%, provide data, etc.). A requirement to sell could come when the 
market in the arrangement is irregular or could increase pro cyclical pressures.  
 
CROF recommends that a (re)insurer is permitted to retain its investment in such non-compliant ABS 
but may be subject to other mitigating measures.  


 


 


 


1.11.    


2.    


2.1.    


2.2.    


2.3.    


2.4.    
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2.5.    


2.6.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.  CEIOPS is of the opinion that if CEBS issues new guidance regarding “ABS” that CEIOPS will be able to 
align with this new guidance using Level 3.  
CROF believes that this should only be  possible when it is within the boundaries of the level 2 
Implementing measures. Whenever more fundamental principles are affected a proper Lamfalussy 
process should be maintained. 
 


 


3.7.    


3.8.  CROF agrees fully with the adoption of high level principles. Reference to Level 3 should however not 
imply a distorting of a level playing field within Europe especially when dealing with ABS and like type 
investments 
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3.9.    


3.10.  It should also be acceptable to hold outside of the securitisation  5% of each underlying exposure.  


3.11.  See 3.40 


 


 


3.12.    


3.13.  CEIOPS refers to  a ‘public prospectus’. 
Not all arrangements would be ‘public’. 
CROF suggests that CEIOPS refers to ‘ .. declared in a public prospectus or if not appropriate other 
documents such as the originators own financial statements or Trustee reports.’ 


 


 


3.14.    


3.15.  Presumably this  refers to CRD’s Article 122a (as per Par. 2.5 (2) ) not Art 112a.  


It would be useful to have clarity over the status of obligations issued under the US Agency program.  


The language of Art122a para 2 subpara1 would appear to exclude references to indices such as i-
Traxx. This appears inappropriate.  


 


3.16.    


3.17.    
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3.18.  In our opinion when a credit institution is governed by the requirements as laid down in the CRD, this 
principle 2 is automatically met. 


 


3.19.    


3.20.    


3.21.    


3.22.    


3.23.  See 3.43 


 


 


3.24.    


3.25.    


3.26.    


3.27.    


3.28.    


3.29.    


3.30.    
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3.31.    


3.32.  If the underlying bundle of assets loses 20% of its value, an originator holding the 5% retention as a 
vertical slice loses 1% of the total value but the equity and mezzanine tranches may be  wiped out. 
CROF proposes that Level 3 guidance highlights that this is a critical issue in the assessment of an 
arrangement and needs to be fully reflected in stress testing. 


 


 


3.33.    


3.34.    


3.35.    


3.36.  See 3.48 


 


 


3.37.    


3.38.    


3.39.  See 3.49  


3.40.   
A 


CROF notes that the 5% retention is drawn from the CRD and recently endorsed by CEBS advice.  
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B 


CEIOPS introduces a concept of “on-going basis”: retained positions, interest or exposures should not 
be hedged or sold.  
 
1 This requirement is very difficult, or impossible, for investors to observe. Positions with other credit 
institutions are often hedged on a macro basis e.g. the total position is considered by a credit 
institution. Based on this assessment on a macro level hedging strategies etc are introduced. These 
may use indices or other triggers. Rolling issuance programs could also change the net position. So a 
specific allocation can not be observed by third parties.  
The principle aim of such a requirement is to align the interests of the originator and the investor.  
 


2 It is possible that a Net Economic  Interest established at the origination of the investment is 
‘maintained’ (i.e., retained) over the life of the underlying , but that the 5% amount is not necessarily 
‘maintained’.  For example, if the retention is via a 1st loss piece it is possible the value of the 1st loss 
piece drops below the 5% threshold if (1) the portfolio under-performs; or (2) exposures are 
increased/decreased due to portfolio resets; or (3) the valuation adversely changes due to market 
factors.   
Clarity is needed to confirm that an erosion of the retained piece’s value doesn’t result in ‘non-
compliance’ with the retention requirement. 


 


3 ‘at origination’ is open to confusion. 
CROF suggests that it is clarified that ‘at origination’ applies to the time of securitization not the point 
at which any underlying arrangement was established.  
 


Template comments 
10/14 







 Comments Template on CEIOPS-CP 63 Deadline 
Consultation Paper on the Draft L2 Advice on Repackaged loans investment 11.12.2009  


12.00 CET 


4  Where the 5% retention is applicable, originators will need to understand what will be allowed as  a 
credible valuation of the 5% being retained.  Market valuations can vary over a short period. However, 
any clarification in Level 3 will need to be flexible to allow for the wide variety of arrangements. 


 


5 A strict interpretation of the paper implies that when any of the principles is not complied with the 
undertaking is no longer allowed to hold the investments in the ABS. In such a case the (re)insurance 
undertakings will be forced to close their positions and adding to amplifying the pro-cyclicality effect. 
We believe that a more measured response is appropriate. 
 


C 


‘Similar financial arrangements’ is open to interpretation and creates some uncertainty.  
It would be useful if CEIOPS could confirm that this is a contingency phrase and that there are at this 
time no arrangements being considered.  
 
CROF would expect insurance linked securities to be covered  by the general risk management and 
investment principles of the Directive and not by these measures. If they are in scope some significant 
adjustments would be needed, for example to deal flexibly with the full range of possible non indemnity 
triggers. 


 


CROF does not expect that it should include arrangements such as writing a credit re/assurance 
contract or derivative instrument (each a form of “financial arrangement”) which is collateralised by the 
Cedent or Reassurer using fixed income securities.   
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3.41.   


 


 


3.42.    


3.43.  In our opinion when a credit institution is governed by the requirements as laid down in the CRD, this 
principle 2 is automatically met. CEIOPS should not extend the regulations governing the credit 
institutions. 


 


3.44.    


3.45.    


3.46.  CEIOPS comments ‘Undertakings shall establish formal monitoring procedures commensurate with the 
risk profile of their investments in repackaged loans or similar financial arrangements …’ 
CROF supports the objective of aligned economic interest and Principle 5 but notes that ‘risk profile’ 
should be set in relation to the investment in repackaged loans or similar financial arrangements in the 
context of the investment portfolio as a whole. 
 
CROF also notes that these requirements will need to be applied with a view to practicality and 
efficiency. For example, the  mechanism to value and make the required adjustment for a large pool of 
residential mortgages may be different from that for a Collateralized Debt Obligation, backed by 100 
public corporate debt obligations, where more transparency and granularity can be achieved.   
 


 


3.47.  CROF supports the Principle of stress tests and that they be performed to identify entity wide effects 
but notes that this should not necessarily require extra tests to those performed  in the derivation of 
SCR and ORSA. Stress tests should be focused on entity level not specifically designed around an 
individual arrangement but will need to take into account the risks of the underlying loans securitised 
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and the structuring ( see 3.32).  
 
 


 


3.48.  The prudent person principle governs the investment strategies of the insurer. Based on the SRP the 
supervisor can question and assess the appropriateness of these strategies regarding repackaged loans 
or similar financial arrangements. Naturally the (re)insurer should be able to have all this information 
available on request from the start of its investments.  
 
1 Principle 7 could be removed.  


2 Para1 can be read to propose a supervisory endorsement procedure before investment.  
The (re)insurer is responsible for its strategies and risk appetite. 
CEIOPS should clarify its intentions.  
CROF proposes starting 3.36 with ‘There is no requirement for pre approval of investments, however, 
before investing …’. 
 


 


3.49.  Exemption of existing arrangements is necessary as investors will have no power to retrospectively 
impose compliance on issuers.  
 
Para 3.39 refers to CRD in the context of changes to exposure. Based on 3.49 and 3.39 it is our 
interpretation that the advice proposes that, post Dec 2014, where new exposures are added or 
substituted any grandfathered product will then have to comply with the 7 principles proposed in this 
advice.  


We would like to highlight that for some securitised products, such as collateralised debt obligations 
(“CDO”s), the underlying credit exposure is actively managed to ensure that credit quality is 
maintained through additions and substitutions to the existing securitisation. Therefore such a 
requirement imposed on originators  or investors is unreasonable and could effectively render the 
grandfathering useless and unnecessarily increase risk.  


 


Template comments 
13/14 







Template comments 
14/14 


 Comments Template on CEIOPS-CP 63 
Consultation Paper on the Draft L2 Advice on Repackaged loans investment 


Deadline 
11.12.2009  
12.00 CET 


 


We strongly recommend CEIOPS to clarify that the changes in the exposure anticipated in the original 
specification should not revoke the grandfathering applied to the investor  
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Reference Comment 


General 
Comment 


69.A It is clear from the paper that the dampener does not give sensible results in practice 
(priority: very high) 
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We would like to make reference to the CRO Forum memo “Addressing the pro-cyclical nature of 
Solvency II”, which was published in November 2008, for the CRO Forum view regarding the treatment 
of equity in the dampener approach. The CRO Forum is still of the opinion that the pro-cyclical effects 
of all risks should be treated in Pillar II, however we recognize that SII directive requires equity 
dampener to be treated in Pillar I.  


We are concerned with the proposed calibration of the Pillar 1 equity dampener. In our view the 
proposed equity dampener does not achieve the stated objectives to reduce pro-cyclical effects. The 
proposed dampener impacts the shock at all times, while we believe that it should only start to impact 
the shock after a significant event has occurred, in either direction (e.g. a 1 in 10yr event). We are also 
concerned that the current implementation of the dampener would consider recovering markets (from 
a severe down turn) as “good conditions” and result in a shock closer to 55%, as the dampener kicks 
in.  


Moreover, in our view the dampener should kick in gradually based on the significance of the observed 
market event that has taken place. This observed market event should at least consider a 1yr horizon 
and perhaps even longer. CRO Forum is open to discuss ideas with CEIOPS on how a better 
implementation of the dampener can be designed. 


69.B The Advice on the parameterisation of the equity volatility shock (as is in 3.79) is 
highly pro-cyclical (priority: high) 


The CRO Forum has recommended the introduction of this equity implied volatility shock as it reflects 
the price of options. (cf. CROF paper on calibration published in May 2009).  


But as currently written, the advice implies a 100% correlation between pure shock and the volatility 
shock, which is not justified. Even if we recognize that these 2 risks are quite correlated, the advice 
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should at least mention and allow a part of diversification (e.g. 75% correlated in line with Industry 
players). 


But we are concerned with the calibration of the shock %.With such parameterisation, we have very 
high shocks in times of high volatility and low shocks in times of low volatility. 


We believe that there exists a mean reversion for the volatility. Therefore we suggest that the 
calibration of the shock should be set in absolute changes and not in % (percent) to avoid pro-cyclical 
effect during a highly stressed event. 


69.C A more granular breakdown of the “Other” equity section would be recommended to 
give better incentives to risk management / investment decisions (priority: high) 


We strongly disagree with the shock retained for Hedge Fund and Private Equity at 60%, and 
recommend maintaining the QIS4 shock (shocks should be calibrated on real price and not listed 
index). For instance, there is absolutely no evidence that a diversified portfolio of hedge funds have 
ever moved more than 20%-25% in the past (the consultation paper quotes 23.11% in para 3.60). 


69.D The definition of “global equities” should be adjusted (priority: medium)  


We agree that a stress size of 45% is reasonable for a diversified portfolio of global equities, but given 
the combined impact of CP69, 70 and 74, it implies that non-EUR equity is shocked at more than 60% 
due to the equity shock and the FX shock combined, which is not justified. 


In addition, we welcome CEIOPS definition of “global equities” to include EEA and OECD countries. We 
propose that CEIOPS update the list of countries whose listed equities is considers “global”, such as 
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Hong Kong, Singapore and considerations should be given to some of the growing economies like 
China, India and Brazil. 


1.    


1.1.    


1.2.    


2.  We note that the exception for long liabilities under Article 305b makes the treatment of equity risk 
inconsistent with the treatment of other market risks, specifically interest rate and credit risk. However 
we realize that this is in the Directive and therefore cannot be changed. 


 


3.    


3.1.    


3.2.  We reference the CRO Forum’s opinion regarding the use of the duration dampener as expressed in its 
memo “Addressing the pro-cyclical nature of Solvency II”, which was published in November 2008. 


 


3.3.  We reference the CRO Forum’s opinion regarding the use of the symmetric adjustment mechanism as 
expressed in its memo “Addressing the pro-cyclical nature of Solvency II”, which was published in 
November 2008. 


 


3.4.    


3.5.  We note that a capital charge as a fixed percentage of the market value of equity also leads to a 
decreased (nominal) capital charge in stressed market circumstances, as the amount of capital to be 
held for equity risk decreases with the decrease in market value of the equities. 


 


3.6.    


3.7.    
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3.8.  We prefer the approach taken in the first alternative in terms of calibration process. However, we 
prefer to base this approach on MSCI Europe data, because we think that companies which apply the 
standard formula are typically smaller companies with equity portfolios concentrated in one or several 
country’s equity markets. In order to partially cover the diversification aspect we propose to base the 
calibration on less diversified indices, i.e. European data. 


One important element is that when using an MSCI World index (unhedged) this implies that FX 
movements are taken into account. We urge CEIOPS to look at the calibration in total, i.e. all risks 
categories and correlations. 


We agree that a stress size of 45% for is reasonable for a diversified portfolio of global equities. 
However, we strongly recommend that CEIOPS should consider the combined impact of CP69, 70 and 
74. These CPs combined imply that a non-EUR equity is shocked due to the equity shock and the FX 
shock combined. Taking into account proposed shocks and correlations this implies a shock of more 
than 60%. This ignores that equities are increasingly global and shocks should be similar in EUR terms. 
We also refer to the CROF analysis "Calibration recommendation for the correlations in the Solvency II 
standard formula, which shows that over a longer time horizon the correlation between FX and equity 
are mostly negative and actually diversify. 


 


3.9.  A Price Index has been used to calibrate the equity shock; however it would be better to use a total 
return measure. 


 


3.10.    


3.11.    


3.12.  We agree that fat-tails are observed equity return distributions.  


3.13.  The paper states that data is taken from 1973 to 2009. It would be helpful have documentation of the 
exact dates of the starting and ending data points, along with information about whether overlapping 
time periods are used. 


 


3.14.    


3.15.  We note that in deriving these statistics overlapping annual time periods have been used. This means 
that there is a significant amount of dependence between the observations. Consequently care should 
be taken in interpreting some of the results because the techniques used for statistical analysis by 
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CEIOPS make sense when the observations are independent. 


While it is certainly true that there is some additional information content from looking at annual 
returns from different points in the years, the analysis should not conclude that many using 
overlapping time periods is the same as using the same number of non-overlapping time periods. 


The paper doesn’t make any acknowledgment of possible biases in measurement that arise from these 
results but should do. 


3.16.    


3.17.    


3.18.    


3.19.  It is not clear how this analysis is used to derive the result. Perhaps it is the intention to aggregate to a 
1 year return using these figures, but this would give results that were far too extreme. 


 


3.20.  The cut-off point of the extreme value theory is important to know as it influences the result. More 
details are required to make this analysis relevant. 


 


3.21.  It is not clear how this analysis is used to derive the result in 3.23.  


3.22.  It is not clear how this analysis is used to derive the result in 3.23.  


3.23.  We agree that a stress size of 45% is reasonable.  


3.24.    


3.25.  We note that the calibration of the equity charge should account for the expected return on equity over 
a one year time horizon (being the risk free rate). 


The difference between zero and the discount rate can be material, and the discount rate can easily be 
added to the downward stress. Why is the exclusion of the discount rate a matter of practicability? 


 


3.26.  The process to derive a shock on the basis of MSCI Europe data should be similar to the process to 
derive a shock on the basis of MSCI World data, otherwise the shocks are not comparable.  


 


3.27.    
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3.28.  We agree that this would be expected, however the results from CEIOPS’ analysis show the opposite.  


3.29.  We suggest using the same time period as used to derive the shock based on MSCI World data. If the 
MSCI Europe index is unavailable before 1998 we suggest a synthetic index calculated in a similar 
manner is used. 


 


3.30.  A time window of little over 10 years is not a good basis for a 1 in 200 shock as it excludes many 
significant events. 


 


3.31.    


3.32.  Please provide some more background to why the current crisis is exactly a 1-200 year event and 
support to the choice of 49% as the upper bound for the maximum inter-annual fall.  


 


3.33.    


3.34.    


3.35.  We agree with these objectives but believe that a shadow SCR covering all risk and as set out in our 
Autumn 2008 paper on Pro-Cyclicality is preferable. 


 


3.36.  Is there a theoretical justification for the use of the beta, or this simply a practical method of striking a 
balance between market sensitivity and avoidance of pro-cyclical impacts? 


 


3.37.  In our view the proposed equity dampener does not achieve the stated objectives. The proposed 
dampener impacts the shock at all moments in time, while we believe that it should only start to 
impact the shock after a significant event in either direction (e.g. a 1 in 10yr event). We are also 
concerned that the current implementation of the dampener would consider recovering markets (from 
a severe down turn) as “good conditions” and result in a shock closer to 55%, as the dampener kicks 
in. In our view the dampener should kick in gradually based on the significance of the observed market 
event that has taken place. This observed market event should at least consider a 1yr horizon and 
perhaps even longer. 


. 


CRO forum is open to discuss ideas with CEIOPS on how a better dampener can be constructed. 


Proposed new text 


3.38.  The last graph appears to show the performance of the actual dampener being recommended. The  
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stress tests seem to rise very sharply within a year of the global crisis. We would suggest that this 
shows the dampener not working as intended. We would recommend an approach as set out in our 
note on Pro-cyclicality from Autumn 2008. 


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.  We would suggest that a dampener that moves from -35% to -55% is such a short space of time does 
not give insurers sufficient time to rebalance their portfolios. 


 


3.46.    


3.47.    


3.48.    


3.49.    


3.50.  The issue of the highest charge being applied shortly after a global crash is acknowledged but no 
explanation is given as to why this issue is considered acceptable. 


 


3.51.    


3.52.    


3.53.    


3.54.  Firstly, we do not agree with the existing dampener (see 3.37). We do think that a correct dampener 
should consider at least the movement in equity prices of a 1 year horizon and perhaps even longer. 
This should be tested based on an improved equity dampener set up. 


Proposed new text 


3.55.    
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3.56.    


3.57.  The combination of optimising the beta factor and the reference period is explained and the 
improvements it makes are illustrated, however the arguments in favour appear to be ignored in 
setting the final proposal. 


 


3.58.  We note that the analysis in section 5.4 shows a clear case for a more granular split between the 
various categories within category “Other”. It should also be investigated to what extent such other 
categories are correlated with global equities.  


 


3.59.    


3.60.  Theoretically, it is not possible to develop one standard charge for all “other” equities and a single 
stress of 60% therefore does not seem to be appropriate. A 23% shock for a well diversified hedge 
fund appears reasonable, while a 70% shock to private equities seems extreme for private equities. 
Some asset classes should have much higher factors, and some should have much lower factors. For 
the standard model, we may consider splitting funds into high and low volatility funds and developing 
two charges. It would be undesirable to create perverse incentives that discourage undertakings from 
investing in low-risk “other” equities. 


The results of the analysis show that the worst losses for hedge funds are significantly lower than the 
worst losses for private equity, commodities and emerging markets. Research (Horst/Verbeek, Review 
of Finance 11(4), 2007) has shown that biases in the hedge fund indices, such as survivorship bias or 
self selection bias, could lead to an overestimation of as much as 8% per year. However, even when 
taken into account this impact, we believe that the shock for a well diversified hedge fund portfolio 
should remain proportionate to the underlying risk and therefore be lower than the 60% which is 
currently applied for ‘other equity’. 


 


3.61.    


3.62.  In our view introducing a symmetric adjustment mechanism adds more (undue) complexity than using 
a simple fixed percentage shock. We would propose to not add the symmetric adjustment mechanism 
in the category “Other”. Given the diversity of types of equities, the category would much more benefit 
from having a more detailed split than introducing a calculation-intensive symmetric adjustment 
mechanism.  
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3.63.  The term tail correlation is ambiguous and could cover various ways of measuring tail dependence. 
CEIOPS should explain how this has been calculated and how many data points it is based on. 


In particular we would like to point out that we are surprised to see a -52.82% correlation between 
MSCI World and MSCI Emerging Markets. 


 


3.64.    


3.65.    


3.66.    


3.67.  Given the materiality of equity volatility risk for many insurers, we believe this risk should be included 
in the standard formula.  


Concrete proposal for a practicable approach 


We see two types of option valuation methods: 


1. Closed form, like Black&Scholes formula  
These will give the shocked net asset value by replacing the base-case equity volatility 
parameter with the shocked equity volatility parameter 


2. Scenario based valuations  
This method will give the shocked net asset value by replacing the set of scenarios in the base 
valuation by a set of scenarios based on a shocked volatility assumption.  


One idea would be to have a dedicated equity risk sub-module with an equity stress, an equity 
volatility stress and then an aggregation into a combined equity stress for both Global and Other. First 
aggregating the equity level shocks for Global and Other, Secondly aggregation the volatility shocks for 
Global and Other and as a last step aggregate these all together. This would recognise the 
diversification between equity implied volatility and equity returns which are not perfectly correlated. 


It would be economically sensible to have a term structure of equity implied volatility stresses to reflect 
the lower stresses required for long term equity option implied volatilities. Alternatively the shock could 
be applied to a 5yr point while considering that the long-term best estimate forward volatility typically 
used for extrapolating volatilities can remain constant. 
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3.68.  The maturity of the options in the data set is much shorter (and more volatile) than typical insurance 
volatility exposure. 


 


3.69.    


3.70.  Insurance undertakings are exposed to longer-term (e.g. 3-10 year) options rather than 30-day 
options. Therefore, it would be much more reasonable to base the historical study on a term in the 10 
year range. This would produce more reasonable results for the tail in 3.70. 


 


3.71.    


3.72.  In our view it is sensible to apply both the upward and downward shock. The downward stress is 
relevant, for example, if a company is over-hedged or when embedded options/guarantees are far in-
the-money. We note that a company should have the option to evidence that it is not exposed to either 
the upward or downward movement and in that case only calculate one of the shocks.    


 


3.73.    


3.74.    


3.75.    


3.76.  More detailed analysis similar to 3.70 on this would have been appropriate given that the figures from 
this analysis appear to have been used. 


 


3.77.    


3.78.    


3.79.  60% is a reasonable selection for the relative up shock, given the limited data available for this 
decision however we believe this should be subject to a cap to avoid pro-cyclical behaviour (see also 
CP70 on interest rate volatility). A better and simpler alternative would a fixed %-point shock that 
could be applied (e.g. 10-15% points). However, the relative downward shock appears quite low 
compared to the (limited) data we see on 10-year options. 


 


3.80.    
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3.81.  The shocks as proposed leads to a double counting of the equity down shock, if equity down is the 
exposure for the company. Since the impact of an equity down shock is now included here as well as in 
the “normal” equity shock. 


A negative correlation of 1 is assumed, which is too conservative. 


If a company is exposed to equity up shock instead of an equity down shock, this will lead to an 
underestimation of the equity volatility risk. 


 


3.82.    


3.83.    


3.84.    


3.85.    


3.86.    


3.87.    


3.88.    


3.89.    


3.90.    


3.91.    


3.92.    


3.93.    


3.94.  “The category of “global” equities covers equities listed in EEA and OECD countries.”  


It is our interpretation that the advice is proposing that equities listed in EEA or OECD countries will be 
considered as “global” equities and not EEA and OECD countries – a point of clarification.  


Moreover, the advice considers “equities” listed in OECD markets as global equities. However, the last 
time the list was updated was in 2000 and does not include some of the recent developments, 
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especially in the Asian markets. As stated an equity listed in Slovak Republic attracts a lower capital 
charge (therefore less riskier) than an equity listed in Hong Kong, Singapore, India or China which 
would attract a 60% capital requirement. 


We welcome the use of OECD as a good starting point to consider listing in which counties should be 
treated as “global” equities. However, the CROF believes that this list is outdated and does not reflect 
the market developments of this century. We strongly recommend that CEIOPS update their list of 
countries that would qualify for “global” equities, giving appropriate considerations for the Asian 
Markets.  


We believe that countries like Hong-Kong and Singapore have shown that they have a strong market 
and investments in equities listed in these countries should be considered as “global” equities. 
Moreover, we think that sufficient considerations should be given to some of the growing economies 
like India, China and Brazil which could very well be the “power-house” economies by 2012.  


 


3.95.    


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    


3.102.    


3.103.    


3.104.    


3.105.    


3.106.    


Template comments 
13/17 







Deadline 
 Comments Template on CEIOPS-CP 69 11.12.2009  


Consultation Paper on the Draft L2 Advice on Design of the equity risk sub-module 12.00 CET 


3.107.    


3.108.    


3.109.    


3.110.    


Annex A   


A.1.    


A.2.    


A.3.    


A.4.    


A.5.    


A.6.    


A.7.    


Annex B   


B.1.    


B.2.    


B.3.    


B.4.    


B.5.    


B.6.  What is the basis for these requirements?  


B.7.    


B.8.    
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B.9.    


B.10.    


B.11.    


B.12.    


B.13.    


B.14.    


B.15.    


B.16.    


B.17.    


B.18.    


B.19.    


B.20.    


B.21.    


B.22.    


B.23.    


Annex C   


C.1.    


C.2.    


C.3.    


C.4.    


C.5.    
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C.6.    


C.7.    


C.8.    


C.9.    


C.10.    


C.11.    


C.12.    


C.13.    


C.14.    


C.15.    


C.16.    


C.17.    


C.18.    


C.19.    


C.20.    


C.21.    


C.22.    


C.23.    


C.24.    


C.25.    


C.26.    
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C.27.    


C.28.    


C.29.    


C.30.    


C.31.    


C.32.    
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Name of 
Company: 


CRO Forum  


Disclosure of 
comments: 


CEIOPS will make all comments available on its website, except where respondents specifically request 
that their comments remain confidential.  
Please indicate if your comments should be treated as confidential: 


 
Public 


 Please follow the following instructions for filling in the template:  
 Do not change the numbering in the column “reference”. 
 Please fill in your comment in the relevant row. If you have no comment on a paragraph, keep 


the row empty.  
 Our IT tool does not allow processing of comments which do not refer to the specific paragraph 


numbers below.  
o If your comment refers to multiple paragraphs, please insert your comment at the first 


relevant paragraph and mention in your comment to which other paragraphs this also 
applies. 


o If your comment refers to sub bullets/subparagraphs, please indicate this in the 
comment itself.   


Please send the completed template, in Word Format, to secretariat@ceiops.eu. Our IT tool 
does not allow processing of any other formats. 
 
The numbering of the paragraphs refers to Consultation Paper No. 76 (CEIOPS-CP-76/09). 
Part of the advice has already been consulted on and revised following consultation on former CP45. 
CEIOPS does not consult again on following parts of the advice: paragraphs 3.1-3.87 and 3.121-3.160 
in the explanatory text and paragraphs 3.88 to 3.120 and 3.244 to 3.249 in the related advice (blue 
box) as they have already been consulted upon during the consultation on CP45 from July till 
September 2009 
 


 


Reference Comment 
General 
Comment 


76.A Specific lists for simplified methods should not be restricted (Priority: high) 


The possible simplifications that could be used by undertakings should not be restricted to the 
simplifications suggested in this consultation paper. Undertakings should be allowed to use 
simplifications when it is duly justified. 
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76.B Criteria for choosing simplified methods are needed under level 2 (Priority: medium) 


Undertakings should be able to identify which are the most appropriate methods to be used, based on 
the specificities of their risk profile without being restricted by rigid criteria set in Level 2 and with 
relative thresholds being used as a guide for both supervisors and undertakings as to the likely 
suitability of a particular simplified approach. 


In this regard the CRO Forum notes that the advice given on Non-life specifications is helpful as it is 
structured in terms of a description, scope, calculation approach and criteria for application. The same 
approach should be used for the Life specific simplifications. 


In addition, it is appropriate to use the principle of proportionality to determine the appropriateness of 
using simplifications, however, the requirement that a method is proportionate if model error is 
expected to be non-material is potentially onerous. 
 


76.C There is also a need for simplifications regarding Health business? (Priority: medium) 


The need for simplifications for this business should also be considered. 


76.D “Simplifications” should also be considered as appropriate techniques (Priority: 
medium) 


The focus should be on simplifications as opposed to possible approaches. The standards being set by 
CEIOPS should not be too restrictive or difficult to assess elements such as the loss absorbing capacity 
of technical provisions. 


In certain cases a “simplification” may be the appropriate technique to apply to determine the best 
estimate while in other cases the same technique is deemed to be a simplification (e.g. For the 
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quarterly calculation of the risk margin). 


1.    
1.1.    
1.2.    
1.3.    
1.4.    
1.5.    
1.6.    
1.7.    
1.8.    
1.9.    
1.10.    


2.    
2.1.    
2.2.    
2.3.    
2.4.    
2.5.    
2.6.    


3.    
3.1.  NO CONSULTATION ON THIS PARAGRAPH  
3.2.  NO CONSULTATION ON THIS PARAGRAPH  
3.3.  NO CONSULTATION ON THIS PARAGRAPH  
3.4.  NO CONSULTATION ON THIS PARAGRAPH  
3.5.  NO CONSULTATION ON THIS PARAGRAPH  
3.6.  NO CONSULTATION ON THIS PARAGRAPH  
3.7.  NO CONSULTATION ON THIS PARAGRAPH  
3.8.  NO CONSULTATION ON THIS PARAGRAPH  
3.9.  NO CONSULTATION ON THIS PARAGRAPH  
3.10.  NO CONSULTATION ON THIS PARAGRAPH  
3.11.  NO CONSULTATION ON THIS PARAGRAPH  
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3.12.  NO CONSULTATION ON THIS PARAGRAPH  
3.13.  NO CONSULTATION ON THIS PARAGRAPH  
3.14.  NO CONSULTATION ON THIS PARAGRAPH  
3.15.  NO CONSULTATION ON THIS PARAGRAPH  
3.16.  NO CONSULTATION ON THIS PARAGRAPH  
3.17.  NO CONSULTATION ON THIS PARAGRAPH  
3.18.  NO CONSULTATION ON THIS PARAGRAPH  
3.19.  NO CONSULTATION ON THIS PARAGRAPH  
3.20.  NO CONSULTATION ON THIS PARAGRAPH  
3.21.  NO CONSULTATION ON THIS PARAGRAPH  
3.22.  NO CONSULTATION ON THIS PARAGRAPH  
3.23.  NO CONSULTATION ON THIS PARAGRAPH  
3.24.  NO CONSULTATION ON THIS PARAGRAPH  
3.25.  NO CONSULTATION ON THIS PARAGRAPH  
3.26.  NO CONSULTATION ON THIS PARAGRAPH  
3.27.  NO CONSULTATION ON THIS PARAGRAPH  
3.28.  NO CONSULTATION ON THIS PARAGRAPH  
3.29.  NO CONSULTATION ON THIS PARAGRAPH  
3.30.  NO CONSULTATION ON THIS PARAGRAPH  
3.31.  NO CONSULTATION ON THIS PARAGRAPH  
3.32.  NO CONSULTATION ON THIS PARAGRAPH  
3.33.  NO CONSULTATION ON THIS PARAGRAPH  
3.34.  NO CONSULTATION ON THIS PARAGRAPH  
3.35.  NO CONSULTATION ON THIS PARAGRAPH  
3.36.  NO CONSULTATION ON THIS PARAGRAPH  
3.37.  NO CONSULTATION ON THIS PARAGRAPH  
3.38.  NO CONSULTATION ON THIS PARAGRAPH  
3.39.  NO CONSULTATION ON THIS PARAGRAPH  
3.40.  NO CONSULTATION ON THIS PARAGRAPH  
3.41.  NO CONSULTATION ON THIS PARAGRAPH  
3.42.  NO CONSULTATION ON THIS PARAGRAPH  
3.43.  NO CONSULTATION ON THIS PARAGRAPH  
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3.44.  NO CONSULTATION ON THIS PARAGRAPH  
3.45.  NO CONSULTATION ON THIS PARAGRAPH  
3.46.  NO CONSULTATION ON THIS PARAGRAPH  
3.47.  NO CONSULTATION ON THIS PARAGRAPH  
3.48.  NO CONSULTATION ON THIS PARAGRAPH  
3.49.  NO CONSULTATION ON THIS PARAGRAPH  
3.50.  NO CONSULTATION ON THIS PARAGRAPH  
3.51.  NO CONSULTATION ON THIS PARAGRAPH  
3.52.  NO CONSULTATION ON THIS PARAGRAPH  
3.53.  NO CONSULTATION ON THIS PARAGRAPH  
3.54.  NO CONSULTATION ON THIS PARAGRAPH  
3.55.  NO CONSULTATION ON THIS PARAGRAPH  
3.56.  NO CONSULTATION ON THIS PARAGRAPH  
3.57.  NO CONSULTATION ON THIS PARAGRAPH  
3.58.  NO CONSULTATION ON THIS PARAGRAPH  
3.59.  NO CONSULTATION ON THIS PARAGRAPH  
3.60.  NO CONSULTATION ON THIS PARAGRAPH  
3.61.  NO CONSULTATION ON THIS PARAGRAPH  
3.62.  NO CONSULTATION ON THIS PARAGRAPH  
3.63.  NO CONSULTATION ON THIS PARAGRAPH  
3.64.  NO CONSULTATION ON THIS PARAGRAPH  
3.65.  NO CONSULTATION ON THIS PARAGRAPH  
3.66.  NO CONSULTATION ON THIS PARAGRAPH  
3.67.  NO CONSULTATION ON THIS PARAGRAPH  
3.68.  NO CONSULTATION ON THIS PARAGRAPH  
3.69.  NO CONSULTATION ON THIS PARAGRAPH  
3.70.  NO CONSULTATION ON THIS PARAGRAPH  
3.71.  NO CONSULTATION ON THIS PARAGRAPH  
3.72.  NO CONSULTATION ON THIS PARAGRAPH  
3.73.  NO CONSULTATION ON THIS PARAGRAPH  
3.74.  NO CONSULTATION ON THIS PARAGRAPH  
3.75.  NO CONSULTATION ON THIS PARAGRAPH  
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3.76.  NO CONSULTATION ON THIS PARAGRAPH  
3.77.  NO CONSULTATION ON THIS PARAGRAPH  
3.78.  NO CONSULTATION ON THIS PARAGRAPH  
3.79.  NO CONSULTATION ON THIS PARAGRAPH  
3.80.  NO CONSULTATION ON THIS PARAGRAPH  
3.81.  NO CONSULTATION ON THIS PARAGRAPH  
3.82.  NO CONSULTATION ON THIS PARAGRAPH  
3.83.  NO CONSULTATION ON THIS PARAGRAPH  
3.84.  NO CONSULTATION ON THIS PARAGRAPH  
3.85.  NO CONSULTATION ON THIS PARAGRAPH  
3.86.  NO CONSULTATION ON THIS PARAGRAPH  
3.87.  NO CONSULTATION ON THIS PARAGRAPH  
3.88.  NO CONSULTATION ON THIS PARAGRAPH  
3.89.  NO CONSULTATION ON THIS PARAGRAPH  
3.90.  NO CONSULTATION ON THIS PARAGRAPH  
3.91.  NO CONSULTATION ON THIS PARAGRAPH  
3.92.  NO CONSULTATION ON THIS PARAGRAPH  
3.93.  NO CONSULTATION ON THIS PARAGRAPH  
3.94.  NO CONSULTATION ON THIS PARAGRAPH  
3.95.  NO CONSULTATION ON THIS PARAGRAPH  
3.96.  NO CONSULTATION ON THIS PARAGRAPH  
3.97.  NO CONSULTATION ON THIS PARAGRAPH  
3.98.  NO CONSULTATION ON THIS PARAGRAPH  
3.99.  NO CONSULTATION ON THIS PARAGRAPH  
3.100.  NO CONSULTATION ON THIS PARAGRAPH  
3.101.  NO CONSULTATION ON THIS PARAGRAPH  
3.102.  NO CONSULTATION ON THIS PARAGRAPH  
3.103.  NO CONSULTATION ON THIS PARAGRAPH  
3.104.  NO CONSULTATION ON THIS PARAGRAPH  
3.105.  NO CONSULTATION ON THIS PARAGRAPH  
3.106.  NO CONSULTATION ON THIS PARAGRAPH  
3.107.  NO CONSULTATION ON THIS PARAGRAPH  
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3.108.  NO CONSULTATION ON THIS PARAGRAPH  
3.109.  NO CONSULTATION ON THIS PARAGRAPH  
3.110.  NO CONSULTATION ON THIS PARAGRAPH  
3.111.  NO CONSULTATION ON THIS PARAGRAPH  
3.112.  NO CONSULTATION ON THIS PARAGRAPH  
3.113.  NO CONSULTATION ON THIS PARAGRAPH  
3.114.  NO CONSULTATION ON THIS PARAGRAPH  
3.115.  NO CONSULTATION ON THIS PARAGRAPH  
3.116.  NO CONSULTATION ON THIS PARAGRAPH  
3.117.  NO CONSULTATION ON THIS PARAGRAPH  
3.118.  NO CONSULTATION ON THIS PARAGRAPH  
3.119.  NO CONSULTATION ON THIS PARAGRAPH  
3.120.  NO CONSULTATION ON THIS PARAGRAPH  
3.121.  NO CONSULTATION ON THIS PARAGRAPH  
3.122.  NO CONSULTATION ON THIS PARAGRAPH  
3.123.  NO CONSULTATION ON THIS PARAGRAPH  
3.124.  NO CONSULTATION ON THIS PARAGRAPH  
3.125.  NO CONSULTATION ON THIS PARAGRAPH  
3.126.  NO CONSULTATION ON THIS PARAGRAPH  
3.127.  NO CONSULTATION ON THIS PARAGRAPH  
3.128.  NO CONSULTATION ON THIS PARAGRAPH  
3.129.  NO CONSULTATION ON THIS PARAGRAPH  
3.130.  NO CONSULTATION ON THIS PARAGRAPH  
3.131.  NO CONSULTATION ON THIS PARAGRAPH  
3.132.  NO CONSULTATION ON THIS PARAGRAPH  
3.133.  NO CONSULTATION ON THIS PARAGRAPH  
3.134.  NO CONSULTATION ON THIS PARAGRAPH  
3.135.  NO CONSULTATION ON THIS PARAGRAPH  
3.136.  NO CONSULTATION ON THIS PARAGRAPH  
3.137.  NO CONSULTATION ON THIS PARAGRAPH  
3.138.  NO CONSULTATION ON THIS PARAGRAPH  
3.139.  NO CONSULTATION ON THIS PARAGRAPH  
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3.140.  NO CONSULTATION ON THIS PARAGRAPH  
3.141.  NO CONSULTATION ON THIS PARAGRAPH  
3.142.  NO CONSULTATION ON THIS PARAGRAPH  
3.143.  NO CONSULTATION ON THIS PARAGRAPH  
3.144.  NO CONSULTATION ON THIS PARAGRAPH  
3.145.  NO CONSULTATION ON THIS PARAGRAPH  
3.146.  NO CONSULTATION ON THIS PARAGRAPH  
3.147.  NO CONSULTATION ON THIS PARAGRAPH  
3.148.  NO CONSULTATION ON THIS PARAGRAPH  
3.149.  NO CONSULTATION ON THIS PARAGRAPH  
3.150.  NO CONSULTATION ON THIS PARAGRAPH  
3.151.  NO CONSULTATION ON THIS PARAGRAPH  
3.152.  NO CONSULTATION ON THIS PARAGRAPH  
3.153.  NO CONSULTATION ON THIS PARAGRAPH  
3.154.  NO CONSULTATION ON THIS PARAGRAPH  
3.155.  NO CONSULTATION ON THIS PARAGRAPH  
3.156.  NO CONSULTATION ON THIS PARAGRAPH  
3.157.  NO CONSULTATION ON THIS PARAGRAPH  
3.158.  NO CONSULTATION ON THIS PARAGRAPH  
3.159.  NO CONSULTATION ON THIS PARAGRAPH  
3.160.  NO CONSULTATION ON THIS PARAGRAPH  
3.161.    
3.162.    
3.163.  Separate assumptions should not necessarily be required current observed experience and expected 


future changes. 
 
While such consideration should be given to both aspects on proportionality grounds there should not 
be requirement to necessarily have separate assumptions. 
 
We suggest changing the wording to: 
 
When modelling biometric risk factors, undertakings should ensure that 
the best estimate assumptions for biometric risk factors take into account: 
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 the current observed experience which reflects the best estimate of experience on the valuation 
date;  


 the expected change in this experience in the future which reflects the best estimate of the future 
trend. 


3.164.    
3.165.  Not all of these methods should necessarily be seen as simplifications as there will be many 


circumstances where some of these methods will be perfectly acceptable approaches with more 
complex approaches being disproportionate. It should be acknowledged that proportionality is two-
way. Such considerations demonstrate why the criteria for selecting simplifications should be specified 
at level 2 as opposed to specific approaches and formulae. 
 
With regard to the first bullet point, static mortality tables can also allow for future changes in 
biometrical risk factors. A static mortality table should not necessarily be seen as a simplification. 
Specifically with regard to the second bullet point, a dependency structure is part of the theoretical 
evaluation of the mean but in practice it will generally be regarded as unjustified complication (See 
also comment under 3.198). 
 
With regard to the third bullet point, use of cohort data to analyse some biometric risks is generally 
seen as a more sophisticated approach where this can explain material differences for a material risk, 
e.g. longevity assumptions on UK annuity business. It should not be categorised as a simplification.  
 
We recommend rewording as follows: 
 
‘Techniques which in some cases can be seen as simplifications for obtaining biometric risk factors 
include the following’ with the 3rd bullet point being dropped. 
 


 


3.166.  The advice should not restrict what simplifications permitted, but should instead be principles based. It 
should also acknowledge proportionality, i.e. what is a simplification in one instance may be a perfectly 
acceptable approach in another. 
 
The advice should be clear that it does not restrict simplifications to the list provided in 3.165 and that 
these methods are not necessarily simplifications. 
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We recommend changing the wording to: 
 
The above represent possible approaches, which for the avoidance of doubt should not necessarily be 
seen as simplifications. An undertaking’s selection of the appropriate technique should depend on 
materiality and the particular characteristics and materiality of its business. 
 


3.167.  It is important that is a distinction is drawn between when the amount paid on surrender is guaranteed 
and when it is at the discretion of the company. It is only the former that poses a material risk to 
insurers. 
 


 


3.168.  See the comment for 3.167 
 


 


3.169.     
3.170.    
3.171.    
3.172.  Similar to the comments in 3.165 and 3.166, these methods should not necessarily be seen as 


simplifications.  
 
Companies should not be expected or required to use a stochastic process for surrender rates. This is 
not current industry practice let alone a simplification. Furthermore, the best estimate liability should 
be based on point best estimate assumptions for non financial risk with the risk margin capturing the 
uncertainty associated with non-financial assumptions. 
 
See also comment under 3.198. 


 


3.173.    
3.174.  See comments to 3.172. 


 
 


3.175.    
3.176.  See comments to 3.172. 


 
 


3.177.  As described in 3.167, the situation is very different when a company has discretion over the surrender 
value basis.  
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3.178.    
3.179.    
3.180.    
3.181.    
3.182.    
3.183.    
3.184.    
3.185.    
3.186.    
3.187.    
3.188.    
3.189.    
3.190.  The discussion of call vs. put options is incorrect for the reason given in 3.188, i.e. put-call parity. 


We recommend deleting this paragraph.   
 


 


3.191.  This is incorrect for the same reason as 3.190. 
 
Put-call parity means that the results are identical for the assumptions inherent in the closed form 
approach. Management actions that would only be taken in certain scenarios cannot be accurately 
incorporated into a closed form approach as this is a mathematical solution to stochastic differential 
equations that make no allowance for such management actions. Making allowance for management 
actions when using a closed form solution is therefore necessarily approximate whether a put or call 
option is used.  
 
We suggest replacing this paragraph by “It should be recognised that management actions cannot 
usually accurately be allowed for when using closed form approaches. Where management actions are 
material consideration should be given to using a simulation approach or perhaps using a simulation 
approach for representative sample model points and using these to estimate the effect on the closed 
form results for the whole of the business (which is akin to a control variate approach). 
   


 


3.192.  See comments for 3.191 
 


 


3.193.    
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3.194.  The advice should make clear that these are not the only simplifications allowed 
 
We agree that these may be reasonable simplifications, but it should be clarified that these are not the 
only simplifications allowed.  
 
We recommend changing wording to ‘Possible simplifications for calculating the values of investment 
guarantees include: …’ 
 


 


3.195.  It is not that common for insurance contracts to include other options and guarantees that give rise to 
time value as well as intrinsic value. 
 
We recommend amending this section as follows “Life insurance contracts may include other types and 
option and guarantees, which are too varied to be described here.” 
 


 


3.196.    
3.197.    
3.198.  Only options and guarantees giving rise to optionality should be considered and these should be 


considered here, i.e. where there is time value as well as intrinsic value. 
 
Guaranteeing an expense or mortality charge does not give rise to optionality and is no different to the 
position on non profit business.   
 
In such circumstances the Framework Directive requires the best estimate to correspond to the 
probability weighted future cash flows with the risk margin taking account of the future uncertainty 
relating to the non-financial assumptions.   


 


3.199.  See comments for 3.198. It is essential that proportionality is applied here. Also, it should be noted 
that in practice there is seldom data available to calibrate a non financial stochastic process.  
 


 


3.200.  See comments for 3.198.  
 


 


3.201.  The intrinsic value will already have been captured in the best estimate liability. Double counting 
should be avoided. Time value will only exist if there is an asymmetric distribution, i.e. the option is 
valuable in some scenarios and worthless in others (i.e. has a floor of zero). 
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3.202.    
3.203.    
3.204.    
3.205.  The advice should make clear that these are not the only simplifications allowed 


 
We agree that these may be reasonable simplifications, but it should be clarified that these are not the 
only simplifications allowed.  For example, a better simplification to assuming constant crediting rates 
based on past crediting rates might be to derive one consistent with the risk-free curve. 
 
We recommend changing the wording to ‘Possible simplifications for the distribution calculating the 
values of investment guarantees include: …’ 
 


 


3.206.    
3.207.    
3.208.    
3.209.    
3.210.    
3.211.    
3.212.    
3.213.    
3.214.    
3.215.    
3.216.    
3.217.    
3.218.    
3.219.    
3.220.    
3.221.    
3.222.  Is this simplification referring to formula estimation?  Would reliance on claims handlers’ case 


estimates be considered more or less “simplified”?  
 


3.223.  The formula does not allow for the risk that the unsettled claims arising from a particular accident year 
may be more likely to settle for a higher cost (for instance because the settlement delay indicates a 
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lengthy legal process, resulting in a higher settlement).   
3.224.  CEIOPS States that “this method is an allowable simplification when the size of claims incurred in a 


year has a little variance, or the number of claims incurred in a year is big enough to allow the average 
cost to be representative” 
 
In our opinion these thresholds should be based on the assessment made by the undertaking and 
should be laid down in a policy document accompanying the appropriateness of methodology used 
(Pillar II). 
 
This simplification method seems not appropriate in situations, where only few development years or 
occurrence years respectively are available. Especially in these cases it is probable, that the claims 
which are still open are the more complex ones with higher average of expected ultimate loss.  


Especially for reinsurance business, this simplification is not applicable, as the necessary data is not 
available.  


Further comments regarding CEIOPS’ questions concerning simplifications see also para. 3.252/ 3.253.  
 


 


3.225.    
3.226.  This “simplification” is currently standard practice, with allowance for IBNER (as described in the 4th 


bullet of 3.228).  What would constitute a non-simplified method for calculating an outstanding claims 
reserve? 


 


3.227.    
3.228.    
3.229.  CEIOPS states that “this method is an allowable simplification in the case of small portfolios where the 


undertaking has sufficient information, but the number of claims is too small to test patterns of 
regularity” 
 
In our opinion these thresholds should be based on the assessment made by the undertaking and 
should be laid down in a policy document accompanying the appropriateness of methodology used 
(Pillar II). 


 


3.230.  “…use extensively adequate expert opinion and judgement”.  Expert opinion and judgement on claims 
in most businesses would come from claims handlers, who would have already incorporated this 
opinion and judgement into their case estimates.  
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3.231.  This simplified method seems reasonable.  A more sophisticated might be the chain ladder technique.   
3.232.    
3.233.    
3.234.    
3.235.  This simplified method seems reasonable.  A more sophisticated might be the chain ladder technique.   
3.236.    
3.237.    
3.238.    
3.239.    
3.240.    
3.241.  This method should also allow for the expected profit margin on the business, based on any technical 


pricing work performed or the business plan. 
 


3.242.  Reported acquisition expenses should be deducted from the proxy of the best estimate premium 
provision, because the part of the unearned premium corresponding to theses expenses is used to 
acquire the contracts, and not to pay claims.  
 
Consequently the reported acquisition expenses should be valued to zero in the asset sheet. 
 


 


3.243.    
3.244.  NO CONSULTATION ON THIS PARAGRAPH  
3.245.  NO CONSULTATION ON THIS PARAGRAPH  
3.246.  NO CONSULTATION ON THIS PARAGRAPH  
3.247.  NO CONSULTATION ON THIS PARAGRAPH  
3.248.  NO CONSULTATION ON THIS PARAGRAPH  
3.249.  NO CONSULTATION ON THIS PARAGRAPH  
3.250.  It is not clear whether CEIOPS intends to specify particular simplified methods and their specific 


formulae at level 2. Only criteria should be presented within level 2. There should be no exhaustive list 
of possible simplifications. Furthermore in the one case a technique is considered to be a simplification 
while in another the technique is the standard. 
 


 


3.251.  A flexible approach is needed as the circumstances of individual companies will vary. Detailed 
simplifications should be specified at level 3 not 2.  
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What is an appropriate simplification for one company might be disproportionately complex for another 
company. Indeed, some of “simplifications” included in the paper are more sophisticated and complex 
than the approaches currently used by the industry. Examples include the surrender option and other 
options and guarantees. 
 
Simplifications are also relevant for: 


- use of deterministic valuation techniques, when it can be demonstrated that there are no, or 
immaterial, asymmetries in cash flows around a best estimate economic scenario; 


- allowance for management and policyholder actions, in addition to those covered under the 
topics in 3.250 


Simplifications may be necessary for each of the areas listed in 3.250. 


Criteria to allow for simplifications in each area include: 


- materiality of impact on technical provisions; 


- availability and credibility of data that would be required  for a more complex approach;   


- cost and practicality of implementing a more complex approach; 


- understanding and communication of the valuation technique used.   
 
 


3.252.  The distinction between outstanding claims provisions and IBNR provisions (which means to separate 
IBNeR and IBNyR provisions) is not made in the standard formula. The split seems (a) to be difficult to 
apply especially for reinsurers at least for proportional business the data available are not based on 
single loss information and (b) not compulsory.  


Therefore we suggest, that simplifications are also allowed, which estimate both, the outstanding 
claims provisions as well as (pure) IBNyR provision as a whole, e.g. the initial expected loss ratio 
method.  
Especially regarding the numeric example in Annex A for calculation the IBNR provisions seems to be 
as complex as the projection on claims count triangles and loss severity, which could be seen as 
deterministic approach under the former CP 39. Additionally, this simplification method seems not 
appropriate in situations, where only few development years or occurrence years respectively are 
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available. 
3.253.  A flexible approach is needed as the circumstances of individual companies will vary.  


Ad 3.: 


External thresholds should not be established on level 2. 


The actuarial function should decide, if “best practice Standards”, which are widely accepted in the 
industry, are to be applied or if simplified methods should be used. The (highly qualified) actuarial 
function should be able to express his opinion, based on professional judgement.  


Ad 4: 


The simplified methods described in this paper are more applicable for primary insurers, where single 
loss information including claims numbers is available for almost all portfolios (exceptions could be pool 
business, coinsurance). For reinsurers, claims count are often not available, especially for proportional 
business.  


Therefore it should be stated clearly, that the simplifications described here are a non-exhaustive 
enumeration, i.e. the same general principle as stated in para. 3.362 regarding the risk margin should 
be applied here.  


 


3.254.    
3.255.    
3.256.    
3.257.    
3.258.    
3.259.    
3.260.    
3.261.    
3.262.  What about operational risk?  
3.263.    
3.264.  The CRO Forum agrees that the calculation of the risk margin according to what CEIOPS calls “the 


general approach” is unnecessarily complex and time-consuming. The CRO Forum is the opinion that 
the default method used should be simplified. Based on the risk profile a company is always able to 
determine the risk margin by means of an internal formula. 
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The benefits of using an approach that requires the projection of future SCRs is highly questionably, 
especially as the risk margin is a proxy to an unknown value (as market prices do not exist) and that a 
common, subjectively set, cost of capital rate is used for all companies, which introduces a significant 
element of approximation. 
 
We are glad that CEIOPS has acknowledged the complexity of projecting the SCRs in future periods.  A 
key reason for this is the requirement for “simulations on simulations”, where the number of 
simulations grows exponentially with the settlement period of the liabilities. 
 


3.265.    
3.266.    
3.267.    
3.268.    
3.269.  The requirement to calculate unavoidable market risk in the risk margin could result in excessive 


complexity 
 
Conceptually, unavoidable market risk should be included in the risk margin to the extent that it is 
non-hedgeable. However, this will require undertakings to carry out disproportionally complex 
calculations even though it is expected that in most cases unavoidable market risk will be residual.  
 
Therefore, we believe that unavoidable market risk should not be explicitly allowed for in Pillar 1. Only 
when circumstances are different from “normal” for example major parts of the markets becomes 
inactive and hedge opportunities disappear, it could be advised to include the unavoidable market risk 
within the risk margin. 
 


 


3.270.    
3.271.  What is the methodology that CEIOPS has in mind for carrying out a full projection of SCRs?  
3.272.    
3.273.    
3.274.    
3.275.    
3.276.    
3.277.    
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3.278.    
3.279.    
3.280.    
3.281.    
3.282.    
3.283.    
3.284.    
3.285.    
3.286.    
3.287.    
3.288.  The proportional approach should be declared the default method for the calculation of the risk margin. 


 
The CRO Forum acknowledges that CEIOPS accepts the difficulties associated with projecting future 
SCR values as being too burdensome so that “a clear priority should be given” to the proportional 
approach and the duration approach.  
 
One might question the appropriateness of the cost of capital approach when the majority of insurers 
would need to use gross simplifications in order to apply it.  Practicality seems to have been an 
afterthought in CEIOPS’ adoption of this approach. 


 


3.289.  We welcome CEIOPS’ acknowledgement that ratio of best estimate to risk margin may be applied for 
alternate quarterly reserve reviews. 


 


3.290.    
3.291.  Proportionality in respect of the risk margin should apply to all companies and not just those using the 


standard formula.  
 
This paragraph can be read as proportionality not applying for companies with internal / partial models. 
If this is CEIOPS intention then the CRO Forum is not supporting this. The calculation of the SCR by 
means of an internal formula should not automatically imply that the risk margin is also calculated 
using the internal formula. 
 
In the context of the calculation of risk margins, the use of simplifications are equally, if not more, 
relevant for those cases where the SCR is assessed with internal models.  The use of internal models 
for capital requirements should not be discouraged or inhibited by any inflexibility in the use of 
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appropriate simplifications for the calculation of technical provisions. 
 


3.292.    
3.293.    
3.294.    
3.295.    
3.296.    
3.297.    
3.298.    
3.299.    
3.300.    
3.301.  In practice most of these conditions required for being able to use simplifications for the overall SCR 


for each future year, will be impossible to be met and should therefore be removed 
 Regarding underwriting risk, we believe that the composition of the sub-risks will unavoidably 


evolve through time, according to the portfolio features and future maturities, lapses and mortality.  
 We also believe that it will be impossible for undertakings to ensure that the average credit 


standing of reinsurers and SPVs will remain the same over the years. 
 The requirement to calculate unavoidable market risk in the risk margin could result in excessive 


complexity. 
 Regarding the proportion of reinsurers’ and SPVs’ share of the obligations, it could be considered as 


an assumption which holds by default rather than an assumption to be validated by undertakings. 
Indeed, it will be impossible for undertakings to know in advance how the undertaking’s 
reinsurance programme will evolve.  


 Finally, it is also questionable how undertakings will be able to prove that the loss absorbing 
capacity of the technical provisions in relation to the net best estimate will remain the same. 


Hence, these conditions should be ignored. 
 


 


3.302.    
3.303.     
3.304.    
3.305.    
3.306.    
3.307.    
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3.308.    
3.309.    
3.310.    
3.311.    
3.312.    
3.313.    
3.314.    
3.315.  See comment to 3.301 


 
 


3.316.    
3.317.    
3.318.    
3.319.    
3.320.    
3.321.  See comment to 3.301 


 
 


3.322.    
3.323.    
3.324.    
3.325.    
3.326.    
3.327.    
3.328.    
3.329.    
3.330.    
3.331.    
3.332.    
3.333.    
3.334.    
3.335.    
3.336.    
3.337.    
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3.338.    
3.339.    
3.340.    
3.341.    
3.342.    
3.343.    
3.344.    
3.345.    
3.346.    
3.347.    
3.348.    
3.349.    
3.350.    
3.351.    
3.352.    
3.353.    
3.354.    
3.355.    
3.356.    
3.357.    
3.358.    
3.359.    
3.360.    
3.361.    
3.362.    
3.363.  The statement here that the risk margin should be “as accurate as possible” conflicts with the general 


statement in 3.362 and the general requirements of Solvency for proportionality relative to the nature, 
scale and complexity of the risks. 
 
Using more complex methods will not necessarily achieve greater accuracy. The risk margin is a proxy 
for the amount needing to be added to the best estimate liability to be consistent with market prices. 
As the relevant market prices do not exist (otherwise they would be used directly) there is no correct 
answer with which to assess the accuracy of different methods. Furthermore, if such market prices did 
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exist they would most likely show that different cost of capital rates would be needed for differently 
rated companies, whereas Solvency II requires a common rate to be used by all companies. The risk 
margin is therefore necessarily an approximate proxy. Requiring very complex and burdensome 
methods will not increase accuracy and as such fails the proportionality principle. 
 
This states that if an undertaking is able to carry out a full projection of all future SCRs – for all or 
some lines of business – it would be expected to do so.   
This requires clarification in the context of the general principle of proportionality and the hierarchy of 
methods in 3.366.   An undertaking may be able to carry out a full projection of SCRS for a line of 
business, but at excessive cost and with no material improvement in reliability of the result.  In 
general, use of a proportional or duration method (hierarchy levels 3 & 4) should be considered 
appropriate for all lines of business. 


3.364.    
3.365.    
3.366.    
3.367.    
3.368.  The fifth level in the hierarchy (to approximate the risk margin by calculating it as a percentage of the 


best estimate) is relevant for immaterial lines of business.  Calibration of percentages could be made 
by reference to more accurate risk margin calculations for material lines of business. 


 


3.369.  The CRO Forum believe that simplifications for the overall SCR for each future year (i.e. using the level 
3 or proportional approach) are appropriate for most major lines of life business. 
In many cases, proportionality of future SCRs to the best estimate technical provisions is an 
appropriate assumption.  However the advice should be generalised to require consideration of the 
most appropriate driver for projecting future SCRs for each line of business.  For example, for 
protection business the driver may be capital at risk. 


 


3.370.    
3.371.    
3.372.    
3.373.    
3.374.    
3.375.    
3.376.    
3.377.    
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3.378.    
3.379.    
3.380.    
3.381.    
3.382.    
3.383.    
3.384.    
3.385.    
3.386.    
3.387.    
3.388.    
3.389.    
3.390.    
3.391.    
3.392.    
3.393.    
3.394.    
3.395.    
3.396.    
3.397.    
3.398.    
3.399.  As stated above (3.377) more guidance is required as to how to recognise the time difference between 


direct payments and recoveries. 
 


3.400.    
3.401.    
3.402.    
3.403.    
3.404.    
3.405.    
3.406.    
3.407.    
3.408.    
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3.409.    
3.410.    
3.411.    
3.412.    
3.413.    
3.414.    
3.415.    
3.416.    
3.417.    
3.418.    
3.419.    
3.420.    
3.421.    
3.422.    
3.423.    
3.424.    
3.425.    
3.426.    
3.427.    
3.428.    
3.429.    
3.430.    
3.431.    
3.432.    
3.433.    
3.434.    
3.435.    
3.436.    
3.437.    
3.438.    
3.439.    
3.440.    
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3.441.    
3.442.    
3.443.    
3.444.    
3.445.    
3.446.    
3.447.    
3.448.    
3.449.    
3.450.    
3.451.    
3.452.    
Annex A   


A.1.   
A.2.   
A.3.   
A.4.   
A.5.   
A.6.   
A.7.   
A.8.   


Annex B   
B.1.   
B.2.   
B.3.   
B.4.   
B.5.   
B.6.   
B.7.   
B.8.   
B.9.   
B.10.   
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B.11.   
Annex C   


C.1.   
C.2.   
C.3.   
C.4.   
C.5.   
C.6.   


Annex D   
D.1.   
D.2.   
D.3.   
D.4.   
D.5.   
D.6.   
D.7.   
D.8.   


Annex E   
E.1.   
E.2.   
E.3.   
E.4.   
E.5.   
E.6.   
E.7.   
E.8.   
E.9.   
E.10.   
E.11.   
E.12.   
E.13.   
E.14.   
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E.15.   
E.16.   
E.17.   
E.18.   
E.19.   
E.20.   
E.21.   
E.22.   
E.23.   
E.24.   
E.25.   


Annex F   
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66.A The CRO Forum strongly supports the concept of “Group wide risk management” 
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The concept of Centralized Risk Management has been taken as the most advanced and strongest 
approach to risk management a company can take.  As already expressed in our letter addressed to 
CEIOPS on the 28th September, the CRO Forum strongly supports the concept of effective “Group Wide 
Risk Management” as defined within this consultation paper, which is considered by most large 
European groups to be the most effective way of organising their risk management structure. It 
provides an appropriate balance between local expertise and knowledge on one hand and central 
control and oversight on the other. 


Most large European Groups have, by structure, a high level of delegated autonomy for governance, 
risk management, business processes and IT-system infrastructure at their business units. Therefore 
such insurers are unlikely to favor/ adopt a centralised risk management approach at group level.  


66.B “Centralized Risk Management” sets far reaching standards for a Group to comply 
with in order to benefit from the full Group Supervision regime (priority: high) 


Our understanding is that the benefits of “centralized risk management” is the requirement for 
supervisors to strengthen cooperation, provide a more transparent decision making process, define a 
procedure for supervisory decision making within the college of supervisors and reinforce the role of 
the Group Supervisor for the specific cases of capital add-on and breach of SCR/ MCR. 


We are therefore concerned that the concept of “Centralized Risk Management” sets new and far 
reaching standards for a Group to comply with in order to benefit from the full Group Supervision 
regime.  This pressure may in fact weaken a company’s risk management if so adopted as group wide 
risk management needs to be defined in order to fit the structure of the organization.  


Indeed, Solvency 2 already provides an enhanced framework for Group supervision with (i) incentive 
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for supervisors to cooperate, (ii) improved effectiveness and reduced burden for the supervision of 
Groups. All these features are covered in Chapter III of the SII directive, “Measures to facilitate group 
supervision” (Article 250). The principles for effective Group supervision, of which transparency and 
consistency are key in the case of capital add-ons, should be consistently reflected and applied for all 
groups irrespective of the group risk management framework adopted.  


66.C Criteria of “centralized risk management” are very restrictive and compliance with all 
proposed aspects only likely to be possible for non-material subsidiaries (priority: medium) 


The criteria for centralised risk management are so restrictive that it may only be possible for non-
material subsidiaries. The restrictive criteria seem to be coupled with a lot of discretion from 
supervisors (as proposed in paragraphs 3.9 and 3.10 of the advice); this will create even greater 
uncertainty on how centralised risk management will be applied. 


However, at an individual entity level, we recognize that this concept may facilitate the Risk 
Management organisation for non-material sub-subsidiaries, for instance the internal outsourcing/ 
transfers of the risk management function to the parent undertaking. 


Finally, for groups deciding to apply, we suggest that "centralised risk management" should be applied 
in a flexible manner to develop the benefits of "group wide risk management" and allow groups (or part 
of groups) to implement some but not all requirements of "centralised risk management" from the 
beginning. Specifically, the requirements should address a common set of tasks, methodologies and 
processes (listed in order of priority) to be implemented and reinforced centrally for the entire Group 
(or a part of) to obtain the benefits of full group supervision.  


1.    


1.1.    
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1.2.    


1.3.    


1.4.    


1.5.    


1.6.    


1.7.    


1.8.    


1.9.    


1.10.    


2.    


2.1.    


2.2.    


2.3.    


2.4.    


2.5.    


2.6.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    
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3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.    


3.11.    


3.12.    


3.13.    


3.14.    


3.15.    


3.16.    


3.17.    


3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    
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3.26.    


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    


3.33.    


3.34.    


3.35.    


3.36.    


3.37.    


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.  This comment applies from §3.44 to 3.61 


The CRO Forum strongly supports the concept of effective “Group Wide Risk Management” as defined 
within this consultation paper, which is considered by most large European groups to be the most 
effective way of organising their risk management structure. It provides an optimum balance between 
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local expertise and knowledge on one hand and central control and oversight on the other. 


 


3.45.  .This requirement of “having processes uniformly implemented within the whole group” may be too 
stringent, given varying regulatory requirements (eg. EEA vs non-EEA entities) or the size of the 
entities covered (processes should be proportionate to the scale and nature of risks managed by that 
entity). We suggest removing the adjective ‘uniformly’. 


 


 


3.46.    


3.47.    


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.    


3.56.  We feel that the avoidance of even temporary interruptions of business processes is too restrictive and 
propose to replace this requirement by the formulation propose that “. . . business processes are 
not interrupted in a material manner in case of . . .” 


 


3.57.    


3.58.    


3.59.    
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3.60.  “the consideration and treatment of group specific risks has to be accounted for by the group actuarial 
function” 


We would propose to make this a responsibility of the group risk management function. This is in line 
with the Directive, which makes risk management responsible for the design and implementation of the 
internal model. 


 


 


3.61.  We definitely agree that Management of Liquidity is a major requirement for an effective “Group Wide 
risk Management”. However, we note that the final advice on CP33 states clearly that Liquidity 
management is one of the areas to be covered by the risk-management system, among which 
underwriting and reserving, ALM, Investments with focus on commitments and derivatives, liquidity 
and concentration risk management, operational risk management and reinsurance and other risk 
management techniques. So this §3.61 should be re-included in §3.50 on the Risk Management 
Function.  


 


3.62.    


3.63.    


3.64.    


3.65.    


3.66.    


3.67.    


3.68.    


3.69.    


3.70.    


3.71.    


3.72.    
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3.73.    


3.74.    


3.75.    


3.76.    


3.77.    


3.78.    


3.79.    


3.80.  This comment applies from §3.80 to 3.95 


We understand the rationale to define these very restrictive criteria, as it relies on the concept that risk 
management processes and internal control mechanisms of the parent undertaking cover the 
subsidiary. 
We believe that only few groups can currently be recognized to have “Centralized Risk Management” 
implemented entirely. This concept may currently only apply for part of non-significant subsidiaries: 
- Groups that have by structure high level of delegated autonomy for governance, risk management, 
business processes and IT-system infrastructure to business units are very unlikely to be allowed to 
adopt a centralised risk management approach. 
- Potential eligible operating subsidiaries of a Group, particularly if they are likely to be material to the 
local market, may find the college of supervisors more reluctant to operate effectively (ORSA not 
conducted by local teams, no specific SFCR), potentially resulting in delays in the supervisory approval 
process of the group and its subsidiaries’ applications. 


 


 


3.81.    


3.82.  In line with our proposal to allow for a flexible application of the requirements for “Centralised risk 
management” that there should be an allowance for transitional arrangements, eg in case of 
acquisitions or mergers. This can be reflected by adding “The Group supervisor may define 
transitional arrangements in case of acquisitions.” 
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3.83.    


3.84.    


3.85.    


3.86.    


3.87.    


3.88.  We suggest to explicitly mention that Groups with “centralised risk management” have according to L1 
234 the option to provide a single SFCR covering all solo entities. This can be reflected by adding the 
sentence “The ultimate parent undertaking may prepare a single SFCR for the group and its 
subsidiaries.” 


 


3.89.    


3.90.    


3.91.    


3.92.    


3.93.    


3.94.    


3.95.  We propose to enhance clarity regarding the management of liquidity: “The framework has to provide 
for clear procedures in case of stressed liquidity situations on the level of the subsidiary.” 


 


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    
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3.102.    


3.103.    


3.104.    


3.105.    


3.106.    


3.107.  This comment applies from §3.107 to 3.115 


In terms of organization, the CP suggests that Centralized risk management can either be achieved by 
internal outsourcing (we suggest to use the wording internal outsourcing instead of only outsourcing as 
currently written in the CP) or by group arrangements.  


For internal outsourcing, as written in the final advice on System of Governance (previous CP33),  
some of the requirements may be applied more flexibly than for standard outsourcing. In 
particular the written agreement could assume the form of a service level agreement. 


The scope of group arrangement is quite unclear and seems to cover only the so-called Dominant 
agreement that exists in Germany. Such agreement could not/ very hardly be transposed in any other 
jurisdictions. We propose not to mention one very specific mechanism as an example and instead keep 
it rather open as the intention of what should be achieved gets quite clear. 


 


 


3.108.    


3.109.    


3.110.    


3.111.    


3.112.    


3.113.    


3.114.    
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3.115.    


3.116.    


3.117.    


3.118.    


3.119.    


3.120.    


3.121.    


3.122.    


3.123.    


3.124.    


3.125.    


3.126.    


3.127.    


3.128.    


3.129.    


3.130.  We propose to eliminate the reference to the need of identifying any possible sources of systemic risk. 
On the one hand side there is no agreement on how systemic risk for insurers can and should be 
defined. And on the other hand, the lack of clear definition bears the risk of having a multitude of 
definitions being applied by Group supervisors creating the potential to jeopardise the idea of a level 
playing field. 


 


3.131.    


3.132.    


3.133.    
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3.134.    


3.135.  We propose that the summary of applications mentioned should be sent to the lead supervisor in 
charge for coordinating the College of Supervisors. Thus 3.125 should be extended in the following 
way: “Nevertheless CEIOPS expects the parent undertaking to submit a comprehensive overview of all 
applications of the undertakings it chooses to subject under regulations of article 236 and 238 to the 
Group supervisor.” 


 


3.136.  In case of diverging views among the college after the 3 months period, it should be precised that 
CEIOPS has a role to play and in last resort the Group supervisor has the final say (cf. Annex 2). 


 


3.137.    


3.138.    


3.139.    


3.140.    


Annex 1   


Annex 2 We propose to add an arrow from “Application according to article 234(d) by parent undertaking” to 
“Group supervisor” which should be labelled “Summary of applications”. 
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71.A Premium and Reserve Risk – selections seem to have additional layers of prudence 
and the results differ significantly to our studies (priority: very high) 


Public 
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In comparison to QIS4, CEIOPS proposes to increase all volatility factors for the individual lines of 
premium and reserving risk. The CRO Forum believes this is wholly inappropriate. The CRO Forum 
QIS4 Benchmarking Study (October 2008) indicates that already the QIS4 calibration is conservative 
compared to internal model.  


Although we acknowledge that a considerable amount of judgement has to be present when selecting 
the factors it seems that the argumentation in general leads to higher factors than supported by the 
majority of the analysis.  


We feel that this over-prudence is also exhibited in the fact that too much weight has been given to 
outcomes of inappropriate methods for: 


 Premium Risk - From the methods to assess premium risk method 2 seems to be most suited for 
the purpose at hand, i.e. the calibration of an industry-wide volatility factor. Consequently, this 
method should receive a rather high weight when determining the factors. However, this principle 
seems to be violated in most lines of business. The basic assumptions behind methods 3 (industry-
wide expected loss ratio) and 4 (industry-wide variance of the loss being proportional to the square 
of the earned premium) lead to an exaggeration of loss volatility.; and 


 Reserve Risk - The results from method 1 will be heavily influenced by companies posting large 
reserves, i.e. especially reinsurers, making this method less suited for the calibration of industry-
wide volatility factors. From the methods to assess reserve risk method 4 seems to be most suited 
for the purpose at hand, i.e. the calibration of an industry-wide volatility factor. Consequently, this 
method should receive a rather high weight when determining the factors. However, this principle 
seems to be violated in most lines of business. The simple average used in method 6 will put more 
weight on small undertakings which will in general show a larger variability in claims and thus this 
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method will lead to an overestimation of loss volatility. 


In summary, our impression is that additional layers of conservatism are present in the selection of the 
factors, due to the limited data and also due to outcomes of several unstable methods. 


71.B Premium and Reserve Risk – data supporting the analysis has limitations (priority: 
very high) 


The analysis carried out has the following limitations: 


 Lack of geographic diversification of data, as data is limited to a small number of markets: In some 
cases the database is restricted to a small number of markets and thus not sufficient to calibrate 
EEA-wide factors. In particular UK is a very volatile market. 


 Historical data has not been adjusted for changes in reinsurance structure over time:  The majority 
of the analysis for premium risk was carried out using data net of reinsurance (§3.41). Changing 
reinsurance structures over time may create extra volatility in a time series. This aspect should be 
further studied. The CRO Forum is in favor of using gross data to estimate gross volatility and to 
approximate net volatility by taking account of the individual actual reinsurance structure. Ideas 
how this can be achieved for NP reinsurance have been presented to CEIOPS by a working group 
consisting of representatives from Munich Re, Swiss Re and Hannover Re. 


 There is a potential double count with CAT risk: There is no indication that the data series have 
been adjusted for CAT risks. We believe this means there is double counting of losses which should 
be included in the cat risk module. 
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 The data used is not based on best estimate data: The valuation principles underlying the analysis 
are not based on best estimate data and hence not economic. Thus, for instance, the reserving 
policy of the various companies will lead to additional noise in the data which makes the results less 
reliable. 


 Data for non-proportional reinsurance is too limited:  In the case of non-proportional reinsurance 
the data basis is not sufficient to draw meaningful conclusions. This holds true for the analysis on 
premium as well as on reserving risk. The CRO Forum believes the high volatilities observed by 
CEIOPS indicate that the data included a significant amount of CAT losses. We would be happy to 
further contribute to an enhancement of the standard formula regarding non-proportional 
reinsurance. We also encourage the use of (partial) internal models for non-proportional 
reinsurance. 


71.C We encourage CEIOPS to wait until the CAT Task Force has completed its work 
(priority: high) 


We note that the data basis is too small for a calibration of Europe-wide factors as it is constrained to a 
single market (UK in case of analysis 1, Germany in case of analysis 2).  


As a result, we encourage CEIOPS to wait until the CAT Task Force has completed its work which will 
provide insight into more markets and to consider the results of this working in the calibration of the 
factors.  


As minimum requirement we consider it necessary to adopt a factor approach with factors tailored on 
each country 
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After the final calibration of the CAT risk module for QIS5 has been accomplished, CEIOPS should 
reconsider the calibration of the base premium and reserve risk module to avoid double counting of 
losses. 


71.D A Correlation of 50% between premium risk and reserve risk should be justified 
(priority: high) 


We think that a general 50% correlation between premium and reserve risk should be justified. This 
correlation percentage has been used since QIS2 but has not been justified. QIS2 / QIS3 / QIS4 is not 
a justification for applying this correlation factor. 


71.E The correlation of 25% between CAT risk and premium & reserve risk needs to be 
reconsidered as there is potential double counting (priority: high) 


Compared to previous calibrations the correlation between CAT and pricing / reserving risk is now 0,25 
instead of 0 which we think is too prudent especially when taking the issue of double-counting of CAT-
events into account due to data reasons (cf. above and also our response to CP74). 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


1.5.    


1.6.    
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2.    


2.1.    


2.2.    


2.3.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.  We appreciate that this methodology simplifies a rather complex matter. However we think that using 
a proxy on a European level is a too rough level of aggregated calibration and therefore too 
conservative.  


We suggest to test alternative calibrations for different markets in QIS5. 


 


3.11.    


3.12.    


3.13.    


3.14.    
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3.15.  Due to the issue mentioned in 3.14 very small companies should use undertaking-specific parameters.  


3.16.    


3.17.    


3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    


3.33.    


3.34.    


3.35.    
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3.36.  Most companies will include inflation assumptions in their pricing and reserving approach. Thus, as risk 
is measured over a one year time horizon also the risk of the change in inflation assumptions should be 
measured over one year. We take this risk to be rather small compared to the other risks. 


 


3.37.    


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.    


3.46.    


3.47.    


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.  In our view the formula should read: “... (∑UC,Y,lob) / (∑VC,Y,lob) ...” instead of “... ∑(UC,Y,lob / VC,Y,lob) ...” .  
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3.56.    


3.57.    


3.58.    


3.59.    
3.60.  In order to calculate premium risk from a 1-year risk approach based on historical reported loss-ratio’s, 


the historical ratio’s first need to be adjusted to reflect rate changes.  Certainly for markets where 
there is a price cycle (eg UK Motor market loss-ratio can change up to 30bp between the top and the 
bottom of the cycle) the loss-ratio’s before or after rate adjusting have a different behaviour. 
International studies (AONBenfield Risk analysis) have concluded that in the US market, 50% of the 
observed CoV is implied by the rate cycle. 


The rate-adjusted loss-ratio’s therefore provide a better basis for historical analysis as suggested in 
method 2.  In order to introduce the 1-year risk approach not only from a loss-perspective but also 
from a premium perspective, a 1-year rate adjustment could be introduced in order to obtain realistic 
1-year movements. 


 


3.61.    


3.62.    


3.63.    


3.64.    


3.65.    


3.66.    


3.67.    


3.68.    


3.69.    


3.70.    
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3.71.    


3.72.    


3.73.    


3.74.    


3.75.    


3.76.    


3.77.    


3.78.    


3.79.    


3.80.    


3.81.    


3.82.    


3.83.    


3.84.    


3.85.    


3.86.    


3.87.    


3.88.    


3.89.    


3.90.    


3.91.    
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3.92.    


3.93.    


3.94.    


3.95.    


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    


3.102.  Various arguments are always given why the calculations provide results which are probably too 
optimistic (because certain effects that would increase risk where not measured).  Arguments why 
these calculated results are probably too conservative are never given.  It seems that the effect of 
identifying unmodelled risk drivers (e.g. inflation – however, cf. our comments to 3.36) has caused 
CEIOPS to be overly conservative.  


One suggestion could be that in a new (QIS5) study all risk drivers are modelled and proper data is 
used (filtered from outliers) for one LOB for which the available data is optimal and that the results are 
compared with the results calculated in this study.  This would give insight in the probably unnecessary 
prudence which is used in this study. The CRO Forum would be happy to support CEIOPS in this 
respect. 


 


3.103.    


3.104.    


3.105.    


3.106.    
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3.107.    


3.108.    


3.109.    


3.110.    


3.111.    


3.112.    


3.113.    


3.114.    


3.115.    


3.116.    


3.117.    


3.118.    


3.119.    


3.120.    


3.121.    


3.122.    


3.123.    


3.124.    


3.125.    


3.126.    


3.127.    
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3.128.    


3.129.    


3.130.    


3.131.    


3.132.    


3.133.    


3.134.    


3.135.    


3.136.    


3.137.    


3.138.  We do understand the comment to imply that the factor selected is not calibrated towards a one year 
time horizon as required by the FD but towards a longer time horizon. We encourage CEIOPS to 
reconsider the factor with a view towards a one year time horizon. 


For long term business where most claims are reported with a significant time lag, the information 
available at the end of the 12 months is not much.  Therefore these lines will probably have a required 
capital which is relatively low.  This will be countered with the MVM which will be comparably high for 
these lines.  It is therefore correct that results from TPL show a lower calculated premium risk factor 
then one would assume in an ultimate view but this is due to 1-year risk approach underlying Solvency 
II. 


 


3.139.    


3.140.    


3.141.    


3.142.    


3.143.    
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3.144.    


3.145.    


3.146.    


3.147.    


3.148.    


3.149.    


3.150.    


3.151.    


3.152.    


3.153.    


3.154.    


3.155.    


3.156.    


3.157.    


3.158.    


3.159.    


3.160.    


3.161.    


3.162.    


3.163.    


3.164.  According to our reading the factor from QIS4 is 15.5% and from Method 2 just 2%. We do not see 
how these results justify a selection of 20%. 
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3.165.    


3.166.  In our view the sample size is too small to draw meaningful conclusions.  


3.167.    


3.168.    


3.169.    


3.170.  In our view the sample size is too small to draw meaningful conclusions.  


3.171.    


3.172.    


3.173.    


3.174.    


3.175.    


3.176.    


3.177.  In our view the sample size is too small to draw meaningful conclusions.  


3.178.    


3.179.    


3.180.    


3.181.    


3.182.    


3.183.    


3.184.    


3.185.    
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3.186.    


3.187.    


3.188.    


3.189.    


3.190.  Most companies will include inflation assumptions in their pricing and reserving approach. Thus, as risk 
is measured over a one year time horizon also the risk of the change in inflation assumptions should be 
measured over one year. We take this risk to be rather small compared to the other risks. 


 


3.191.    


3.192.    


3.193.    


3.194.    


3.195.    


3.196.    


3.197.    


3.198.    


3.199.    


3.200.    


3.201.    


3.202.    


3.203.    


3.204.    


3.205.    
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3.206.    


3.207.    


3.208.    


3.209.    


3.210.    


3.211.    


3.212.    


3.213.  The calculations were based on accounting data but if the LOB is effected by a rate cycle, the 
provisions are also impacted by this rate cycle:  In profitable years, the accounting provisions are 
buffered and in less profitable years, previously build-up surplus is released.  This causes a natural 
increase and decrease of accounting provisions which has got nothing to do with the implicit risk.   
 
Methods based on surplus/release are always biased by management actions which is difficult to filter 
out at the level of this study. 


 


3.214.    


3.215.    


3.216.    


3.217.    


3.218.    


3.219.    


3.220.    


3.221.    


3.222.    


3.223.    
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3.224.    


3.225.    


3.226.    


3.227.    
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3.230.    


3.231.    


3.232.    


3.233.    


3.234.    


3.235.    


3.236.    
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3.244.    
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3.248.    


3.249.    


3.250.    


3.251.    


3.252.    


3.253.    


3.254.    


3.255.    


3.256.    


3.257.    
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3.259.    
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3.261.    
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3.264.    
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3.267.    


3.268.    


3.269.    


3.270.    


3.271.    


3.272.    


3.273.    


3.274.    


3.275.    


3.276.    


3.277.    


3.278.    


3.279.    


3.280.    


3.281.    


3.282.    


3.283.    


3.284.    


3.285.    


3.286.    
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3.287.    


3.288.  Due to the volume weightings used we suspect that the analysis is dominated by UK data and thus not 
suitable to calibrate EEA-wide factors. 


 


3.289.    


3.290.    


3.291.    


3.292.    


3.293.  Due to the volume weightings used we suspect that the analysis is dominated by UK data and thus not 
suitable to calibrate EEA-wide factors. 


 


3.294.    


3.295.    


3.296.    


3.297.    


3.298.    


3.299.    


3.300.    


3.301.    


3.302.    


3.303.    


3.304.    


3.305.    


3.306.    
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3.307.    


3.308.  Due to the volume weightings used we suspect that the analysis is dominated by UK data and thus not 
suitable to calibrate EEA-wide factors. 


 


3.309.    


3.310.    


3.311.    


3.312.    


3.313.    


3.314.    


3.315.    


3.316.    


3.317.  Due to the volume weightings used we suspect that the analysis is dominated by DE data and thus not 
suitable to calibrate EEA-wide factors. 


 


3.318.    


3.319.    


3.320.    


3.321.    


3.322.    


3.323.    


3.324.    


3.325.  Due to the volume weightings used we suspect that the analysis is dominated by UK data and thus not 
suitable to calibrate EEA-wide factors. In addition, the sample size of 6 companies is too small to draw 
reasonable conclusions. 
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3.326.    


3.327.    


3.328.    


3.329.    


3.330.    


3.331.  Due to the volume weightings used we suspect that the analysis is dominated by UK data and thus not 
suitable to calibrate EEA-wide factors. 


 


3.332.    


3.333.    


3.334.    


3.335.    


3.336.    


3.337.    


3.338.    


3.339.  In our view the sample size is too small to draw meaningful conclusions.  


3.340.    


3.341.    


3.342.    


3.343.    


3.344.  In our view the sample size is too small to draw meaningful conclusions.  


3.345.    


3.346.    
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3.348.    


3.349.  In our view the sample size is too small to draw meaningful conclusions.  


3.350.    


3.351.    


3.352.    


3.353.    


3.354.    


3.355.    


3.356.    


3.357.    


3.358.    


3.359.    


3.360.    


3.361.    


3.362.    


3.363.    


3.364.    


3.365.    


3.366.    


3.367.    
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3.371.    


3.372.    


3.373.    


3.374.    


3.375.    


3.376.    


3.377.    


3.378.    


3.379.    


3.380.    


3.381.    
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3.389.    


3.390.    


3.391.    


3.392.    


3.393.    


3.394.  The analysis cited in 3.393 shows that the LOB “Mother, other” is much less affected by Storm, Flood 
or Earthquake than “Fire and property”. Thus, the grouping of both LOBs and not warranted and the 
factors for the CAT-exposure in case of “Mother, other” are too high in the case of these perils. 


 


3.395.    


3.396.    


3.397.   We note an increase of all factors which already seemed to be high.  


 As already commented in our response to CP48 there is no indication on the use of undertaking-
specific parameters for non-life underwriting risk. 


 Although we acknowledge that a considerable amount of judgement has to be present when 
selecting the factors it seems that the argumentation in general leads to higher factors than 
supported by the majority of the analysis. In other words: It is our impression that an additional 
layer of conservatism is present in the selection of the factors. 


 In some cases the database is restricted to a small number of markets and thus not sufficient to 
calibrate EEA-wide factors. 


 In the case of non-proportional reinsurance the data basis is in no case sufficient to draw 
meaningful conclusions in our opinion. We reiterate our suggestion from our response to CP48: 
A working group consisting of representatives from Munich Re, Swiss Re and Hannover Re has 
developed a proposal to capture non-proportional reinsurance in the standard model. The ideas of 
proposal have been discussed with the European Commission (Financial Institutions, Insurance and 
Pensions), CEIOPS (FinReq-EG, SCR subgroup), CEA and AMICE. In all cases we received 
agreement on the problem and the general approach towards a solution. In some cases further 
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detailed analysis towards a possible implementation were prepared and will be submitted to 
CEIOPS. We are happy to further contribute to an enhancement of the standard formula regarding 
non-proportional reinsurance. We also suggest to encourage the use of (partial) internal models for 
non-proportional reinsurance. 


3.398.    


3.399.    


3.400.    


3.401.  A generic correlation of 50% between one of the non-proportional lines and its “normal” counterpart(s) 
is not justified in our view. 
 
 The determination of premium for non-proportional reinsurance is independent of the premium 


calculation of the underlying business. 
 As non-proportional reinsurance covers large losses, different considerations compared to primary / 


proportional business will be performed when setting IBNR reserves. 
 


Thus, neither premium nor reserve risk seem to justify a high correlation of 50%. 
 


The uniform 50% correlation of misc. with all other lines seems unjustified from our view. This LoB will 
consist of various different kinds of products which cannot be grouped under the other LoBs and thus a 
low degree of dependency is to be expected. 


 


3.402.  We think that a general 50% correlation between premium and reserve risk is not warranted and sems 
rather high. 


 
 In principle, the dependencies between premium and reserve risk should reflect the fact that the 


claim development result (reserving risk) and the first loss ratio pick (premium risk) may or may 
not rely on the same type of information depending on the line of business. 


 Generally and due to the time lag of information, the claim development result for long tail lines 
such as liability will determine to some extend the first loss ratio pick of the current year. By 
contrast, in short tail lines the first loss ratio is usually based on more reliable information about 
the actual incidents. 
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 Thus, it might be argued that dependencies between premium and reserve risk should be higher for 
long-tail lines compared to short-tail lines. Further, the dependency between premium and reserve 
risk may differ between the lines of business considered in the standard formula, especially for non-
proportional reinsurance. More work is required to calibrate the standard model in this respect. 


 This assumes a correlation of 50% between prior year reserves and future UW years which could 
and should vary by line of business. 


3.403.    


3.404.    


3.405.    


3.406.    


3.407.  The advice mentions 4 examples where the standardised scenarios are not appropriate. These 
examples are: 


 
 When the risk profile of the undertaking is not well represented by the standardized scenario. 
 The undertaking writes business in the LoB miscellaneous insurance. 
 The undertaking writes material non-proportional reinsurance. 
 The undertaking writes material business outside the EEA. 
 
We believe that a factor based approach is not suited to capture the examples above. 


 


3.408.    


3.409.    


3.410.  We note that the data basis is too small for a calibration of Europe-wide factors as it is constrained to a 
single market (UK in case of analysis 1, Germany in case of analysis 2). Thus, we encourage CEIOPS to 
wait until the CAT Task Force has completed its work which will provide insight into more markets. 


 


3.411.    


4.    
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numbers below.  


o If your comment refers to multiple paragraphs, please insert your comment at the first 
relevant paragraph and mention in your comment to which other paragraphs this also 
applies. 


o If your comment refers to sub bullets/subparagraphs, please indicate this in the 
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does not allow processing of any other formats. 
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The numbering of the paragraphs refers to Consultation Paper No. 65 (CEIOPS-CP-65/09). 


Reference Comment 


General 
Comment 


65.A It is appropriate to align the guidance of the cascade from fully applying the standard 
model to a full internal model (priority: medium) 


Taking into account section 3.6 of CP 75 (Undertaking specific parameters for SCR), we think it is 
appropriate to align the guidance of the cascade from fully applying the standard model to a full 
internal model.  Undertaking Specific Parameters (USP) can be seen as a first step towards using a 
(partial) internal model. In terms of (applying for) approval the procedures to follow and the way 
approval is obtained should follow the same logic. The cascade is referred to in section 3.6 of CP 75. CP 
65 and CP 75 should therefore probably be reviewed together for consistency. A sliding scale of 
requirements from full internal model to USP would support such consistency. 


 


65.B The proposed solution (option 2) for the partial model’s integration with the standard 
formula is very prescriptive. We prefer option 3 (priority: high) 


We disagree with the selection of Option 2 because it is (a) prescriptive and (b) based on advice of 
level 3 which is likely to be finalised in Dec 2011, not giving firms enough time to update their models 
and apply for model approval in time for Oct 2012.  


Moreover, we believe that Option 1 is not in line with the spirit of Solvency II directive and we strongly 
oppose any consideration of that option as a viable integration solution.  


We consider Option 3 to be a most appropriate approach to developing partial internal models because 
it allows firms to propose their own solutions for integrating PIM and standard formula, which was the 
original intent of the SII directive (i.e., insurance undertaking implementing a model that is specific to 
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them and can be accurately model and manage their business). 


 


65.C The definitions of major business unit at solo and group level should be compatible 
(priority: medium) 


The advice in this paper appears to suggest that the risks associated with certain lines of business 
with-in a major business unit (MBU) will not be allowed to split [between material and immaterial 
business lines] on the basis that they are no being managed with independence (para 3.20).  


Requiring a major business unit, in the context of a group partial model, to be a legal entity means 
that a solo partial model developed for a major business unit within a solo entity could not form part of 
a group partial model. This could result in some immaterial business being included in the internal 
model on the basis that it is not being independently managed. This is inconsistent with the views 
expressed in the white text of the consultation paper which allows for major lines of business to be 
modelled for on the basis of materiality (especially para 3.3).  


We propose that the advice is clarified to reflect that material lines of business in MBUs is allowed to be 
modelled for on an internal model basis while immaterial business lines can be calculated on a standard 
formula basis. 


 


65.D The paper does not seem to address in any way the issue of a 'forced' partial internal 
model resulting from a major business unit being in an equivalent non-EEA regime (priority: 
medium)  


The advice should clarify that any instances of ‘forced’ partial internal models due to equivalence will 
be assessed on a case-by-case basis with the local/group supervisors as part of the model approval 
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process.   


 


65.E Nearly Full Internal Model vs. partial internal model (priority: medium) 


The advice on PIMs is designed to stop firms from cherry picking and it is mainly geared for insurance 
undertakings who would be approaching the modelling from bottom up (i.e., mostly on Standard 
formula with models for key risks).  


 


However, most large insurance undertakings are approaching the modelling from top down, with a view 
to model all the material risks, with the exception of immaterial business.  


 


We would welcome CEIOPS to clarify that the large firms adopting this approach are allowed to 
consider their model as a full internal model/ nearly full internal model, implemented based on the 
concept of proportionality (in-line with the spirit of the SII directive)) and should therefore not be 
subject to the advice outlined in this paper for Partial internal models.  


1.    


1.1.    


1.2.    


1.3.    
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1.4.    


1.5.    


1.6.    


1.7.    


1.8.    


2.    


2.1.    


2.2.    


2.3.    


2.4.    


2.5.  A sliding scale should be defined for following the procedure for the approval of internal model and 
recital 14 b referred to in section 2.2 of CP 75. This states: 


 


“In particular, the new solvency regime should not be too burdensome for insurance undertakings who 
specialise in providing specific types of insurance or providing services to specific customer segments, 
and it should recognise that specialising in this way can be a valuable tool for efficiently and effectively 
managing risk. In order to achieve this objective, as well as the proper application of the 


 


Template comments 
5/49 







 Comments Template on CEIOPS-CP 65 Deadline 
Consultation Paper on the Draft L2 Advice on Partial internal models 11.12.2009  


12.00 CET 


proportionality principle, provision should also be made to specifically allow undertakings to use their 
own data to calibrate the parameters in the underwriting risk modules of the standard formula of the 
Solvency Capital Requirement.” 


2.6.    


3.    


3.1.    


3.2.    


3.3.    


3.4.  MR response: 


The term business unit is expanded and defined as “major business unit”. 


I think this says 
nothing and should be 


removed 


3.5.  Partial internal Models may also use a different aggregation and dependencies structure (aggregation 
of the basic risks in a different manner than the one decided for the SCR standard formula). In full 
stochastic internal models aggregation may also be determine with common shock techniques and 
unbundling risks effects may become a very difficult topic that will not ease integration of the PIM in 
the SCR standard structure. 


 


3.6.    


3.7.  Line 11: “It shall be stressed that all situations are possible (…)” The same principle should be applied 
to USP as requested in section 3.12 of CP 75. 
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3.8.  We think the scope list should more precisely deals with the cases of full internal models failing to 
model the complete undertaking activity and risks : 


a) There is a full model but it does not cover all business units 


b) There is a full model and it covers all business units, but not all portfolios are captured fully. 


c) There is a model that does not cover all risks 


d) There is a model that covers all risks but a risk or subrisk is not completely modelled. 


e) There is a full model but it fails to meet approval on some specific topics  


1. Some of the risk are not adequately captured (to the opinion of the approver) 


2. The use test is not fully met for example because it is not used in all business units. 


Eureko response: 


We would propose to add one possibility for insurers to use a partial internal model e.g. for specific 
homogeneous risk groups. A (re-) insurer should be able to apply a (partial) internal model for one 
HRG while using the standard model for another. A (re-)insurer could be faced with a lack of data for 
one HRG thus not meeting the various requirements for that specific HRG while for another enough 
reliable, historic and credible data is available. 


 


MR response: 


The freedom allowed by the Level 1 text for partial internal models is commented to be high. The items 


 


 


 


 


 


 


 


I believe they are 
asking for freedom to 
model risk by line of 


business or risk – 
agreed 


 


We have raised this in 
3.20  
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below try to reduce this freedom by using the in Level 1 undefined major business unit concept. 


3.9.  Partial internal models may also use other dependencies and aggregation structure than the SCR 
standard one 


 


3.10.    


3.11.  Eureko response: 


We support the view that major business unit and use test are closely related. This is however not 
consistent with the view as described in 3.28. 


A (re-)insurer organises its business in such a manner that is consistent with its view of how to steer 
the organisation. The organisation structure should nt be restricted by the disallowance of the use of 
partial internal models. 


Agree 


3.12.    


3.13.    


3.14.    


3.15.    


3.16.    


3.17.    


3.18.    
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3.19.    


3.20.  The advice in this paragraph suggests that the risks associated with certain lines of business with-in a 
major business unit (MBU) will not be allowed to split [between material and immaterial business lines] 
on the basis that they are no being managed with independence. This could result in some immaterial 
business being included in the internal model on the basis that it is not being independently managed. 
This is inconsistent with the views expressed in the white text which allows for major lines of business 
to be modelled for on the basis of materiality (especially para 3.3).  


 


We propose that the advice is clarified to reflect that material lines of business in MBUs is allowed to be 
modelled for on an internal model basis while immaterial business lines are calculated on a standard 
formula basis.  


 


 


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    
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3.27.    


3.28.  Eureko response: 


Arguments to expect the opposite to legal entities are the fact that there are several reasons (outside 
the direct risk management scope like tax, regional organisation etc) influencing the decision to split 
the organisation in legal entities. We consider it not appropriate to classify such an expectation as an 
advice. We refer to 3.11 where the definition of the major business unit is linked to the use test, which 
is in our view leading. 


 


We welcome CEIOPS view that the major business unit may not always be a legal entity and could be 
based on separate measure provided by the solo undertaking. We consider this to be reasonable 
because it is vital that the solo undertakings are permitted to use their own judgements, based on 
materiality and proportionality to define what they consider to be a major business unit, which will not 
always be defined by as the legal entity. 


 


I believe that CEIOPS is 
making a general point, 
setting out what they 


would expect. We 
should not make a meal 


of this.  


 


See re-draft 


3.29.    


3.30.  In section 3.14 of CP75 the Solvency II framework is presented as “a range of methods that increases 
in terms of both risk sensitivity and complexity for the calculation of the SCR: 


 Simplifications 


 Standard formula 
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 Use of undertaking-specific parameters within the design of the standard formula 


 Partial internal models 


 Full internal models” 


 


By making reference to Article 108a of the Level 1 text CEIOPS considers it not appropriate to use 
undertaking-specific parameters (USP) in conjunction with a simplified method. However, it may be 
possible that an undertaking can demonstrate that it is able to meet the requirements using both 
simplifications and USP. Hence, this seems to be inconsistent with the requirement that the reason for 
the limited scope (difference from Standard model?) should be justified by the undertaking. 


MR: 


The justification of the limited scope of an internal model can differ strongly across the member states. 
The Level 2 paper gives no advice to the supervisory authorities and the undertakings how to operate 
with a partial internal model. This has implication on fulfilling the Use Test as the increased scope may 
be only for supervisory reasons. 


 


 


 


 


 


 


 


Disagree – sounds like 
MR is asking for more 


prescription. Operation 
with PIM has been 


defined through use 
test so I am not really 


sure what they are 
asking for?  


3.31.    


3.32.  What happens when the supervisory authority disagree with undertaking’s proposed scope and reject 
the model ?  


How can we sure that this will be applied by all supervisory authorities in a similar way ? 
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3.33.    


3.34.    


3.35.    


3.36.    


3.37.  It is proposed that for two entities of a group with similar risk profiles, the SCR should be calculated in 
the same manner. Who will have to prove that risk profiles are similar or not ? What are similar risk 
profiles ( similar volatility + similar reinsurance structure + similar statistical low, …) ?    


 


3.38.  Eureko response: 


We would like to ask particular attention for the situation where a Group has a full internal model, but 
some less material legal entities are included using a standard model approach. We believe that this 
should be considered as a full internal model rather than a partial internal model. We agree that the 
undertaking shall justify this appropriately. 


Indifferent - to me the 
two are 


indistinguishable. PIM 
is effectively a full 


internal model with 
immaterial lines of 


business based on Std 
formula. 


3.39.    


3.40.    


3.41.    


3.42.    
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3.43.    


3.44.    


3.45.    


3.46.  What happens when the supervisory authorities disagree with undertaking’s proposed scope and reject 
the model?  


How can we sure that this will be applied by all supervisory authorities in a similar way ? 


Proposed re-draft:  


The paper in unclear on what happens when the supervisory authorities disagree with the 
undertaking’s proposed scope and reject the model.  


We believe that there should be sufficient appeal process in place where the undertaking is able to 
refer it’s case to group supervisor or even CEIOPS to make the final decision. In the event where 
supervisory authority does disagree with undertaking proposed scope the burden of proof to show why 
the scope is inappropriate should lie with the supervisory authorities.  


We should refrain from 
putting questions in the 


paper.  


If you have a proposed 
solution then you 


should stated that. 


3.47.    


3.48.  Eureko response: 


It should be made clearer that following a merger, all other considerations included in this section 
should be looked at first before requiring to extend the scope partial internal model to the new entity. 


Here, the situation that a group acquires a new legal entity which uses an internal model, is 
mentioned. We suggest to take the opposite example (and more likely event) as mentioned in 3.37 


Disagree – I believe 
there is a conflicting 
message in the final 
para that needs to be 


discussed with Eureko.  
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(group take over an entity using the standard model). 


We disagree with the supervisory authority judging whether a transitional plan should be imposed. The 
supervisor may assess whether the partial internal model is meeting the requirements in order to 
remain being used for the SCR calculation. The undertaking should decide whether or not the scope for 
the partial internal model should be extended. 


 


It claims that 
supervisor may assess 
by undertaking decides 


? 


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.  We welcome CEIOPS’ comments to allow the supervisory authorities to approve the Partial internal 
model as a permanent solution once supervisors have satisfied themselves that it meets the 
appropriate  requirements.  


It is our interpretation that once the partial internal model is approved any changes to the model will 
be managed and communicated [to supervisors] through the “changed management process” 
described in CP37. We consider this to be a reasonable control in place because “change management 
process” will be reviewed and approved by the supervisors as part of the model approval process.  
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3.56.  It may be good to include in the transition plan the option of moving further to the Standard model 
(making more use of USP). Some changes may require to make more use the Standard model 
(including USP, temporarily). 


MR: 


The requirement to extend the scope of an partial internal model given by the supervisory authorities 
and the undertakings may require to extend the scope of the internal modelled segments. This has 
implication on fulfilling the Use Test as the increased scope may be only for supervisory reasons. 


 


Note sure if I follow – 
As I understand it 


supervisors will only 
rely on the PIM if the 
undertaking uses it in 
their day to day. So I 
don’t see why there 


would be an instance 
where increased scope 
will be for supervisory 


reasons only  


3.57.    


3.58.    


3.59.    


3.60.    


3.61.  MR: 


The decision tree of all options to integrate partial internal models to the standard formula starts with 
the requirement to show with “strong evidence” that the feasibility test or the appropriateness test is 
not fulfilled by the standard formula parameters.  


It should be satisfactory to show improvements from standard formula integration to company specific 
integration with strong evidence. 


We have commented on 
this in Para 3.146 
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See para 3.146 


3.62.  It is strange that CEIOPS seems to make use of the elimination principle: If it can not be proven the 
method is incorrect, it shall be used. Normally one would require to demonstrate a “fit for use” test. 


 


3.63.  Again (see comment 3.62) there should be strong evidence that the techniques provided by the 
supervisory authorities are inappropriate. It may be better to demonstrate other techniques can be 
approved if they are better aligned to the risk profile concerned (similar to USP). 


 


3.64.    


3.65.    


3.66.    


3.67.  We understand that, as soon as the dependencies structures of the PIM will be different to the one of 
the SCR standard formula feasibility test would not be passed, and would like to had this example 


 


3.68.    


3.69.  The difficulty with proving inappropriateness is clear from this section. It would be better to 
demonstrate that the Alternative integration technique “more appropriately reflects the risk profile of 
the undertaking” 


 


3.70.  Better that the approval request of the alternative integration technique includes the equivalence of the 
SCR and the Risk profile requirements. 


Indeed, keeping in mind the difficulty to calibrate VAR dependencies, it seems nearly impossible in 
most of the cases to demonstrate that the appropriateness test would not be passed  
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3.71.    


3.72.  It is strange that CEIOPS seems to make use of the elimination principle: If it can not be proven the 
method is incorrect, it shall be used. Normally one would require to demonstrate a “fit for use” test. 


MR: 


Definition of strong evidence could be improved. 


 


3.73.    


3.74.  We would prefer : “If alternative integration technique is not approved then standard formula’s 
integration technique should be used.” 


 


3.75.  We would prefer : “If alternative integration technique is not approved then standard formula’s 
integration technique should be used.” 


 


3.76.  MR: 


In the case of not fulfilling the feasibility test the undertaking should have the option to propose 
coefficients for integration. 


Favouring option 3 – 
see below 


3.77.    


3.78.    


3.79.  Eureko response: 


If the application of the standard formula correlation matrix is possible but not appropriate, supervisory 


Agree 
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authorities will decide which coefficients the undertaking shall apply. These may vary from simply 
assuming no diversification benefits between the partial internal model’s results and results from the 
standard formula (in most cases simply summing the results, i.e. assuming a linear correlation equal to 
one), to prescribing a different coefficient. 


 


We do not think that assuming zero diversification is generally more appropriate than the given 
standard correlations. This should not be common practice. 


3.80.  Eureko response: 


We disagree with option 1, given our comments on 3.76 and 3.79. This option does not contribute to a 
better reflection of the risk profile in the SCR. 


Agree 


 


3.81.  Eureko response: 


We agree that flexibility is needed, but rather for the undertaking when integrating the partial internal 
model than for the supervisor. 


Agree 


3.82.    


3.83.    


3.84.    


3.85.  MR; 


All techniques have to be reviewed before choosing a technique. This prescriptive approach is not in 
line with a principles and proportionality based approach. 


Agree 
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3.86.  It is strange that CEIOPS seems to make use of the elimination principle: If it can not be proven the 
method is incorrect, it shall be used. By proving that listed integration techniques are NOT appropriate, 
one is allowed to use alternatives. This seems quite burdensome. 


Undertaking has to identify a short list of appropriate integration techniques, but evidence that 
techniques are inappropriate will probably be very difficult and a uniform application of option 2 (i.e. 
capacity of the supervisory  to ask the undertaking to test alternative integration techniques) very 
difficult to reach. 


MR: 


The burden of proof should lie with the supervisory authority for imposing an integration technique not 
chosen by the undertaking. 


 


 


Agree 


3.87.    


3.88.    


3.89.    


3.90.  It is strange that CEIOPS seems to make use of the elimination principle: If it can not be proven the 
method is incorrect, it shall be used. By proving that listed integration techniques are NOT appropriate, 
one is allowed to use alternatives. This seems quite burdensome. 


Undertaking has to identify a short list of appropriate integration techniques, but evidence that 
techniques are inappropriate will probably be very difficult and a uniform application of option 2 (i.e. 
capacity of the supervisory  to ask the undertaking to test alternative integration techniques) very 
difficult to reach. 
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MR: 


The supervisory authority should give reasons for choosing an integration technique not chosen by the 
undertaking. 


The burden of proof should lie with the supervisory authority for imposing an integration technique not 
chosen by the undertaking. 


 


3.91.    


3.92.  We understand the approach taken. However, again it may be more efficient and effective to allow to 
demonstrate that a particular integration technique is most “fit for use” Supervisor may of course want 
to challenge that, but this avoids the elimination approach (see 3.86). 


 


3.93.    


3.94.  Eureko response: 


We would welcome such a list, but rather as non-binding guidance than as binding list of options. 


Do we want to comment on this list given that we are pushing for Option 3. This would send 
out a weakened position.  


 


Proposed re-draft 


We do not consider a retention of list for level 2 purposes be inline with the spirit of the SII directive 


We should not welcome 
lists as this 


compromises our stand 
on a “principles based 


approach”  
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which advocates a principles based implementation measure.  


However, we would welcome a list at level 3 to ensure harmonisation across EU.  


3.95.  Eureko response: 


We disagree with the following statement “may include removing techniques from the list”. This implies 
that undertaking will have to build up a new “aggregation technique” if the removed technique is 
currently used by the undertaking, although it is still appropriate for use. This is unduly burdensome 
and onerous. 


 


A review ‘from time to time’ is vague and should be replaced by: at least an annual review, since this is 
also the required frequency for the use of (partial) internal models. 


 


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    


3.102.    
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3.103.    


3.104.  Eureko response: 


We disagree with option 2, given our comments 3.86, 3.90, 3.92 and 3.94 and given the fact that this 
option will be extremely (and unnecessarily) burdensome for the undertakings. Last but not least, 
there is the danger of systemic risk when using the list of integration techniques as mentioned. 


Agree – Comment 
already made below 


(3.143).  


I personally would 
refrain from using 
burdensome as a 
counterargument 
against option 2 


because CEIOPS don’t 
care whether it is 


burdensome or not. The 
better argument would 
be the fact that Option 


2 relies on Level 3 
which is finalised too 


close to Oct 2012 date. 


3.105.    


3.106.    


3.107.    


3.108.    


3.109.    
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3.110.    


3.111.    


3.112.  Eureko response: 


We support option 3. 


agree 


3.113.    


3.114.    


3.115.    


3.116.    


3.117.    


3.118.    


3.119.  Eureko response: 


We agree and stress that assuming zero diversification is certainly not a general good reflection of the 
risk profile. 


agree 


3.120.    


3.121.  Eureko response: agree 
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We note that no level playing field is guaranteed if each supervisor independently may prescribe 
parameters for the aggregation. 


3.122.    


3.123.    


3.124.    


3.125.    


3.126.    


3.127.    


3.128.    


3.129.  Eureko response: 


This is more an argument supporting option 3 rather than option 2. 


agree 


3.130.    


3.131.    


3.132.    


3.133.    
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3.134.  “Industry will likely prefer Option 3 as it provides the highest degree of modelling freedom and they 
believe that this would be the most effective way to adequately capture undertaking’s risk profile and 
to reduce systemic risk.” 


 


We welcome CEIOPS recognition of the merits of Option 3, as described in para 3.134 to 3.139. 
However, it is unclear why CEIOPS has opted for Option 2.  


 


3.135.    


3.136.    


3.137.    


3.138.    


3.139.    


3.140.    


3.141.    


3.142.  MR; 


The recommendation of Option 2 by CEIOPS seems to be too strict. When the concept of feasibility and 
appropriateness test is fixed in CP65, then Option 3 could be a valid solution. 


agree 


3.143.  The advice in the para sets out Option 2 as the proposed method for developing partial internal  
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models.   


 


We disagree with the selection of Option 2 because: 


 The steps proposed in option 2 results in a partial internal model that is dependent on Level 3 
guidance. Based on the timeline sent to CEIOPS by the Commission in June 2009, the final advice 
on Level 3 is expected to be published in December 2011. This will not give firms sufficient time to 
incorporate the Level 3 guidance into their partial internal model designs in time to enter the 
model approval process.  


 


For instance, an insurance undertaking can implement an internally designed aggregation 
technique for their partial internal models only to realise that they are unable to “disprove” one of 
the 30-odd aggregation techniques finalised at Level 3, 9 months before Solvency II date. In such 
a situation entities will not have sufficient time to update their model and apply for approval (a 6 
month process) to ensure they meet the 31st Oct 2012 deadline.  


   


 


 The consider the workflow for Option 3 to be in line with the Solvency II Internal Model Approval 
Process described in CP37.   


 


Moreover, we believe that Option 1 is not in line with the spirit of Solvency II directive and we strongly 
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oppose any consideration of that option as a viable integration solution.  


 


We disagree with the selection of Option 2 and consider Option 3 to be a more appropriate approach to 
developing partial internal models. (See para 3.134 for comments). 


 


3.144.    


3.145.  We would like to have so more details on feasibility test (see 3.67)  


3.146.  The description of what constitutes as "strong" or “significant” is unclear.  


 


Keeping in mind the difficulty to calibrate VAR dependencies, it seems nearly impossible in most of the 
cases to demonstrate that the appropriateness test would not be passed. Therefore, we consider use of 
historical correlation data that contradicts the correlation matrix proposed for standard formula 
correlation as “sufficient evidence” to demonstrate that an integration technique is inappropriate.  


 


Eureko response: 


We disagree with this reversed burden of proof for the company. The appropriateness tests suggests 
that the Standard Model Correlation Matrix will always describe the integration the best unless the 
contrary is proofed.  See 3.62. 


 


Template comments 
27/49 







 Comments Template on CEIOPS-CP 65 Deadline 
Consultation Paper on the Draft L2 Advice on Partial internal models 11.12.2009  


12.00 CET 


3.147.  The difficulty with proving inappropriateness is clear from this section. It would be better to 
demonstrate that the Alternative integration technique “more appropriately reflects the risk profile of 
the undertaking” 


 


3.148.  Better that the approval request of the alternative integration technique includes the equivalence of the 
SCR and the Risk profile requirements. 


 


3.149.  Eureko response: 


The fact that using the standard correlation matrix is likely not to be a 100% satisfactory integration 
technique is certainly not a reason to only have it rejected if strong evidence is presented. 


 


3.150.  It is strange that CEIOPS seems to make use of the elimination principle: If it can not be proven the 
method is incorrect, it shall be used. Normally one would require to demonstrate a “fit for use” test. 


Aviva: 


In defining “strong evidence” there is a reference to “significant evidence”. This still does not provide 
clarity over the expected level of evidence, although it is accepted that this will be subject to the 
judgement of the regulator. 


See 3.146 


3.151.    


3.152.  We would prefer : “If alternative integration technique is not approved then standard formula’s 
integration technique should be used.” 


 


3.153.  We would prefer : “If alternative integration technique is not approved then standard formula’s 
integration technique should be used.” 
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In all cases, to be practicable (undertaking will not have to go down a long list of methods with the two 
stage selection process)  and adaptable (can be adapted to example described in annex A and any 
other specific situation) we think level 3 list should be a limited list of high level methods. 


 


3.154.    


3.155.    


3.156.    


3.157.  Eureko response: 


We support requirements as mentioned under a and b. We consider the questions under c and d 
appropriate when the partial internal model is part of a larger internal model, but not when it concerns 
integration in the standard model which is likely not to be used to capital allocation etc. 


 


3.158.    


3.159.    


3.160.  How can we sure that this will be applied by all supervisory authorities in a similar way ?  


3.161.  Aviva: 


The level 3 list will need to be provided before this can be fully assessed. 


This advocates for 
option 2 – do we want 


to do that ? 
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3.162.  We understand the approach taken. However, again it may be more efficient and effective to allow 
demonstrating that a particular integration technique is most “fit for use” Supervisor may of course 
want to challenge that, but this avoids the elimination approach (see 3.86). 


 


3.163.    


3.164.    


3.165.  Aviva: 


We welcome the ability to add techniques to the list. 


This advocates for 
option 2 – do we want 


to do that ?  


3.166.    


3.167.    


3.168.    


3.169.    


3.170.    


3.171.    


3.172.    


3.173.    
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3.174.    


3.175.    


3.176.    


3.177.    


3.178.    


3.179.    


3.180.    


3.181.    


3.182.    


3.183.    


3.184.    


3.185.    


3.186.    


3.187.    
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3.188.    


3.189.    


3.190.    


3.191.    


3.192.    


3.193.    


3.194.    


3.195.    


3.196.    


3.197.    


3.198.    


3.199.    


3.200.    


3.201.    
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3.202.    


3.203.    


3.204.    


3.205.    


3.206.    


3.207.  MR:  


When using standard formula integration techniques prescribed by the supervisor the use test is not 
applicable. Remark: very positive as it would otherwise possibly impact all uses of the partial internal 
model. 


 


3.208.  MR: 


Withdraws 3.207 as CEIOPS expects undertakings to take into account the integration technique 
prescribed by supervisory during decision making process. This is still a use test requirement. 


The supervisor should not expect the undertaking to explain the differences between their integration 
technique used for internal purposes to the standard formula techniques. 


 


3.209.  MR: 


Positive: Extending scope is not part of the foundation principle. 


 


3.210.    
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3.211.    


3.212.    


3.213.    


3.214.  MR: 


Integration technique test is not applied to Principle 4. 


 


3.215.  MR: 


Integration technique test is not applied to Principle 5. 


 


3.216.    


3.217.  MR; 


Integration technique test is not applied to Principle 7. 


 


3.218.    


3.219.    


3.220.  MR; 


The definition of the appropriate scope of the partial internal model should be within the undertaking. 
The supervisory body should be responsible for approval of the scope. 
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3.221.    


3.222.    


3.223.    


3.224.    


3.225.  MR: 


We understand this paragraph in a way such that the “one and only one modelling framework” does 
not preclude a variety of additional model applications for different purposes with strong links to the 
“one and only one modelling framework”. These additional components may, for instance, provide a 
higher granularity than the solvency model for steering purposes in a way consistent to the overarching 
solvency model. 


 


3.226.  MR: 


A probability distribution output may be seen as a favourable output. However, other forms of output 
may be feasible (e.g. outcomes of different scenarios) and should not be precluded from the outset. 


 


3.227.    


3.228.    


3.229.    


3.230.    
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3.231.    


3.232.    


3.233.    


3.234.    


3.235.    


3.236.    


3.237.    


3.238.    


3.239.    


3.240.    


3.241.    


3.242.    


3.243.  Eureko response:  


Applicability of use test – previous CEA comments 


The paper states that Use Test applies equally to full and partial internal models, with some 


 


Template comments 
36/49 







 Comments Template on CEIOPS-CP 65 Deadline 
Consultation Paper on the Draft L2 Advice on Partial internal models 11.12.2009  


12.00 CET 


adjustments and exceptions which are described.  Our previous comments on the Use Test are 
therefore applicable, and summarised here: 


 


‘Use’ should be on the basis of the internal model and components of it and can be based on any 
relevant risk metrics, since companies may well chose to steer on 1-20 Earnings volatility, rather than 
the 1-200 capital. 


 


‘Wide use’ – applications of the model should not be prescriptive and it should be clear that it is not 
required that the model be used at every level of the organisation. However, it should be clear that it 
should be used beyond risk management and that the applications should be sufficiently broad that it 
will result in the business challenging the model. 


 


Frequency of the full calculation of the SCR must consider materiality.  Also, additional guidance should 
be provided on the circumstances where a supervisory may deem it necessary to do a full run of the 
model more frequently than annually.  


 


We support the basic assumption that the partial internal model and  the dependency structure within 
this partial internal model should fully comply to the Use Test principles as documented in CEIOPS 
‘Advice on Tests and Standards for internal models approval’ (CP56). However, the way to integrate 
the partial internal model into the standard model can only be subject to the use test when the partial 
internal model is part of a larger internal model, but not when it concerns integration in the standard 
model which is likely not to be used for business decisions. We remark that the tests that should be 
passed are with respect to feasibility and appropriateness and not with respect to use for business 


Template comments 
37/49 







 Comments Template on CEIOPS-CP 65 Deadline 
Consultation Paper on the Draft L2 Advice on Partial internal models 11.12.2009  


12.00 CET 


decisions. We do support the view that any integration techniques covered under the Level 3 
Aggregation Techniques should not be subject to the use test, especially not when imposed by the 
supervisor, 


3.244.  Eureko response: 


Here, it is unclear what is meant by an integration technique ‘prescribed by the supervisory authority’. 
Of course this is the integration technique prescribed in step 4 (‘Simple sum or other..’) of advice 
3.143. We think that this should also hold for the steps 1 and 2, which are effectively also prescribed 
by the supervisor. 


 


 


3.245.    


3.246.    


3.247.    


3.248.    


3.249.    


3.250.    


3.251.    


3.252.    
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3.253.  This principle shall be applied to the whole spectrum between full standard model and internal model, 
including all stages in between (USP and internal model). 


 


3.254.  MR: 


The definition of the appropriate scope of the partial internal model should be within the undertaking. 
The supervisory body should be responsible for approval of the scope. 


 


3.255.  MR: 


We understand this paragraph in a way such that the “one and only one modelling framework” does 
not preclude a variety of additional model applications for different purposes with strong links to the 
“one and only one modelling framework”. These additional components may, for instance, provide a 
higher granularity than the solvency model for steering purposes in a way consistent to the overarching 
solvency model. 


 


3.256.  MR; 


A probability distribution output may be seen as a favourable output. However, other forms of output 
may be feasible (e.g. outcomes of different scenarios) and should not be precluded from the outset. 


 


3.257.    


3.258.    


3.259.    


3.260.    
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3.261.    


3.262.    


3.263.    


3.264.    


3.265.    


3.266.    


3.267.    


3.268.  MR: 


The PIM should not be taken to supersede the ORSA. If risks like underwriting cycles are identified to 
not be included in the standard formula rather the standard formula needs revision and it should not 
trigger all undertakings developing separate models in these cases. 


 


3.269.    


3.270.    


3.271.    


3.272.    
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3.273.    


3.274.    


3.275.  The advice proposes to include all quantifiable risks which have not been explicitly considered by the 
Standard Formula to be accounted for in the SCR. 


 


We agree with the advice in principle; however we would emphasise that only the material 
quantifiable risks, not considered by the Standard Formula, are included in the SCR.  


 


Moreover, we would like to clarify that the Directive [Art 101] explicitly mentions that the SCR “shall 
cover at least the following risks”. Therefore the issue of specific risks arising at solo or group level is a 
wider point, not specific to PIMs.  


 


MR: 


The PIM should not be taken to supersede the ORSA. If risks like underwriting cycles are identified to 
not be included in the standard formula rather the standard formula needs revision and it should not 
trigger all undertakings developing separate models in these cases. 


Not sure if I follow this 
?  


 


Needs to be discussed 
with MR 


3.276.  Eureko response: 


We believe it should be up to the undertaking to decide and explain which way the missing risk can 
best be included in the standard model. We do think that it depends on the situation which option is 


Needs to be discussed 
with Eureko 


Not sure how we can 
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best. The undertaking should show that the selected solution is appropriate. include additional risks 
into a standard formula 


once its been baked 
into the implementation 


measures?  


Annex A   


Annex B   


Annex C   


C.1.    


C.2.    


C.3.    


C.4.    


C.5.    


C.6.    


C.7.    


C.8.    


C.9.    
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C.10.    


C.11.    


C.12.    


C.13.    


C.14.    


C.15.    


C.16.    


C.17.    


C.18.    


C.19.    


C.20.    


C.21.    


C.22.    


C.23.    
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C.24.    


C.25.    


C.26.    


C.27.    


C.28.    


C.29.    


C.30.    


C.31.    


C.32.    


C.33.    


C.34.    


C.35.    


C.36.    


C.37.    
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C.38.    


C.39.    


C.40.    


C.41.    


C.42.    


C.43.    


C.44.    


C.45.    


C.46.    


C.47.    


C.48.    


C.49.    


C.50.    


C.51.    
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C.52.    


C.53.    


C.54.    


C.55.    


C.56.    


C.57.    


C.58.    


C.59.    


C.60.    


C.61.    


C.62.    


C.63.    


C.64.    


C.65.    
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C.66.    


C.67.    


C.68.    


C.69.    


C.70.    


C.71.    


C.72.    


C.73.    


C.74.    


C.75.    


C.76.    


C.77.    


C.78.    


C.79.    
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C.80.    


C.81.    


C.82.    


C.83.    


C.84.    


C.85.    


C.86.    


C.87.    


C.88.    


C.89.    


C.90.    


C.91.    


C.92.    


C.93.    
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C.94.    


C.95.    


C.96.    


C.97.    
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Public 


 Please follow the following instructions for filling in the template:  


 Do not change the numbering in the column “reference”. 


 Please fill in your comment in the relevant row. If you have no comment on a paragraph, keep 
the row empty.  


 Our IT tool does not allow processing of comments which do not refer to the specific paragraph 
numbers below.  


o If your comment refers to multiple paragraphs, please insert your comment at the first 
relevant paragraph and mention in your comment to which other paragraphs this also 
applies. 


o If your comment refers to sub bullets/subparagraphs, please indicate this in the 
comment itself.   


Please send the completed template, in Word Format, to secretariat@ceiops.eu. Our IT tool 
does not allow processing of any other formats. 


 


The numbering of the paragraphs refers to Consultation Paper No. 67 (CEIOPS-CP-67/09). 


 


Reference Comment 


General 
Comment 


67.A We strongly disagree with the proposal for insurance participation/ subsidiary at local 
level and suggest a more flexible approach based on the level of influence (priority: very 
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high) 


This CP proposes to move away from the equity shock approach tested in QIS4 for the treatment of 
participation at local level. Instead, it suggests for insurance participation in the scope of group 
supervision to deduct the share of the participated SCR to the Own Funds of the participating 
undertaking, intended to prevent double use of own funds The proposed method (CEIOPS members’ 
majority view) has some very important shortcomings, and in particular does not ensure the “integrity 
of solo solvency calculation”. 


We therefore propose an approach that distinguishes participations, depending on level of influence, in 
order to decide whether for the undertaking it should be more appropriate to use:  


• In the case of dominant influence, a look through valuation approach should be used (allowing 
own funds to be recognized and replace the solo SCR with a “sub-group SCR” calculation for the sub-
group formed by the undertaking itself and its subsidiaries and participations. This sub-group SCR will 
allow for diversification benefits between entities making up the sub-group).  


The CRO Forum however recognizes that when an entity does not control its participations it may not 
have access to all the data to apply the look through approach and so an equity method should be 
permitted as a proxy. 


• Otherwise (i.e., significant influence), an equity shock approach. The valuation of the 
participation would be reflected in the solvency calculations of the participating entity reflecting the 
market value or estimated market consistent value of the participation in own funds and would include 
a capital charge based on a simple equity stress. Goodwill would be included in the value of the 
participation consistent with a market value approach. The equity charge for the participation should be 
reduced compared with the standard equity charge to reflect the lower level of risk associated with a 
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participation. 


We see one caveat for the equity shock approach in case of a deficit of the participated undertaking 
(i.e., AFR<SCR), as it does not perfectly cover this risk. That’s why only in this specific situation, 
additional calculation should be furnished (cf. also our comment on 4.7 on the integrity of the solo 
solvency calculation). 


67.B The treatment of financial regulated participation provides a wrong incentive 
(priority: high)  


This CP proposes to move away from the equity shock approach tested in QIS4 for the treatment of 
non-insurance participation at local level. Instead, the advice proposes to exclude the whole value of 
participation in a financial regulated entity. We disagree with this method for 3 reasons: (i) it provides 
a strong incentive for the undertaking to move surplus funds from the participation up to the 
participating undertaking (where it can be used for solvency purposes), holding only a minimum level 
of assets within the participation, (ii) it suggests that any surplus produced under peers frameworks 
(banking, investment sectors) is not reliable, and (iii) it is not consistent with the approach retained at 
Group level (cf. Final Advice on CP60). 


Therefore, we propose an approach that complies with the Financial Conglomerate Directive, as it is 
performed at group level. It allows the recognition of the excess surplus (based on the underlying 
regulatory basis) within the solo undertakings solvency calculation (i.e., recognise eligible Own Funds 
and add the Sectoral requirements to the SCR solo undertaking). 


67.C Treatment of non-financial non-regulated participations (priority: medium) 


We agree with CEIOPS that the treatment of the non-financial non-regulated participations should be 
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based the equity shock method (allowing the recognition of the equity/ market value in the accounts, 
including goodwill for the AFR, where the SCR to be used is the standard equity shock applied to own 
funds/ market value of each solo entity). We propose, as in QIS4, that a 1/2 equity-shock is applied for 
non-financial, non-regulated participations. 


67.D Treatment of insurance holding companies, mixed activity insurance holding 
companies and IORP is missing in this CP (priority: medium) 


CP 67 is silent on the treatment of insurance holding companies, mixed activity insurance holding 
companies and IORP, all of which are covered in CP 60 (CP 60 3.57 to 3.62). Same for financial holding 
companies (although we suspect these would be caught by the financial and credit institutions and 
similar non-regulated entity exclusions), and also non-EEA participations. 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


2.    


2.1.  This comment applies from 2.1 to 2.5 


The CP raises the issue of the definition of participation. If the article 13 gives a 20% threshold 
definition, articles 92 and 210(2) lead us to understand that the definition is not only based on a 
mechanical threshold. As expressed in previous responses, we consider the best approach would be to 
use the IFRS framework to analyse the scope of controls. 


Furthermore due to these principles an undertaking should have the ability to ask the supervisor to not 
define a specific investment as a participation if the principles are met as presented in IFRS (IAS 27 / 
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IAS 28). 


2.2.    


2.3.    


2.4.    


2.5.    


2.6.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


4.    


4.1.    


4.2.    


4.3.    


4.4.    


4.5.    
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4.6.    


4.7.  The wish for “integrity of solo solvency calculation” is understandable. However, CP 67 is not conducive 
to this objective for the following reason.  


There are two possibilities for an economically meaningful modelling of solo solvency.  


1st possibility/ Equity shock approach: All investments, including participations, are considered with an 
equity stress. This approach could be termed the “pure” solo solvency approach (AFR: equity/ fair 
value in the accounts and so including goodwill; SCR: standard equity shock applied to own funds of 
each solo entity). 


2nd possibility/ Look-through approach: Calculating the solvency ratio on the basis of a consolidated 
subgroup financial statement. This approach not only considers all the risks precisely and the existing 
diversification effects but also prevents the double counting which can arise as a result of transactions 
between the undertakings.  


The approach proposed by CEIOPS is neither one nor the other. Rather, a quasi-group solvency is used 
as solo solvency. In reality, it should be a two step process: (i) in a first step, the solo solvency should 
be calculated with one of the 2 approaches above, (ii) in a second step in case of critical situations, 
proof should be furnished on request through an additional calculation – as under Solvency I – that the 
adjusted solvency requirement (or a simplified calculation where participation SCRs are deducted from 
eligible own funds) is also met. 


See also our comments on 6.9 and our key message 67.A 


 


4.8.    


4.9.    


4.10.    


4.11.    


5.    


5.1.    


5.2.  It is unclear what kind of participations are considered to be “unregulated, related to the financial  
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sector”. Examples would be appreciated. 


5.3.  In our opinion the inclusion of subordinated debt is extending the definition of control which is not 
consistent with the level 1 text. The only correct inclusion would be if those debt instruments would 
include some other arrangement by which a certain control could be exercised. 


 


5.4.    


5.5.  We do not share the rationale not to retain the look-through approach (ie. replace the solo SCR with 
the group SCR calculation for the (sub)group formed by the undertaking itself and its subsidiaries and 
participations; which implies to recognize the diversification of the solo SCR with the sub-group). The 
participating undertaking should be able to use this method if practical, which fairly and truly reflects 
its risk exposure and profile. 


 


 


 


5.6.    


5.7.    


5.8.    


5.9.    


5.10.    


5.11.    


5.12.    


5.13.    


5.14.    


5.15.  CP 67 does not give any details of what deduction should be made for non-EEA participations. In line 
with the rules for CP 60 (Groups), the respective local SCR should be acknowledged as the own-funds 
deduction factor for participations from countries recognized by Solvency II. 


 


5.16.    
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5.17.    


5.18.    


5.19.    


5.20.    


5.21.    


5.22.    


5.23.    


5.24.  We fully support the Commission position that the approach does not meet the specific terms of the 
Level 1 text. 


 


5.25.    


5.26.    


5.27.    


5.28.    


5.29.    


5.30.    


5.31.    


5.32.    


5.33.    


5.34.    


5.35.    


5.36.    


5.37.    
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5.38.    


5.39.    


5.40.    


6.    


6.1.    


6.2.    


6.3.    


6.4.    


6.5.    


6.6.    


6.7.  For financial & credit institutions, this CP suggests to exclude the whole value of participation from the 
Own Funds of the participating undertaking. So, it provides a strong incentive to move surplus funds 
from the participation up to the participating undertaking (where it can be used for solvency purposes), 
holding only a minimum level of assets within the participation. 


In addition, it is unclear why excess surplus in a financial regulated entity is not recognised. By doing 
so, CEIOPS seems (i) suggesting that any surplus produced under peers frameworks (banking, 
investment sectors) is not reliable, and (ii) is not consistent with the approach retained at Group level 
(cf. Final Advice on CP60). 


Therefore, we propose an approach that distinguishes participations depending on the size of the 
participation and the level of influence, in order to decide for the undertaking’s whether it should be 
more appropriate: 


- to comply with the Financial Conglomerate Directive (ie. Sectoral requirements) or 


- to use the equity shock approach (ie. AFR: equity/ fair value in the accounts and so 
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including goodwill; SCR: standard equity shock applied to own funds of each solo entity). 


 


6.8.    


6.9.  This comment applies from 6.9 to 6.14 


This CP proposes to move away from the equity shock approach tested in QIS4 for the treatment of 
participation at local level. Instead, it suggests for insurance participation in the scope of group 
supervision to deduct the share of the participated SCR to the Own Funds of the participating 
undertaking, intended to prevent double use of own funds 


The proposed method (CEIOPS members’ majority view) for the treatment of (re)insurance 
participations has some very important shortcomings: 


a/ Non-consideration of diversification effects: this approach fails to consider diversification effects both 
between the different participations and between participating undertaking and participated 
undertaking, thus contradicting the economic principle of Solvency II.  


b/ Counting risks twice: firstly, in the participating undertaking’s SCR calculation and secondly in the 
participated undertaking’s SCR, since this is to be deducted in turn from the eligible own funds of the 
participating undertaking. 


c/ No informative solvency ratio for solo undertakings: by deducting the participated undertaking’s SCR 
from the eligible own funds, the solvency ratio will then no longer be an informative figure for the solo 
undertaking.  


 


But deriving to a proper group solvency ratio can only be achieved by using a look-through approach 
(ie. replace the solo SCR with the group SCR calculation for the (sub)group formed by the undertaking 
itself and its subsidiaries and participations), which implies to recognize the diversification of the solo 
SCR with the sub-group.  


.  
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We agree with CEIOPS, however, that a look-through approach is not practicable at the level of every 
participating undertaking and should not be automatically demanded. In addition, the look through 
approach raises the issue of goodwill, in particular the capital charge for the market risk in front of the 
goodwill. As already expressed in our response to CP35, we would suggest in the look-through 
approach to exclude goodwill in the own funds and not to take the capital charge to cover the goodwill 
into account in the SCR. 


Therefore, we propose an approach that distinguishes participations depending on the size of the 
participation and the level of influence, in order to decide for the undertaking’s whether it should be 
more appropriate to use  


- the look through valuation approach (and so diversification of the solo SCR with the sub-group 
should be allowed) or  


- the equity shock approach (ie. AFR: equity/ fair value in the accounts and so including goodwill; 
SCR: standard equity shock applied to own funds of each solo entity). 


We see one caveat for the equity shock approach in case of a deficit of the undertaker (ie AFR<SCR), 
as it does not perfectly cover this risk. That’s why only in this specific situation, additional calculation 
should be furnished (cf. also our comment on 4.7 on the integrity of the solo solvency calculation)  


6.10.    


6.11.    


6.12.    


6.13.  We disagree with the additional test for fungibility proposed in the advice on the basis that all 
insurance participations would be subject to Solvency II. We do not see the need for an additional test: 
we are dealing here with regulated insurers. Within the group supervision scope, any own funds can be 
transferred within a Group through intra-group loans (cf. our response to CP60).  


 


6.14.    


6.15.  It is unclear what kind of participations are considered to be “unregulated, related to the financial 
sector”. Examples would be appreciated. 
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6.16.  CEIOPS suggests in its advice that capital shall be held against non-financial non-regulated 
participations. However, not all non-financial non-regulated participations should be subjected to 
capital requirement. For instance, participations in service companies should not be required to hold 
additional capital.  


In light of that we agree with CEIOPS that the treatment of the non-financial non-regulated 
participations should be based the equity shock method, however it should be on a "comply or explain" 
basis.  


Moreover, where the equity shock approach is used the following should be considered; AFR: equity/ 
fair value in the accounts; SCR: standard equity shock applied to own funds of each solo entity.  


 


 


6.17.    


6.18.    


6.19.    


6.20.  This paragraph states that the solo supervisor can decide to exclude the out-of-scope participations 
(financial and insurers undertakings) from eligible own funds. 


In the directive, the out-of-scope is possible under three cases: 


a) if the undertaking is situated in a third country where there are legal impediments to the transfer of 
the necessary information, without prejudice to the provisions of Article 227; 


b) if the undertaking which should be included is of negligible interest with respect to the objectives of 
group supervision; 


c) if the inclusion of the undertaking would be inappropriate or misleading with respect to the 
objectives of the group supervision. 


Under cases b) and c), there is no reason to eliminate the participation from own funds. 


Under case a), we consider that the fact the solo supervisor cannot get information from the local 
supervisor should not lead to eliminate the participation. 
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As such, we would like more precisions on how the loss absorbency of the own funds could be affected.  


6.21.    


6.22.    


6.23.  It indicates that the participations in out-of-scope non financial undertakings will be subject to a 
standard equity charge subject to the criteria in article 109(l), and that the appropriate equity charge 
has yet to be agreed. 


We consider that the 50% reduction in equity charge as used in QIS4 could be a good proxy for this. 


 


Annex A Annex: We do not agree with the proposed approach. The approach outlined in Annex A misuse the 
equity risk sub-module to arrive at something similar to the accounting consolidation-based method. 
The factor f has effectively to be calibrated by conducting  something similar to the accounting 
consolidation-based method. Unfortunately, the proposed approach is not elaborated in detail but 
rather ideas are presented by examples. Furthermore, no diversification is allowed for multiple related 
undertakings according to A.10 which is not justified. 


 


A.1.    


A.2.    


A.3.    


A.4.    


A.5.    


A.6.    


A.7.    


A.8.    


A.9.    


A.10.    


A.11.    
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Annex B   


B.1.   


B.2.   


B.3.   


B.4.   


B.5.   


B.6.   


B.7.   


B.8.   


B.9.   


B.10.   


B.11.   


B.12.   


B.13.   


B.14.   


B.15.   


B.16.   


B.17.   


B.18.   


B.19.   


B.20.   
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B.21.   


B.22.   


B.23.   


B.24.   


B.25.   


B.26.   


B.27.   


B.28.   


B.29.   


B.30.   
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Reference Comment 


General 
Comment 


72.A CEIOPS agrees in their various advices that health insurance has specific local 
features based on local circumstances (priority: high) 


Therefore any treatment for health should cover these local specific circumstances. In this calibration 
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paper CEIOPS ignores this and presents one European calibration based on data derived from only a 
few Member States. In the opinion of the CRO Forum the calibration should be able to reflect the local 
circumstances. 


In the opinion of the CRO Forum no calibration should be such that in a local market the insurers are 
required to implement a partial internal model because the standard data set is deviating too much 
from the average risk profile. 


72.B CROF suggests a careful analysis which business should be included under the health 
module (priority: high) 


72.C Due to the national specificities undertaking specific parameters should be allowed to 
be used by undertakings (priority: high) 


We are happy to provide feedback on how to take into account the different risk profile of insurers with 
health activities due to the social security systems.   


Examples of national specificities are the UK IP business or the Dutch Health Insurance business. 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


2.    


2.1.    


3.    
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3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.  In the legally compulsory basic health-insurance and the supplementary health-insurance splitting 
costs of cure in ‘accident’ and ‘sickness’ is arbitrary (is pregnancy an accident or a sickness) and not in 
line with Dutch legislation. For the accident insurance a separate treatment would be correct. 


In the QIS 4 technical specifications a special Annex was included to cover the specific treatment of the 
Dutch Health insurance (TS.XVII.G Annex SCR 5: Dutch health insurance). In this draft advice no 
mention is given to this annex. 


 


3.8.    


3.9.    


3.10.    


3.11.  In Holland there is no lack of data. It is questionable whether the six States are representative for the 
industry, considering the kind of risks they represent, the volume and the risk mitigation techniques 
implemented. 


 


3.12.    


3.13.  In 3.11 there is a lack of data, in 3.13 there is enough data to justify a doubling of parameters. This 
feels more like a jumping-to-the-conclusion instead of a quantitative substantiated parameterisation. 


 


3.14.    


3.15.  We appreciate the option to make use of undertaking specific parameters in case the proposed 
parameters by CEIOPS are inappropriate. 
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3.16.    


3.17.    


3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.  The doubling for other risk without precise reasons is not adequate. So for the German SLT Health 
business  a shock factor of 10% in combination with 1% inflation seems too high. 


 


3.27.  No change appears to be proposed to the stresses defined in CP49. Further analysis would be 
necessary to assess whether this is appropriate. 


 


3.28.    


3.29.  What is Revision Risk? Elsewhere it is stated as referring to a change by the insurer to an annuity 
already in payment, in which case it would not apply to UK IP and PMI business – is this a correct 
interpretation? 


 


3.30.    


3.31.  In some markets, there are major differences between life and health contracts with regard to the 
lapse risk. For example, in Germany everybody must have a health insurance, thus cancelling an 
insurance contract means getting a new one with another insurance company. Because the 
policyholders do not have the option of having no insurance at all, the lapse rates will be less volatile. 
A different calibration from life is therefore needed or undertakings should be allowed to use entity 
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specific data. 


3.32.    


3.33.    


3.34.    


3.35.    


3.36.    


3.37.  Definition of LoB still not clarified, for example would all PMI business be a single LoB?  


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.    


3.46.  In Holland there is in the legally compulsory basic health-insurance and the supplementary health-
insurance no distinction between Accident and Sickness, opposite to the accident insurance’. In the first 
case there should be the possibility to abandon Accident. 


 


3.47.    


3.48.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. 


In Holland there is in the legally compulsory basic health-insurance and the supplementary health-
insurance no distinction between Accident and Sickness, opposite to the accident insurance’. In the first 
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case there should be the possibility to abandon Accident. 


3.49.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 


 


3.50.    


3.51.  The graph shows diversification effects when the portfolio size increases. Yet the chosen risk factor 
applies to companies of all sizes. This “one size fits all” approach results in requirements that are not 
suitable for many large and many small companies. 


 


3.52.    


3.53.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. 


 


3.54.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 


 


3.55.    


3.56.  The graph shows diversification effects when the portfolio size increases. Yet the chosen risk factor 
applies to companies of all sizes. This “one size fits all” approach results in requirements that are not 
suitable for many large and many small companies. 


 


3.57.    


3.58.    


3.59.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. 


 


3.60.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 
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3.61.    


3.62.    


3.63.    


3.64.    


3.65.    


3.66.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. There is also no plot with actual 
standard deviations to support the recommendation of 17,5% 


 


3.67.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 


 


3.68.    


3.69.    


3.70.    


3.71.    


3.72.    


3.73.    


3.74.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. 


 


3.75.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 
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3.76.    


3.77.    


3.78.    


3.79.    


3.80.    


3.81.  The recommendation is not derived from the text. There is no link with the column ‘Fitted’, nor with the 
results from QIS-4. The recommendations are coming out of the blue. 


 


3.82.  The CRO Forum would recommend CEIOPS to also include Dutch data in the analysis, since. it is an 
important insurance industry with material substance in the local market. 


The methods are not explained, which does not make the process transparent. 


 


3.83.    


3.84.    


3.85.  Typo – Sickness reserve factor should be 12.5% not 15%  


3.86.    


3.87.    


3.88.    


3.89.  Clearly a correlation factor of 1 would be too high in respect of UK business (although it might be 
appropriate in other jurisdictions) 


 


3.90.    


3.91.  As observed in feedback to CP50, some of the correlation factors appear too high for UK business eg 
0.5 between expenses and morbidity and 0.5 between expenses and lapses 


The calibration should not be the same as the one used for Life underwriting risk module, because the 
risk nature in Health insurance differs from the one in Life insurance. The correlations, specially 
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between expense and morbidity and expense and lapse, seems to high. Compared to CP50 the 
correlation between morbidity and lapse was increased, although in the German long-term health 
business a negative correlation would be appropriate.     


3.92.  In QIS4 the correlation was zero. If there is a correlation at all, it should be negative: a catastrophe 
will delay regular care. 


 


3.93.    


3.94.  The suggestion of CEIOPS is not based on data or reasoning, but will result in an enormous increase of 
solvency requirement. The proposed correlations are considered much too high. 


 


3.95.    


3.96.    


3.97.    


3.98.    


3.99.    


3.100.    


3.101.    


3.102.    


3.103.    


3.104.    


3.105.  In some markets, there are major differences between life and health contracts with regard to the 
lapse risk. For example, in Germany everybody must have a health insurance, thus cancelling an 
insurance contract means getting a new one with another insurance company. Because the 
policyholders do not have the option of having no insurance at all, the lapse rates will be less volatile. 
A different calibration from life is therefore needed or undertakings should be allowed to use entity 
specific data. 


 


3.106.  The factors, selected by CEIOPS do not represent the Dutch health-insurance situation, neither for the  
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basic insurance nor the supplementary. Dutch factors should be around 0,5% 


The reserve factor for sickness throughout the Consultation paper is 12.5% (3.7 and 3.74), in 3.106 a 
factor of 15% is mentioned. Which one is correct? 


3.107.    


3.108.    


3.109.  CEIOPS presents no empirical evidence to support the proposed correlation factors of 100%. 


We believe that the correlation between these risk should be between 0% and 25%. 
 


3.110.    


3.111.    


3.112.  CEIOPS proposes correlation factors of 1 for accident, sickness and workers compensation. Although 
the risks show some correlation they are clearly not fully correlated as suggested. This will result in an 
overstatement of the risk and hence an overstatement of the capital requirement. We believe that the 
correlation between these risk should be between 0% and 25%. 


 


3.113.  The correlation factor of 50% between premium and reserve risk is too high  


3.114.    
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Reference Comment 


General 
Comment 


73.A CP 73 reflects the unjustified increases in the capital charges implied by the new SCR. 
(priority very high) 


In this advice, calibrations have been adjusted in order to calculate an average MCR of 35%of SCR 
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calculated with the standard formula, with market wide factors. CEIOPS has explicitly written that the 
overall SCR for property and casualty undertakings would increase by a factor of 1.65 (§3.15) and for 
Life undertakings by a factor of 1.75 (§3.38). As already expressed in all our responses to the 
‘calibration’ CPs, we feel that the calibrations proposed are overly prudent (an understatement) and 
not inline with the spirit of the SII directive. 


73.B Functioning of the MCR corridor is under question (priority: high) 


In practice for the MCR, the proposed calibrations push the MCR calculation to the top end of the 
corridor defeating the purpose of having a corridor in the first place, as in many cases the SCR is 
calculated with increased sophistication (i.e., internal models or USP). 


The solution achieved by CEIOPS will need careful review when the final SCR calibrations are set and in 
the results of QIS5 are known. There are some aspects where we can not assess the possible ‘error’. 
CEIOPS fitting of the MCR formula is against the QIS4 data. We can not tell how sensitive this fitting is 
to the conditions underlying QIS4. 


1.    


1.1.    


1.2.    


1.3.    


1.4.    


2.    


2.1.    


2.2.    


2.3.    
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3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.  CRO Forum welcomes the narrowed corridor as now in the Directive, even though it has expressed the 
preference for a fixed percentage of SCR. Given the large number of life insurers for which the 
calibration of MCR falls outside of the corridor, it notes that in effect these would have either a risk 
sensitive MCR of 25% of SCR or 45% of SCR. These levels are significantly different and should trigger 
questions around level playing field and an effective ladder of intervention providing policyholder with 
an adequate level of protection. 


 


3.9.    


3.10.    


3.11.    


3.12.    


3.13.    


3.14.    


3.15.  The adjustment factor that results from the re-calibration of the SCR for the non-life business (x 1.65) 
makes clear, also at the MCR level, that the increases in capital charges are very significant and 
require well-founded explanations of the causes of these changes. 


 


3.16.    
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3.17.    


3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    


3.33.    


3.34.  For non-participating policies we have a(c,4)=3.2% and a capital charge a(c,4)=0.14%. From QIS4 
results we know that the SCR life is usually (in several countries) lower than the Solvency I margin. 
Given that the MCR is a fraction of the SCR and that it is capped at 45% of the SCR, it turns out that in 
most cases we will have an MCR fixed at the cap. 


Given the current formula for the MCR of the participating contracts we have that (even without 
considering the 0.14% capital charge), if the Technical Provision of the discretionary benefit component 
is less than 22% of total Technical Provision (which is usually the case), then the MCR of a participating 
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contract is higher than the one of a non-participating contract. This result seems therefore to 
discriminate without reasons the participating vis-a-vis the non-participating contracts.    


 


3.35.    


3.36.    


3.37.    


3.38.  The adjustment factor that results from the re-calibration of the SCR for the life business (x 1.75) 
makes clear, also at the MCR level, that the increases in capital charges are very significant and 
require well-founded explanations of the causes of these changes. 


 


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.  CRO Forum fully agrees with this paragraph and it trusts that the process till adoption of the Level 2 
implementing measures will ensure a calibration of SCR and MCR reflecting the 99.5% VaR and 85% 
VaR level and not a significantly higher level. 
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CRO Forum  


Disclosure of 
comments: 


CEIOPS will make all comments available on its website, except where respondents specifically request 
that their comments remain confidential.  


Please indicate if your comments should be treated as confidential: 


 
 


Public 


 Please follow the following instructions for filling in the template:  


 Do not change the numbering in the column “reference”. 


 Please fill in your comment in the relevant row. If you have no comment on a paragraph, keep 
the row empty.  


 Our IT tool does not allow processing of comments which do not refer to the specific paragraph 
numbers below.  


o If your comment refers to multiple paragraphs, please insert your comment at the first 
relevant paragraph and mention in your comment to which other paragraphs this also 
applies. 


o If your comment refers to sub bullets/subparagraphs, please indicate this in the 
comment itself.   


Please send the completed template, in Word Format, to secretariat@ceiops.eu. Our IT tool 
does not allow processing of any other formats. 


 


The numbering of the paragraphs refers to Consultation Paper No. 74 (CEIOPS-CP-74/09). 


 


Reference Comment 


General 
Comment 


The CRO forum has prepared a separate paper on risk correlations in the standard formula (CROF, 
12/2009, Calibration recommendation for the correlations in the Solvency II standard formula). Here 
we repeat the main results of the CRO forum’s calibration paper, only, but refer for additional 
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arguments to the separate text. 


Compared to QIS4, CEIOPS proposes to increase 28 of 47 correlation factors - some of them quite 
significantly. CEIOPS provides two main arguments for the dramatic increase; (i) for some marginal 
probability distribution types (skewed or truncated distributions) the aggregation technique (square 
root formula) tends to underestimate the Value-at-Risk of the joint probability distribution, (ii) during 
the recent (or current) financial crisis increased market risk correlations could be observed. Although 
we generally follow these two main arguments we think CEIOPS has drawn unbalanced conclusions in 
some areas. Our key messages are: 


74.A The shortcomings of the aggregation technique do not warrant an increase of all zero 
correlations (to 25%). Assumptions on probability distributions should be provided and 
challenged (priority: high) 


The CRO Forum recognises the shortcomings of the aggregation technique for particular distributions in 
the case of independence. However, we think it is not valid to use this argument to increase all zero 
correlations (to at least 25%) without giving evidence on the shape or class of the probability 
distributions. Whenever the argument is used, the assumptions on the probability distributions should 
be made transparent. One can easily construct examples (e.g. similar to §3.20) where the aggregation 
formula overestimates the joint VaR. 


Therefore, we do not agree with the proposed new correlation factor between non-life cat risk and non-
life basis underwriting risk and the changed correlation factors within the life underwriting risk module 
but proposes to keep QIS4 correlations. 
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74.B Correlations in the standard model should be considered in conjunction with the 
calibration of the shocks to target a 1-in-200 level (priority: high) 


Indeed, the diversification benefit implied by the CEIOPS proposal on market risk correlation matrix 
(16%) is equivalent to the diversification benefit effectively experienced in the financial markets in the 
year of the financial crisis in 2008; which is in fact quite conservative, as (i) in parallel the new 
calibrations for some individual shocks already reproduce the worst shocks observed ever (and even 
sometimes more), and (ii) the period with the worst correlation observed does not necessary coincide 
with the period with the worst shocks (see section 2.1 on back-testing). 


74.C We challenge CEIOPS’ proposal to modify the correlation matrix for the basic SCR 
(market, default, life, health, non-life), that is part of the Annex IV of the Directive, because 
the determination of these new correlation factors, especially for Health/ Life, should be 
documented and not only based on general considerations (priority: high) 


The CRO Forum disagrees with the increase of the correlation factor between life underwriting risk and 
health underwriting risk from 0.25 to 0.75. Different products within these two modules are exposed to 
different risks (e.g. mortality or longevity). CEIOPS proposal imply a high correlation of a life product 
exposed to mortality risk and a health product exposed to longevity risk which is implausible. The 
argument provided by CEIOPS can be best capture by a different aggregation technique as proposed in 
Calibration Principles for the Solvency II Standard Formula (CROF, May 2009), namely aggregating risk 
types in the health and life sub module rather than directly aggregating health and life risk. 


1.    


1.1.    


1.2.    
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2.    


3.    


3.1.    


3.2.    


3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.    


3.9.    


3.10.    


3.11.    


3.12.    


3.13.    


3.14.    


3.15.    


3.16.    


3.17.    


3.18.    


3.19.    
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3.20.  There is an error in the example. The cap has to be applied at 1.2 (instead of 0.2) to get the displayed 
results. 


The statements derived from the example are very sensitive to the parameters. For example, if only 
one of the distributions is capped (but not both) the aggregation formula overestimates the true value. 
Thus, the example does not justify the broad application of not-zero correlations for independent risks. 


 


 


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    


3.27.    


3.28.    


3.29.    


3.30.    


3.31.    


3.32.    


3.33.    


3.34.    


3.35.    


3.36.    
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3.37.    


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.    


3.46.    


3.47.    


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.    


3.56.    


3.57.    
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3.58.    


3.59.    


3.60.    


3.61.    


3.62.    


3.63.    


3.64.    


3.65.    


3.66.    


3.67.    


3.68.    


3.69.    


3.70.    


3.71.    


3.72.  CEIOPS should provide evidence that the proposed calibration parameters are best-estimate 
parameters rather than conservative ones. 


 


 


3.73.   
Where CEIOPS believes that the standard aggregation of a pair of risk factors is not adequate, 
assumptions on the underlying stochastic model should be provided. This should be done case by case. 
 


 What typical distributions are assumed for the risk factors? (e.g. skewed, truncated) 
 What assumptions are made with respect to the typical dependency structure? (e.g. tail 


dependency) 
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3.74.   
Correlations in the standard model should be considered in conjunction with the calibration of the 
shocks to target a 1-in-200 level.  Indeed, the diversification benefit implied by the CEIOPS proposal 
on market risk correlation matrix (16%) is equivalent to the diversification benefit effectively 
experienced in the financial markets in the year of the financial crisis in 2008; which is in fact quite 
conservative, as (i) in parallel the new calibrations for some individual shocks already reproduce the 
worst shocks observed ever (and even sometimes more), and (ii) the period with the worst correlation 
observed does not necessary coincide with the period with the worst shocks (see section 2.1 on back-
testing). 
 
The CRO forum has prepared a separate document on the calibration of correlation factors with a 
particular focus on market risk correlations (CROF, 12/2009, Calibration recommendation for the 
correlations in the Solvency II standard formula).  We refer to the study for further arguments on 
market risk correlations and a quantitative proposal for QIS5.  


 


 


3.75.  There is an indication that the QIS4 market risk results are optimistic compared to internal models, see 
CRO forum QIS4 Benchmarking study (CROF, October 2008). 


 


 


3.76.  We recognise the shortcomings of the aggregation technique for particular distributions in the case of 
independence. However, we think it is not valid to use this argument to increase all zero correlations 
(to at least 25%) without giving evidence on the shape or class of the probability distributions. In 
particular, the CRO forum believes the argument is not valid for the sub risks of life underwriting risk 
where is has been used extensively.  


For life underwriting risk, the CRO forum proposes to maintain the correlation factors used for QIS4. 


 


 


3.77.  We believe that CEIOPS’ arguments do not justify the increase of the correlation factor between cat 
and basis non-life underwriting risk.  More evidence is needed. The correlation factor depends on the 
particular distribution assumptions and whether the basis risk module should cover expected cat 
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claims.  


Also the reference to practicability (3.49) is not evident. What portion of “side effect” is to be covered 
by the cat risk module?  


 


3.78.  We disagree with the increase of the correlation factor between life underwriting risk and health 
underwriting risk from 0.25 to 0.75. Different products within these two modules are exposed to 
different risks (e.g. mortality or longevity). CEIOPS proposal imply a high correlation of a life product 
exposed to mortality risk and a health product exposed to longevity risk which is implausible. The 
argument provided by CEIOPS can be best capture by a different aggregation technique as proposed in 
Calibration Principles for the Solvency II Standard Formula (CROF, May 2009), namely aggregating risk 
types in the health and life sub module rather than directly aggregating health and life risk. 


 


 


3.79.  We support this suggestion. 


 


 


Annex A   


A.1.   


A.2.   


A.3.   


A.4.   


A.5.   


A.6.   


A.7.   


A.8.   


A.9.   
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A.10.   


Annex B   


B.1.   


B.2.   


B.3.   


B.4.   


B.5.   


B.6.   


B.7.   


B.8.   


B.9.   


B.10.   


B.11.   


B.12.   


B.13.   


B.14.   


B.15.   


B.16.   


B.17.   


B.18.   


B.19.   
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B.20.   


B.21.   


B.22.   


B.23.   


B.24.   


B.25.   


B.26.   


B.27.   


B.28.   
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The numbering of the paragraphs refers to Consultation Paper No. 79 (CEIOPS-CP-79/09). 


 


Reference Comment 


General 
Comment 


79.A Further advice on Captives writing general liability or public liability business is 
required (priority: medium) 
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Further thought does need to be given in situations where captives write general liability or public 
liability risks. Theoretically for general and public liability risks the primary claimant may be an 
individual with no connection to the Parent Group and therefore may be treated differently. Pure 
captives who write general and public liability business as part of a larger portfolio of risks should not 
be penalized across the board from a capital requirement perspective but it is worth considering a more 
granular approach with perhaps a higher capital requirement for the general and public liability risks. 


79.B The CRO Forum disagrees with the argument that it is too burdensome to investigate 
the rating of each bond (priority: medium)  


This should be a part of best practice and corporate governance. This investigation of each bond should 
be done as part of normal business activity. The BBB assumption is too simplistic and we would not 
agree with this approach. If the captive industry wanted to pursue this path then scope should be 
made for captives who can demonstrate to regulators a much higher credit rating in their portfolio. 


79.C Standards should be set for Captives' use of Internal Models (priority: medium)  


The CRO Forum strongly believes that owners of captives or smaller non-life entities should be allowed 
to utilise internal models once they have demonstrated to regulators a commitment of resources and 
outlined a historical track record on model use within the entities business operations. 


1.    


1.1.    


1.2.  A general comment is that captives take many forms but the idea of more simplified calculations for 
“pure captives” makes sense. The majority of pure captive owners are industrial or retail organisations 
(e.g. Coca Cola, Heineken, Hewlett Packard etc) whose core business would not be insurance therefore 
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the resources at their disposal do not mirror the resources available to commercial insurers and 
reinsurers with respects solvency matters. Pure captives only write the risks of the parent and its 
subsidiaries therefore risk complexity is not as severe as a commercial insurance company, as pure 
captive transactions tend to be intra group the effect of a captive failure for “the person on the street” 
is minimal.  Captives do perform a significant role in the risk transfer world allowing large organizations 
to retain more predictable and frequent risks in a formalised structure and therefore moving 
commercial insures further away from the risk. However further thought does need to be given where 
captives write general liability or public liability risks and where theoretically the primary claimant may 
be an individual with no connection to the Parent Group – where pure captives write these risks then it 
is worth considering a higher capital requirement for those particular lines of business. 


1.3.    


2.  Article 13-1a Definitions 


The definition of captive under Solvency II may have ramifications for Life Insurers who currently have 
captives within their organisations. Life insurers who use their captive purely for corporate risk will see 
the status of their companies change under Solvency II to Small Non Life Insurance Companies. The 
CRO Forum believes that if life insurers continue to use their captives for pure risks that whilst falling 
outside of the definition of captive that CEIOPS should consider ways for any exceptions allowed to 
captives to be extended to smaller nonlife entities. 


 


3.  The CRO Forum strongly believes that owners of captives or smaller nonlife entities should be allowed 
to utilise internal models once they have demonstrated to regulators a commitment of resources and 
outlined a historical track record on model use within the entities business operations.   


 


3.1.    


3.2.    
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3.3.    


3.4.    


3.5.    


3.6.    


3.7.    


3.8.  3.8 (a): Question to stakeholders:  
We agree with Option 2, but believe “beneficiary” should be well-defined to ensure transparency and 
consistency in treatment. 


3.8 (b): Question to stakeholders:   
It is too restrictive to say “do not relate”. The intent should be that compulsory third party insurance 
ends up at a third party. The captive can play a role in this risk transfer process. 


3.8 ( c)  
A significant number of captives within the EU would be termed reinsurance captives so the co-
operation of commercial insurance carriers to issue primary policies to the parent company is very 
significant. In order to prevent destabilising this area of the captive world we would agree with 3.8 ( c). 
Commercial insurance carriers also tend to be protected by captive default through a variety of 
measures like Letters of Credit, Simultaneous Payments Clauses and Parental Guarantees. If fronting 
for captives is marginalised it could lead to a complete lack of supply in the fronting market and 
thereby crippling captive reinsurers. 


 


3.9.    


3.10.    


3.11.    







Template comments 
5/7 


 Comments Template on CEIOPS-CP 79 
Consultation Paper on the Draft L2 Advice on Simplifications for Captives 


Deadline 
11.12.2009  
12.00 CET 


3.12.    


3.13.    


3.14.    


3.15.    


3.16.    


3.17.    


3.18.    


3.19.    


3.20.    


3.21.    


3.22.    


3.23.    


3.24.    


3.25.    


3.26.    


3.27.  Because of the business models and general size of captives we believe it makes sense to only simplify 
deposit counterparty risk for credit worthy institutions (AA or better).  


 


3.28.  We agree with the proposed simplification.  


3.29.    


3.30.    
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3.31.    


3.32.    


3.33.  It is hard to see how it is too burdensome to track the rating of each bond in one’s investment 
portfolio. The majority of pure captives do not have large pools of funds or have complex investment 
portfolios so we struggle with the argument that it is too burdensome to investigate the rating of each 
bond, in fact as part of best practice and corporate governance this investigation of each bond should 
be done as part of normal business activity. The BBB assumption is too simplistic and we would not 
agree with this approach. If the captive industry wanted to pursue this path then scope should be 
made for captives who can demonstrate to regulators a much higher credit rating in their portfolio.  


 


3.34.    


3.35.    


3.36.    


3.37.    


3.38.    


3.39.    


3.40.    


3.41.    


3.42.    


3.43.    


3.44.    


3.45.    


3.46.    
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3.47.    


3.48.    


3.49.    


3.50.    


3.51.    


3.52.    


3.53.    


3.54.    


3.55.    


3.56.    


3.57.    


Annex A   


A.1.   


A.2.   


A.3.   


A.4.   


A.5.   


A.6.   


A.7.   


 





