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EXPLANATORY MEMORANDUM

1. CONTEXT OF THE DELEGATED REGULATION

Directive 2009/138/EC ('Solvency II'), as amended by Directive 2014/51/EU ('Omnibus II'),
entered into application on 1 January 2016, replacing 14 existing directives (commonly
referred to as 'Solvency I'). It introduces a modern and harmonised framework for the taking-
up of business and supervision of insurance and reinsurance undertakings in the Union.
Through the definition of risk-based capital requirements across all EU Member States, it
allows for a risk-based regulation, enabling a better coverage of the real risks faced by
insurers, and contributing to the dual objective of protecting policyholders and preserving the
stability of the financial system.

On 18 January 2015, Commission Delegated Regulation (EU) 2015/35, supplementing
Directive 2009/138/EC of the European Parliament and of the Council on the taking-up and
pursuit of the business of Insurance and Reinsurance (Solvency Il), entered into force. This
Regulation, which is based on a total of 76 empowerments in the Directive, specifies the
technical rules on numerous aspects of the implementation of the Solvency Il Directive,
applying to individual insurance and reinsurance undertakings as well as groups. In recital
150 of that Regulation the Commission expressed its intention to review the methods,
assumptions and standard parameters used to calculate Solvency Capital Requirements with
the standard formula by December 2018, in order to reflect new market developments and
build on practical experience gained in the first years of application of Solvency II.

In addition, in the Action Plan on building a Capital Markets Union (CMU) of 30 September
2015%, the Commission announced its intention to unlock more investments and to mobilise
capital in Europe to be channelled into funding for Small and Medium-Sized Enterprises
(SMEs). The Commission reiterated this commitment in the Mid-term Review of the CMU of
June 20172 In particular, the objective is to facilitate access to equity and debt funding for
European SMEs so that they can have access to financing more easily and on better terms®.
With trillions of assets under management, the insurance sector remains a mainstay of the
European financial industry and can contribute to the objectives of the CMU. However, in
2016, unlisted equity represented only 3% of insurers’ total investments”. Therefore, in order
to ensure that there exists no unjustified impediment to insurers' investment in capital and
debt instruments of SMEs, the Commission announced an assessment of the prudential
treatment of unlisted equity and unrated debt in Solvency II.

On 30 September 2015, the Commission launched a Call for Evidence on the EU regulatory
framework for financial services®. Fifty respondents from the insurance sector participated in
that exercise, comprising industry representatives, public authorities and non-governmental
organisations. The Call for Evidence provided further insights into the functioning of the
Solvency Il framework, highlighting issues regarding its proportionality and technical
consistency (both within the Solvency Il framework and with other Regulations applicable to

See the action plan on building a capital markets union.
See the CMU mid-term review.

3 See also the Commission proposal on the promotion of the use of SME growth markets (COM(2018)
331)
4 See the 2017 EIOPA investment behaviour report.

See the Commission's web page on the Call for Evidence.
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the financial sector), as well as emphasising concerns on unjustified constraints to financing
in asset classes such as private equity and privately placed debt®.

Building on the feedback collected in the Call for Evidence, the Commission issued two
consecutive calls for technical advice to the European Insurance and Occupational Pensions
Authority (EIOPA) on the review of 20 specific areas in the Solvency Il Delegated
Regulation, on 18 July 2016’ and 21 February 20178 respectively. EIOPA's technical advice
was received in two parts, on 30 October 2017° and 28 February 2018'.Taking into account
EIOPA’s technical advice, this Regulation amends the Solvency II Delegated Regulation as
follows:

To remove unjustified constraints to the financing of the economy, prudential criteria
are introduced that allow reducing the capital charges in the standard formula for
insurers’ unrated debt and unlisted equity investments. Those amendments allow
lowering the shock factor'! by up to 56 % for the spread risk, and by 20 % for the
equity risk. Also, long-term investments in equity should benefit from the same
capital charge as strategic participations, provided that some criteria related to asset-
liability and investment management of the insurer are met.

To enhance proportionality in the framework, further simplifications to unjustifiably
burdensome or costly elements of the capital requirement standard formula are
introduced, including inter alia a carve-out from the mandatory application of the
look-through in investment funds and exceptions to the use of external ratings. These
simplifications are subject to prudent conditions, ensuring that their application does
not conceal risks to which insurance and reinsurance undertakings are exposed. In
addition, the man-made catastrophe risk submodule is simplified.

In order to remove unjustified inconsistencies between different EU financial
legislation, the rules applicable to the Solvency Il capital requirement standard
formula are further aligned with the rules applicable in the banking sector, to the
extent that such alignment is commensurate with the different business models in
these sectors. This alignment involves the classification of own funds and exposures
to central counterparties and the treatment of exposures to regional governments and
local authorities. In addition, the treatment of derivatives is adjusted following the
adoption of the European Market Infrastructure Regulation (EMIR) *2,

Against the background of widely divergent practices between Member States in the
recognition of the capacity of deferred taxes to absorb present losses, which cannot
be justified by different tax regimes, further principles are introduced to ensure a
level playing field in the Union. Such an amendment will foster supervisory
convergence between national jurisdictions while having a limited impact on overall
capital requirements at EU level (0.9% of the sum of Solvency Capital Requirements
before loss-absorption).

See the summary of responses to the Call for Evidence. Private equity and privately placed debt are
subcategories of unlisted equity and unrated debt respectively.

Auvailable on the EIOPA web site at this link.

Auvailable on the EIOPA web site at this link.

Auvailable on the EIOPA web site at this link.

Auvailable on the EIOPA web site at this link.

Shock factor refers here to capital charges for a specific sub-module before taking into account
diversification effects.

Regulation (EU) No 648/2012 of the European Parliament and of the Council of 4 July 2012 on OTC
derivatives, central counterparties and trade repositories (OJ L 201, p. 1).
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o Making use of an the additional data gathered on premiums earned and estimates of
ultimate losses since the last calibration was performed, a number of parameters are
updated, including risk calibrations for non-life premium and reserve risk, and health
and non-life catastrophe risk.

o The recognition of risk mitigation techniques, the group solvency calculation and the
volume measure for non-life premium risk™ are further refined, thus improving the
risk sensitivity of the capital requirement standard formula while better reflecting
developments in market practices.

o A more rigorous framework is laid down as regards amendments to the
methodologies, principles and techniques for laying down the technical information
on the relevant risk-free interest rate term structure, improving the system for
determining the technical information, with the objective of increasing transparency,
prudence, reliability and consistency over time.

o A number of drafting errors throughout the Solvency Il Delegated Regulation are
corrected.
2. CONSULTATIONS PRIOR TO THE ADOPTION OF THE ACT

The Commission asked EIOPA for technical advice on whether and how it would be
appropriate to amend the Solvency Il Delegated Regulation in the areas covered by the
present amending Regulation. EIOPA conducted a series of public consultations as follows:

o Public consultation on the basis of a discussion paper'*, covering all areas of the
Commission’s call for technical advice between 8 December 2016 and 3 March
2017. Seventy stakeholders responded to the public consultation.

o Public consultation on the first set of technical advice™ between 4 July 2017 and 31
August 2017. 25 stakeholders responded to this public consultation®®.

. Public consultation on the second set of technical advice!’ between 6 November
2017 and 5 January 2018. 49 stakeholders responded to this public consultation®®.

Stakeholders responding to EIOPA’s consultations include insurers and investment service
providers as well as their associations, actuarial associations, consultation service providers,
trade unions, academics and private individuals. In addition, EIOPA organised a series of
roundtables and teleconferences with stakeholders. EIOPA’s two sets of technical advice were
accompanied by impact assessments.

On 27 March 2018, the Commission held a full day public hearing on the review of the
Solvency Il Delegated Regulation. Discussions were organised around four panels, covering
all areas covered by this present amending Regulation. Speakers included experts from the
insurance industry and their asset managers, from the supervisory community, from consumer
organisations and from the European Parliament. While EIOPA's advice was generally
welcomed, speakers from the industry expressed concerns regarding EIOPA's own-initiative

B The volume measure for premium risks reflects the amount of premiums related to the existing business

as well as to then new business to be written over the following 12 month.

14 Available on the EIOPA website at this link.
15 Available on the EIOPA website at this link.
16 Responses to the public consultation are available on the EIOPA website at this link.
e Available on the EIOPA website at this link.

18 Responses to the public consultation are available on the EIOPA website at this link.
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advice on strengthened capital requirement for interest rate risk in order to reflect the potential
of negative interest rates, due to the significant impact of this proposal on capital requirements
(EIOPA estimates that its proposal would lead to a decrease in solvency ratios by 14
percentage points, ranging up to 75 percentage points in one Member State; according to the
industry, this would represent a € 200 billion increase in capital requirements EU-wide) and
its pro-cyclicality. Some stakeholders were also critical about EIOPA's own-initiative advice
to provide more harmonised guidance on the calculation of the loss-absorbing capacity of
deferred taxes, claiming that divergences might be justified by different national tax regimes.
With regard to EIOPA's proposals to further simplify the standard formula calculations,
stakeholders highlighted that the effective application of the proportionality principle is highly
dependent on national supervisors' implementations of the Solvency Il provisions. Finally,
whilst EIOPA's proposals on improved treatments for unlisted equity and unrated debt were
positively welcomed, a few stakeholders suggested considering more ambitious actions
stimulating long-term investments in equity.

In addition, the Expert Group on Banking, Payments and Insurance (insurance formation),
bringing together experts from Member States, with the European Parliament and EIOPA as
observers, was consulted in meetings on 29 June 2017, 29 May 2018, and 20 September 2018.
Members generally welcomed the approach taken by the Commission. While some
questioned the absence of a 5% limit on the amount of unrated debt and unlisted equity which
may benefit from a preferential treatment, which was proposed by EIOPA, several Member
States welcomed this absence in light of the objectives of the CMU. Finally, some Member
States called for further actions on the prudential treatment of equity investments and one
Member State called for action on the volatility adjustment.

In response, the Commission invited EIOPA to provide information on the behaviour of
insurers as long-term investors. In addition, the volatility adjustment will, as the other long-
term guarantee measures, be subject of the review of the Directive in 2020, as foreseen by
Article 77f of the Directive.

The draft Delegated Act was also published for a public feedback period of four weeks on the
Better Regulation Portal. Based on the 25 submissions received, the Commission revised the
criteria for long-term equity investments, the co-investment criterion related to the use of
internal models for unrated debt and the application date for the amendments to the provisions
on the calculation of loss-absorbing capacity of deferred taxes.

Several stakeholders considered that the criteria for the application of the long-term equity
treatment were too strict, in particular the combination of a minimum average holding period
of 12 years and the requirement to demonstrate the ability to hold 12 more years. The required
average holding period was therefore reduced to 5 years and the undertaking should
demonstrate the ability to hold the investments under stressed conditions for another 10 years,
for which a 22% standard parameter can also be justified. More detail on long-term equity
investments is given in a Commission Staff working document.

Respondents considered the level of the threshold in the co-investment criterion for the use of
internal models for unrated debt as unrealistically high. According to that criterion in the
consultation draft, an insurance company would have been able to use the output of an
approved internal model of another insurer or a bank only where that insurer or bank retains
retained at least a share of the investment equal to the threshold. In order to strike a balance
between practicality and the need to address the potential for a conflict of interests, the level
of the threshold was reduced from 50% to 20%.
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Taking into account that some stakeholders opposed the new requirements on the calculation
of the loss-absorbing capacity of deferred taxes and acknowledging the additional burden they
impose, the application date of those provisions has been set to 1 January 2020.

The general content of the forthcoming review was also discussed in the European
Parliament, in an ECON Committee scrutiny session on 16 May 2018. The Commission
outlined its intention to follow most of EIOPA's advice, but indicated that taking into account
stakeholder feedback and the high impact on capital requirements, in particular with regard to
long-term activities, a revision of the calibration of interest rate risk would more appropriately
be considered in the context of the review of the Solvency Il Directive itself planned in 2020,
where a more holistic approach could be followed. After the scrutiny session, the ECON
Committee chair sent a letter on 18 September 2018 to the Commission with some proposals
on content of this review as well as on the Solvency Il framework in general. The letter was
carefully assessed by the Commission in the finalisation of the legal text and the application
date has been set in a manner that allows insurers and reinsurers only active in the credit and
suretyship segment to prepare for the increase in the capital requirement for non-life premium
risk.

A list of minor drafting and typographical errors, now corrected by this Regulation, was
collected by EIOPA in collaboration with national supervisory authorities.

3. LEGAL ELEMENTS OF THE DELEGATED REGULATION

This Delegated Regulation is based on a bundling of empowerments that are substantively
linked, as shown by the two Calls for Advice sent to EIOPA.

Article 1: Amending provisions

Paragraphs (1), (43) to (49) and (51) to (56): counterparty default risk sub-module and
treatment of risk-mitigation techniques in the standard formula

These paragraphs amend the Delegated Regulation by:

o defining the method and parameters to be used when assessing the capital
requirement for counterparty default risk in the case of exposures to clearing
members of central counterparties;

o amending the treatment of financial derivatives and reinsurance arrangements as
risk-mitigation techniques.

Paragraphs (32) to (37) and (65): market risk module in the standard formula

These paragraphs amend the rules governing the calculation of the market risk module by
defining criteria that allow:

o the application of the 'type 1' equity risk charge to unlisted equities;

o for bonds and loans for which a credit assessment by a nominated External Credit
Assessment Institution (ECAI) is not available to be assigned to the credit quality
step 2 or to the credit quality step 3 based on the insurance or reinsurance
undertaking's own internal credit assessment;
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the use of credit institutions’ internal ratings in the standard formula calculation for
the spread risk;

the use of a local currency other than the one used for the preparation of the
consolidated accounts for the purpose of calculating the currency risk sub-module of
the consolidated group Solvency Capital Requirement in the standard formula.

Paragraphs (4) to (6) and (77): classification of own funds

These paragraphs amend the Delegated Regulation by defining conditions on the eligibility of
partial principal loss-absorbing mechanisms for the regulatory classification of own funds,
and by allowing for repayment or redemption of own-fund items before five years after
issuance where an unforeseen regulatory or tax event occurs.

Paragraphs (7), (63) and (64): look-through approach

These paragraphs amend the Delegated Regulation by:

extending the look-through approach to related undertakings the main purpose of
which is to hold or manage assets on behalf of the participating insurance or
reinsurance undertaking;

allowing a more extensive use of the simplification to the application of the look-
through of article 84 by:

o carving out from the 20% limit collective investment undertakings or
investments packaged as funds which back unit-linked and index-linked
obligations for which the market risk is fully borne by policyholders;

o allowing the grouping of exposures also when the target asset allocation is not
available at the level of granularity for all relevant sub-modules and scenarios
of the standard formula, provided that the “grouping” is applied in a prudent
manner;

offering a new simplification to the application of the look-through approach based
on the last reported asset allocation of collective investment undertakings or
investments packaged as funds;

ensuring consistency between the treatment at solo level and at group level of
collective investment undertakings and investments packaged as funds.

Paragraphs (8) to (21): simplified calculation of the capital requirement with the standard

formula

These paragraphs amend the Delegated Regulation by allowing for:

a simplified calculation based on the application of groupings of policies in the
standard formula calculation of lapse risk;

a simplified calculation of the standard formula submodules for natural catastrophe
risk based on groupings of risk zones;

a simplified calculation of the standard formula calculation for fire risk;
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modifications to the capital at risk element of the simplified calculations for life and
health mortality risk;

a simplified calculation for parts of the debt portfolio for which external ratings are
not available;

a number of simplified calculations for counterparty default risk.

Paragraphs (22) to (31), (66) to (75) and (78) to (81): non-life underwriting risk module in
the standard formula

These paragraphs amend the rules governing the calculation of the non-life underwriting risk
module in the standard formula with regard to the following:

the volume measure for premium risk for contracts whose initial terms exceeds 12
months;

the treatment of contractual (sub-)limits in the sub-modules of natural catastrophe
risk;

marine-, aviation- and fire-risk sub-modules;

the standard parameters for premium- , reserve- and catastrophe risk.

Paragraphs (3), (38), (42), (50), (57) — (61) and (76) — other provisions
These paragraphs amend the Delegated Regulation with regard to the following:

EN

further specifications on the methodologies, principles and techniques for the
determination of the relevant risk-free interest rate term structure;

criteria for the recognition of guarantees issued by regional governments and local
authorities in the standard formula calculation;

additional principles for the standard formula calculation of the loss-absorbing
capacity of deferred taxes, mainly aiming at standardising the setting of assumptions
to be put in place for the projection of future profits, hence reducing the degree of
subjectivity in the calculation, which is not due to the existence of different tax
regimes;

a method to calculate the adjustment factor for non-proportional reinsurance as an
undertaking-specific parameter where the insurance or reinsurance undertaking has a
stop-loss treaty in place.
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COMMISSION DELEGATED REGULATION (EU) .../ ...

of 8.3.2019

amending Delegated Regulation (EU) 2015/35 supplementing Directive 2009/138/EC of

the European Parliament and of the Council on the taking-up and pursuit of the
business of Insurance and Reinsurance (Solvency I1)

(Text with EEA relevance)

THE EUROPEAN COMMISSION,
Having regard to the Treaty on the Functioning of the European Union,

Having regard to Directive 2009/138/EC of the European Parliament and of the Council of 25
November 2009 on the taking-up and pursuit of the business of Insurance and Reinsurance
(Solvency 11)**and in particular Article 35(9), point (a) of Article 50(1), Article 56, points (a)
and (b) of Article 86(1), Article 97(1), points (a), (b), (c), (e), (f), (fa), (i), (j), (k) and (I) of

Article 111(1), Article 211(2) and Article 234 thereof,
Whereas:

(1)

()

Experience gained by insurance and reinsurance undertakings during the first years of
application of Directive 2009/138/EC should be used to review the methods,
assumptions and standard parameters when calculating the Solvency Capital

Requirement standard formula.

The Commission proposal for a new Regulation establishing the InvestEU
Programme® focusses on addressing EU-wide market failures and sub-optimal
investment situations. That proposal includes the establishment of the InvestEU
Advisory Hub that should support the development of a robust pipeline of investment
projects and the InvestEU Portal that should provide investors with an easily
accessible and user-friendly database of investment projects. InvestEU will thereby
support investments in finance for small and medium-sized businesses in the form of
bonds, loans or private equity as well as other long-term investments in equity. The
standard formula for the calculation of the Solvency Capital Requirement does not
provide for specific rules for investments in privately placed debt, private equity and
long-term investments in equity. In light of the expected improvement in the
accessibility of such investments by means of the InvestEU portal, such specific rules
should be introduced. In addition, in light of the Action Plan on Building a Capital
Markets Union of 30 September 2015, more investments in Europe should be
encouraged and access to equity and debt funding for European small and medium-
sized enterprises should be facilitated. The prudential treatment of private equity and
privately placed debt should therefore be amended to remove unjustified barriers to

investments in those asset classes.

19
20

0J L 335, 17.12.2009, p. 1.
COM(2018) 439 final.
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©)

(4)

()

(6)

(")

(8)

In order to ensure a level playing field between economic operators active in the
insurance sector and economic operators active in other financial sectors, some of the
provisions applicable to insurance and reinsurance undertakings should be aligned
with the provisions applicable to credit and financial institutions, to the extent that
such an alignment is commensurate with their different business models.

Trade exposures to qualifying central counterparties (CCPs) benefit from the
multilateral netting and loss-sharing mechanism provided by qualifying CCPs. Those
trade exposures have lowered counterparty credit risk and should therefore be subject
to lower own funds requirement than exposures to counterparties not benefiting from
CCP mechanisms. In accordance with Article 111(1)(fa) of Directive 2009/138EC, the
calculation of counterparty default risk with the standard formula should treat trade
exposures to qualifying CCPs in a manner that is consistent with the capital
requirements for such exposures applicable to credit institutions and financial
institutions.

In order to contribute to the Union's objective of long-term sustainable growth,
investments by insurers in privately placed debt should be facilitated. To that end,
criteria should be established that allow for the assignment to credit quality steps 2 or
3 of bonds and loans for which a credit assessment by a nominated ECAI is not
available, on the basis of the insurance or reinsurance undertaking's own internal credit
assessment.

Substantial changes in the data used for the determination of the technical information
on the relevant risk-free interest rate term structures may lead to a situation where data
sources that were used in the past are no longer available. Furthermore, improved data
availability may render obsolete the techniques used for the determination of the
technical information on the relevant risk-free interest rate term structures. A
substantial change in market conditions may also necessitate a re-assessment of
parameters, including the ultimate forward rate, the starting point for the extrapolation
of risk-free interest rates or the convergence period to the ultimate forward rate.
Conditions should therefore be laid down to assess whether potential changes to data
and techniques used for the determination of the technical information on the relevant
risk-free interest rate term structure are commensurate with the objectives of
transparency, prudence, reliability and consistency of the methods to determine the
technical information on the relevant risk-free rate term structure over time. To this
end, EIOPA should submit to the Commission an assessment of the impact of
modified techniques, data specifications or parameters and the proportionality of the
modification with respect to the substantial change in the data.

The objective of transparent, prudent, reliable and consistent methods to determine the
technical information on the relevant risk-free interest rate term structures over time
should also apply at the level of the components, and in particular, the volatility
adjustment. In order to ensure transparency, prudence, reliability and consistency over
time, the method to determine the technical information on the volatility adjustment
applied by the European Insurance and Occupational Pensions Authority (EIOPA), in
particular the activation of the country component as set out in Article 77d(4) of
Directive 2009/138/EC, should be re-examined where evidence shows that the method
fails to meet the objectives, and as part of the Commission review under Article 77f(3)
of Directive 2009/138/EC.

Own-fund items in the form of paid-in subordinated mutual member accounts, paid-in
preference shares and the related share premium account, and paid in subordinated
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(9)

(10)

(11)

(12)

(13)

(14)

(15)

liabilities, may provide for a partial principal loss absorbency mechanism for cases
where the Solvency Capital Requirement is breached during three consecutive months.
Criteria should be established that specify to what extent such items qualify as Tier 1
own funds.

Losses of basic own funds due to tax effects when the principal loss-absorbing
mechanism is triggered should be avoided. Insurance and reinsurance undertakings
should therefore be able to request a waiver of the application of that mechanism.
Before granting the waiver however, supervisory authorities should assess whether
there is a high and credible likelihood that the tax effects of the mechanism could
significantly weaken the solvency position of an insurance or reinsurance undertaking.

A level playing field between economic operators in the insurance sector and in other
financial sectors should be ensured. Insurance and reinsurance undertakings should
therefore have the possibility, subject to prior supervisory approval, to repay or
redeem an own-fund item within the first five years after the date of its issuance in
case there is an unexpected change in the regulatory classification of the own-fund
item which is likely to result in the exclusion of that item from the own funds, or in
case there is an unexpected change in the applicable tax treatment of that item.

The look-through approach should ensure that the risks the insurance or reinsurance
undertaking is exposed to are properly captured, irrespective of the undertaking’s
investment structures. That approach should therefore be applied to undertakings
related to that insurance or reinsurance undertaking, that have as their main purpose
the holding or management of assets on behalf of that insurance or reinsurance
undertaking.

Where the look-through approach cannot be applied to a collective investment
undertaking or investment packaged as funds, insurance or reinsurance undertakings
should be allowed to use a simplified approach based on the last reported asset
allocation of the collective investment undertaking or fund, provided that that
simplified approach is proportionate to the nature, scale and complexity of the risks
concerned.

The lapse risk sub-modules require complex calculations based on the level of single
insurance policies. Where such complexity is not proportionate to the nature, scale and
complexity of the risks falling under those sub-modules, it should be possible to base
the calculations for those sub-modules on groupings of insurance policies, rather than
on single insurance policies, unless such groupings would lead to a material error.

The calculation of natural catastrophe risk with the standard formula should account
for the nature, scale and complexity of the exposure of the insurance or reinsurance
undertakings to that risk. The calculation of natural catastrophe risk with the standard
formula requires that insurance and reinsurance undertakings map their sum insured in
risk zones. Not all insurance and reinsurance undertakings have the information on
risk zone level required for that calculation in their internal systems, and for those
undertakings it may be costly to produce this information. Those undertakings should
therefore be able to base their calculation on groupings of risk zones where such
grouping is well substantiated and proportionate to the exposure.

The calculation of the capital requirement for the fire risk sub-module of the standard
formula requires that insurance and reinsurance undertakings identify the largest fire
risk concentration. In order to limit the calculation burden, insurance or reinsurance
undertakings should be able to restrict their identification process for the largest fire

10

EN



EN

(16)

A7)

(18)

(19)

(20)

(21)

(22)

risk concentration to the surroundings of their largest fire risk exposures, provided that
that approach is proportionate to the nature, scale and complexity of the exposure to
fire risk of the insurance or reinsurance undertakings.

The simplified calculations of the capital requirement for life and health mortality risk
sub-modules of the standard formula should be amended to reflect that the capital at
risk of insurance policies may vary over time.

The cost for acquiring ratings for the calculation of the Solvency Capital Requirement
using the standard formula should be proportionate to the nature, scale and complexity
of the associated asset risk. Insurance and reinsurance undertakings that have
nominated an external credit rating agency should therefore be able to use a simplified
calculation for those parts of the debt portfolio for which external ratings are not
provided by the that external credit rating agency.

The standard formula calculation of the Solvency Capital Requirement for
counterparty default risk requires insurance and reinsurance undertakings to take into
account the share of the counterparty’s assets that are subject to collateral
arrangements. A disproportionate burden in the calculation with the standard formula
should be avoided. Insurance and reinsurance undertakings using the standard formula
for the calculation of the Solvency Capital Requirement for counterparty default risk
should therefore be able to calculate the Solvency Capital Requirement for
counterparty default risk on the basis of the assumption that more than 60% of the
counterparty’s assets are subject to collateral arrangements.

Insurance and reinsurance undertakings using the standard formula for the calculation
of the Solvency Capital Requirement for counterparty default risk have to use a
specific formula for the calculation of the capital requirement for counterparty default
risk on type 1 exposures where the standard deviation of the loss distribution of type 1
exposures is lower than 7%. Disproportionate burden when calculating that
requirement should be avoided. Insurance and reinsurance undertakings should
therefore be able to calculate the capital requirement for counterparty default risk on
type 1 exposures using the same formula that is applied where the standard deviation
of the loss distribution for type 1 exposures is between 7% and 20%.

The calculation of the risk mitigating effect on underwriting risk is complex and may
be a disproportionate burden for insurance and reinsurance undertakings operating in
non-life lines of business. It is therefore appropriate to enable insurance and
reinsurance undertakings to use a simplified formula, provided that the use of that
simplified formula is proportionate to the nature scale and complexity of the
undertakings’ counterparty risk profile.

The risk charge for premiums for future contracts should not unduly penalise contracts
with an initial term of more than one year in order to take into account the lower risk
associated to future premiums from contracts with longer terms. Therefore, for future
contracts the term of which is more than one year, the volume measure for non-life
and NSLT health premium and reserve risk should account for only 30% of future
premiums.

The actual risk exposure of the undertaking in the calculation of the Solvency Capital
Requirement for natural catastrophe risk should be reflected in the calculation of the
Solvency Capital Requirement with the standard formula. The calculation of the
Solvency Capital Requirement for natural catastrophe risk with the standard formula

11
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(23)

(24)

(25)

(26)

(27)

(28)

should therefore take into account contractual limits for the compensation for natural
catastrophes.

The calculation of the Solvency Capital Requirement for man-made catastrophe risk
should reflect the risks that insurance and reinsurance undertakings are exposed to.
The scenario-based calculations of that requirement for marine, aviation and fire risk
should therefore be based on the largest exposures, after deduction of amounts
recoverable from reinsurance or special purpose vehicles.

It is not appropriate to apply the tanker collision scenario of the marine risk submodule
to pleasure craft or rigid inflatable boats. That scenario should therefore only be
applicable to vessels with a minimum sum insured of at least EUR 250 000.

Direct investments by insurers in unlisted equity can contribute to the Union’s
objective of long-term sustainable growth. Those investments should therefore be
facilitated. When calculating the capital requirement for equity risk with the standard
formula, portfolios of high-quality unlisted equity investments should therefore be
able to benefit from the same treatment as equities that are listed in regulated markets.
Criteria should be established to ensure that a high-quality unlisted equity portfolio has
a sufficiently small systematic risk.

Insurers have an important role as long-term investors and equity investments are
important for the financing of the real economy. Long-term equity investments by
insurance and reinsurance undertakings should therefore be encouraged by aligning
the treatment of long-term equity investments and strategic equity investments when
calculating the Solvency Capital Requirement with the standard formula including the
correlation matrices. To ensure the long-term character of the investments, a portfolio
of long-term equity investments and other assets matching a portfolio of clearly
identified insurance or reinsurance obligations should be introduced within the equity
risk sub-module. To avoid regulatory arbitrage, the portfolio of assets and the portfolio
of obligations should have similar values, and each of them should not represent more
than half of the total size of the balance sheet of the insurance or reinsurance
undertaking.

Individual equities listed in the EEA and investments via certain types of funds should
be treated in the same manner. Insurance and reinsurance undertakings should
therefore be allowed to apply the rules applicable to long-term investments at the level
of qualifying social entrepreneurship funds, qualifying venture capital funds, closed-
ended and unleveraged alternative investment funds or European long-term investment
funds, provided that the fund manager is authorised in the EEA.

The calculation of the capital requirement for the spread risk sub-module with the
standard formula should not impede insurance or reinsurance undertakings from
investing in high-quality private placements, which are often unrated. An insurance or
reinsurance undertaking may have concluded an agreement with a credit institution or
investment firm to co-invest in bonds and loans for which a credit assessment by a
nominated ECAI is not available. In that case, the insurance or reinsurance
undertaking should be allowed to use the results of the approved internal ratings based
approach of that credit institution or investment firm to calculate the Solvency Capital
Requirement, provided that that credit institution or investment firm has its head office
in the European Economic Area. The same should apply where an insurance or
reinsurance undertaking has concluded an agreement with another insurance or
reinsurance undertaking that uses an approved internal model in accordance with
Article 100 of Directive 2009/138/EC.
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(29)

(30)

(31)

(32)

(33)

(34)

The legislation covering the financial sector should be consistent, while taking into
account differences in the business model of the sectors, diverging elements in the
determination of capital requirements, or other factors. Therefore, the rules for
insurance and reinsurance undertakings for the recognition of guarantees that are
issued by regional governments and local authorities should be aligned with the rules
for credit institutions and investment firms.

Derivatives expose insurance and reinsurance undertakings to counterparty default
risk, irrespective of whether those derivatives are held for hedging or speculation. All
derivatives should therefore be treated as type 1 exposures in the counterparty default
risk module of the standard formula.

Discrepancies in the sequence of the calculations for the capital requirement for
market risk concentrations with the standard formula should be avoided. Individual
exposures should therefore first be mapped to credit quality steps and relative excess
exposure thresholds, and risk factors should subsequently be applied at the level of
single name exposures.

Insurance and reinsurance undertakings should not use overly optimistic assumptions
when projecting future taxable profits after an exceptional loss scenario. Therefore,
when calculating with the standard formula the loss-absorbing capacity of deferred
taxes, insurance and reinsurance undertakings should take into account their financial
and solvency position after the instantaneous loss, and the increased uncertainty
regarding the projection of future taxable profits. Furthermore, the assumptions for
projecting future taxable profits following the instantaneous loss, including the
assumed rates of return on the insurance or reinsurance undertaking's investments,
should not be more favourable than the assumptions applied to the valuation of
deferred taxes on the balance sheet, and the projected total amount of new business
should not exceed that of the business planning. Insurance and reinsurance
undertakings should only be allowed to assume higher returns than those implied in
the relevant interest rate term structure where they can demonstrate that those returns
will be realised after the instantaneous loss.

The calculation of the Solvency Capital Requirement with the standard formula should
reflect developments in risk management practices, in particular on the use of risk
mitigation techniques. Insurance and reinsurance undertakings should therefore be
able to take into account the effect of risk-mitigation techniques, including where
those techniques are replaced with a similar arrangement when they expire or where
those techniques are adjusted to reflect changes in the exposures covered, provided
that such replacement or adjustment is limited to once per week. The standard formula
should also allow for netting arrangements between derivatives and hedging strategies
where several contractual arrangements together have the effect of a risk mitigation
technique. Possible deviations between the risk mitigating effect reflected in the
standard formula on the one hand and the actual risk mitigation effect on the other, and
an assessment of basis risk, should be included in the undertakings own risk and
solvency assessment.

Insurance or reinsurance undertakings should not be disproportionately penalised
where a reinsurance counterparty ceases to comply with its Solvency Capital
Requirement while still complying with the Minimum Capital Requirement. Insurance
and reinsurance undertakings should therefore be allowed, for a period of up to six
months, to partially take into account the risk-mitigating effect of reinsurance
arrangements entered into with that reinsurance counterparty. Where a reinsurance
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(35)

(36)

(37)

(38)

(39)

(40)

(41)

counterparty ceases to comply with its Minimum Capital Requirement, the insurance
or reinsurance undertaking should no longer take into account any risk-mitigating
effect from reinsurance arrangements entered into with that reinsurance counterparty.

Stop loss reinsurance contracts should receive a similar treatment as excess of loss
reinsurance contracts in the calculation of the Solvency Capital Requirement with the
standard formula. Insurance and reinsurance undertakings should therefore be able to
take into account the risk mitigation provided by stop loss reinsurance contracts in the
Solvency Capital Requirement standard formula calculation with undertaking-specific
parameters by laying down a standardised method to calculate an undertaking-specific
parameter to replace the standard parameter for non-proportional reinsurance.

The loss-absorbing capacity of deferred taxes has a significant impact on the solvency
position of insurance and reinsurance undertakings. The administrative, management
or supervisory body of insurance or reinsurance undertakings should therefore adopt a
risk-management policy related to deferred taxes, which takes into account the loss-
absorbing capacity of those deferred taxes. In particular, that policy should set out the
responsibilities for assessing the underlying assumptions applied to the projection of
future taxable profits.

The calculation of the Solvency Capital Requirement at solo and group level should be
consistent. Where the look-through approach is applied at solo level to collective
investment undertakings, or to investments packaged as funds which are related
undertakings of a participating insurance or reinsurance undertaking, the look-through
approach should also be applied at group level. Where those collective investment
undertakings or funds are subsidiaries of insurance or reinsurance groups, the
calculation of the Solvency Capital Requirement should be based on the assumption of
full diversification with other consolidated assets and liabilities.

The calculation of the capital requirement for currency risk for a group should reflect
the specific economic situation of that group, in particular in cases where the insurance
or reinsurance activities are denominated in different currencies. For that reason,
participating insurance and reinsurance undertakings, insurance holding companies or
mixed financial holding companies should be able to select a reference currency other
than the one used for the preparation of the consolidated accounts where the currency
risk in the consolidated group Solvency Capital Requirement is calculated on the basis
of the standard formula. That choice should be based on objective criteria, such as the
currency in which a material amount of the group's technical provisions or own funds
are denominated.

The standard formula calculation for the non-life premium and reserve risk sub-
modules, the health premium and reserve risk sub-modules, and for the natural
catastrophe risk sub-module, should be modified to reflect the recent empirical
evidence on premium provisions and provisions for claims outstanding.

The complexity of the calculation of the capital requirement for mass accident and
accident concentration should be proportionate to the nature, scale and complexity of
the risk undertakings offering health insurance are exposed to. The event type referring
to disability that lasts 10 years caused by an accident should therefore be removed
from that calculation.

Delegated Regulation (EU) 2015/35 contains a number of typographical errors, such
as wrong internal cross-references, which should be corrected.
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(42) In order to avoid disruptions in the non-life and health insurance market, in particular
for insurance and reinsurance undertakings operating only in one line of business,
sufficient time should be given to enable insurance and reinsurance undertakings to
prepare for the changes in the calculation of the non-life and health premium and
reserve risk. Those changes should therefore not apply before 1 January 2020.

(43) Delegated Regulation (EU) 2015/35 should therefore be amended accordingly,

HAS ADOPTED THIS REGULATION:
Article 1

Amendments to Delegated Regulation (EU) 2015/35
Delegated Regulation (EU) 2015/35 is amended as follows:
1) in Article 1, the following points 59 to 63 are added:

'59.  ‘CCP’ means a CCP as defined in point (1) of Article 2 of Regulation (EU)
No 648/2012 of the European Parliament and of the Council*;

60. ‘bankruptcy remote’, in relation to client assets, means that effective
arrangements exist which ensure that those assets will not be available to the
creditors of a CCP or of a clearing member in the event of the insolvency of
that CCP or clearing member respectively, or that the assets will not be
available to the clearing member to cover losses it incurred following the
default of a client or clients other than those that provided those assets;

61. ‘client’ means a client as defined in point (15) of Article 2 of Regulation
(EU) No 648/2012 or an undertaking that has established indirect clearing
arrangements with a clearing member in accordance with Article 4(3) of that
Regulation;

62. ‘clearing member’ means a clearing member as defined in point (14) of
Article 2 of Regulation (EU) No 648/2012;

63. ‘CCP-related transaction’ means a contract or a transaction listed in
paragraph 1 of Article 301 of Regulation (EU) No 575/2013 between a
client and a clearing member that is directly related to a contract or a
transaction listed in that paragraph between that clearing member and a
CCP.

* Regulation (EU) No 648/2012 of the European Parliament and of the Council of
4 July 2012 on OTC derivatives, central counterparties and trade repositories (OJ

L 201, 27.7.2012, p. 1).";

2 Article 18 is amended as follows:
(@) inparagraph 5, the first subparagraph is replaced by the following:

‘Obligations that do not relate to premiums which have already been paid do not
belong to an insurance or reinsurance contract if all of the following requirements
are met:
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©)

(b)

(@) the contract does not provide compensation for a specified uncertain
event that adversely affects the insured person;

(b) the contract does not include a financial guarantee of benefits;

(c) the undertaking cannot compel the policyholder to pay the future
premium for those obligations.’;

paragraph 6 is replaced by the following:

'6. Where an insurance or reinsurance contract can be unbundled into two parts
and where one of those parts meets the requirements set out in points (a), (b) and
(c) of paragraph 5, any obligations that do not relate to the premiums of that part

and which have already been paid do not belong to the contract.’;
Article 43 is replaced by the following:
‘Article 43
General provisions

1.  The rates of the basic risk-free interest rate term structure shall meet all of
the following criteria:

(@ insurance and reinsurance undertakings are able to earn the rates in a risk-
free manner in practice;

(b) the rates are reliably determined based on financial instruments traded in a
deep, liquid and transparent financial market.

The rates of the relevant risk-free interest rate term structure shall be calculated
separately for each currency and maturity, based on all information and data
relevant for that currency and that maturity.

2. The techniques, data specifications and parameters used for determining the
technical information on the relevant risk-free interest rate term structure referred
to in Article 77e(1) of Directive 2009/138/EC, including the ultimate forward rate,
the last maturity for which the relevant risk-free interest rate term structure is not
being extrapolated and the duration of its convergence towards the ultimate
forward rate, shall be transparent, prudent, reliable, objective and consistent over
time.

3. EIOPA shall inform the Commission of any substantial change in the data
used for determining the technical information on the relevant risk-free interest
term structure. A substantial change shall mean any change which renders the
techniques, data specifications or parameters invalid, including the ultimate
forward rate, the last maturity for which the basic risk-free interest rate term
structure is not being extrapolated and the duration of its convergence towards the
ultimate forward rate.

4.  In the event of a substantial change in the data as referred to in paragraph 3,
EIOPA may submit to the Commission a proposal containing such modifications
to the techniques, data specifications or parameters as are needed to address the
invalidity and are proportionate to the substantial change in question. That
proposal shall be accompanied by an assessment of the appropriateness and
impact of those proposed modifications.

5. Atechnique, data specification or parameter, including the ultimate forward
rate, the last maturity for which the basic risk-free interest rate term structure is
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(4)

not being extrapolated and the duration of its convergence towards the ultimate
forward rate, shall be modified by EIOPA at the request of the Commission to
ensure that the rates of the relevant risk-free interest rate term structure are
determined in a transparent, prudent, reliable and objective manner that is
consistent over time.";

Article 71 is amended as follows:

(@ in point (e) of paragraph 1, points (i) and (ii) are replaced by the following:

'(i) the nominal or principal amount of the basic own-fund item is written
down as set out in paragraphs 5 and 5a;

(i) the basic own-fund item automatically converts into a basic own-fund
item listed in point (a)(i) or (ii) of Article 69 as set out in paragraphs 6 and
6a of this Article;’;

(b) the following paragraph 5a is inserted:

'Ba.

For the purposes of point (i) of point (e) of paragraph 1, the provisions

governing the write-down of the nominal or principal amount of the basic
own-fund item shall provide for all of the following:

(@)

(b)

(©)

(d)

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (c) of the second subparagraph of that
paragraph and a partial write-down would be sufficient to re-establish
compliance with the Solvency Capital Requirement, there is a partial
write-down of the nominal or principal amount for an amount that is at
least sufficient to re-establish compliance with the Solvency Capital
Requirement;

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (c) of the second subparagraph of that
paragraph and a partial write-down would not be sufficient to re-establish
compliance with the Solvency Capital Requirement, the nominal or
principal amount as determined at the time of original issuance of the
basic own-fund item is written down at least on a linear basis in a manner
which ensures that full write-down will occur when 75% coverage of the
Solvency Capital Requirement is reached, or prior to that event;

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (a) or point (b) of the second
subparagraph of that paragraph, the nominal or principal amount is
written down in full;

following a write-down in accordance with point (b) of this paragraph
(’the initial write-down’):

(i) if the trigger event specified in paragraph 8 subsequently occurs in
the circumstances described in point (a) or point (b) of the second
subparagraph of that paragraph, the nominal or principal amount is
written down in full;

(i) if, by the end of the period of three months from the date of the
trigger event that resulted in the initial write-down, no trigger event
has occurred in the circumstances described in point (a) or point (b)
of the second subparagraph of paragraph 8 but the solvency ratio
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has deteriorated further, the nominal or principal amount as
determined at the time of original issuance of the basic own-fund
item is written down further in accordance with point (b) of this
paragraph to reflect that further deterioration in the solvency ratio;

(iii) a further write-down is made in accordance with point (ii) for each
subsequent deterioration in the solvency ratio at the end of each
subsequent period of three months until the insurance or
reinsurance undertaking has re-established compliance with the
Solvency Capital Requirement.

For the purposes of this paragraph, ‘solvency ratio’ means the ratio of the
eligible amount of own funds to cover the Solvency Capital Requirement
and the Solvency Capital Requirement, using the latest available values.";

(c) the following paragraph 6a is inserted:

'6a.

For the purposes of point (ii) of point (e) of paragraph 1, the provisions

governing the conversion into basic own-fund items listed in points (i) or (ii) of
point (a) of Article 69 shall provide for all of the following:

(@)

(b)

(©)

(d)

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (c) of the second subparagraph of that
paragraph and a partial conversion would be sufficient to re-establish
compliance with the Solvency Capital Requirement, there is a partial
conversion of the item for an amount that is at least sufficient to re-
establish compliance with the Solvency Capital Requirement;

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (c) of the second subparagraph of that
paragraph and a partial conversion would not be sufficient to re-establish
compliance with the Solvency Capital Requirement, the item is converted
in such a way that the remaining nominal or principal amount of the item
decreases at least on a linear basis ensuring that full conversion will
occur when 75% coverage of the Solvency Capital Requirement is
reached, or prior to that event;

if the trigger event specified in paragraph 8 has occurred in the
circumstances described in point (a) or point (b) of the second
subparagraph of that paragraph, the item is converted in full;

following a conversion in accordance with point (b) of this paragraph
(“the initial conversion’):

(i) if the trigger event specified in paragraph 8 subsequently occurs in
the circumstances described in point (a) or point (b) of the second
subparagraph of that paragraph, the item is converted in full;

(i) if, by the end of the period of three months from the date of the
trigger event that resulted in the initial conversion, no trigger event
has occurred in the circumstances described in point (a) or point (b)
of the second subparagraph of paragraph 8 but the solvency ratio
has deteriorated further, the item is converted further in accordance
with point (b) of this paragraph to reflect that further deterioration
in the solvency ratio;
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(d)

(iii) a further conversion is made in accordance with point (ii) for each

subsequent deterioration in the solvency ratio at the end of each
subsequent period of three months until the insurance or
reinsurance undertaking has re-established compliance with the
Solvency Capital Requirement.

For the purposes of this paragraph, ‘solvency ratio’ has the same
meaning as it has for the purposes of paragraph 5a. ';

the following paragraphs 10 and 11 are added:

'10. Notwithstanding the requirement in point (e) of paragraph 1 for the principal
loss absorbency mechanism to be triggered at the trigger event specified in
paragraph 8, the basic own-fund item may allow for the principal loss absorbency
mechanism not to be triggered at that event where all of the following conditions
are met:

11.

(@)

(b)

(a)

(b)

(©)

the trigger event occurs in the circumstances described in point (c) of the
second subparagraph of paragraph 8;

there have been no previous trigger events in the circumstances described
in point (a) or (b) of the second subparagraph of that paragraph;

the supervisory authority agrees exceptionally to waive the triggering of
the principal loss absorbency mechanism on the basis of both of the
following pieces of information:

(i)

(i)

projections provided to the supervisory authority by the insurance
or reinsurance undertaking when that undertaking submits the
recovery plan required by Article 138(2) of Directive 2009/138/EC,
that demonstrate that triggering the principal loss absorbency
mechanism in that case would be very likely to give rise to a tax
liability that would have a significant adverse effect on the
undertaking's solvency position;

certificate issued by that undertaking’s statutory auditors certifying
that all of the assumptions used in the projections are realistic.

Notwithstanding the requirement in point (ii) of point (f) of paragraph (1),
the basic own-fund item may allow for repayment or redemption earlier than that
period where all of the following conditions are met:

the undertaking’s Solvency Capital Requirement, after the repayment or
redemption, will be exceeded by an appropriate margin taking into account
the solvency position of the undertaking, including the undertaking’s
medium-term capital management plan;

the circumstances are as described in point (i) or point (ii):

(i)

there is a change in the regulatory classification of the basic own-fund
item which would be likely to result in its exclusion from own funds
or reclassification as a lower tier of own funds, and both of the
following conditions are met:

— the supervisory authority considers such a change to be
sufficiently certain;
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()

(6)

— the undertaking demonstrates to the satisfaction of the
supervisory authority that the regulatory reclassification of
the basic own-fund item was not reasonably foreseeable at
the time of its issuance;

(if) there is a change in the applicable tax treatment of the basic own-fund
item which the undertaking demonstrates to the satisfaction of the
supervisory authority is material and was not reasonably foreseeable at
the time of its issuance.",

in Article 73, the following paragraph 5 is added:

'5.  Notwithstanding the requirement in point (c) of paragraph 1, the basic own-
fund item may allow for repayment or redemption before 5 years where all of the
following conditions are met:

(@) the undertaking’s Solvency Capital Requirement, after the repayment
or redemption, will be exceeded by an appropriate margin, taking into
account the solvency position of the undertaking, including the
undertaking’s medium-term capital management plan;

(b) the circumstances are as described in point (i) or point (ii):

(i) there is a change in the regulatory classification of the basic
own-fund item which would be likely to result in its exclusion
from own funds or reclassification as a lower tier of own funds,
and both of the following conditions are met:

—  the supervisory authority considers such a change to be
sufficiently certain;

—  the undertaking demonstrates to the satisfaction of the
supervisory authority that the regulatory reclassification of
the basic own-fund item was not reasonably foreseeable at
the time of its issuance;

(if) there is a change in the applicable tax treatment of the basic
own-fund item which the undertaking demonstrates to the
satisfaction of the supervisory authority is material and was not
reasonably foreseeable at the time of its issuance.’;

in Article 77, the following paragraph 5 is added:

‘5. Notwithstanding the requirement in point (c) of paragraph 1, the basic own-
fund item may allow for repayment or redemption sooner than 5 years after the
date of issuance where all of the following conditions are met:

(@) the undertaking’s Solvency Capital Requirement, after the repayment or
redemption, will be exceeded by an appropriate margin, taking into account
the solvency position of the undertaking, including the undertaking’s
medium-term capital management plan;

(b) the circumstances are as described in point (i) or point (ii):

(i) there is a change in the regulatory classification of the basic own-fund
item which would be likely to result in its exclusion from own funds,
and both of the following conditions are met:
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—  the supervisory authority considers such a change to be
sufficiently certain;

—  the undertaking demonstrates to the satisfaction of the
supervisory authority that the regulatory reclassification of the
basic own-fund item was not reasonably foreseeable at the time
of its issuance;

(if)  there is a change in the applicable tax treatment of the basic own-fund
item which the undertaking demonstrates to the satisfaction of the
supervisory authority is material and was not reasonably foreseeable
at the time of its issuance.’;

(7) Article 84 is amended as follows:

(@)

(b)

(©)

paragraph 3 is replaced by the following:

‘3. Where Article 88 is complied with and the look-through approach
cannot be applied to collective investment undertakings or investments
packaged as funds, the Solvency Capital Requirement may be calculated on
the basis of the target underlying asset allocation or, if the target underlying
asset allocation is not available to the undertaking, on the basis of the last
reported asset allocation, of the collective investment undertaking or fund,
provided that, in either case, the underlying assets are managed in
accordance with that target allocation or last reported asset allocation, as
applicable, and that exposures and risks are not expected to vary materially
over a short period of time.

For the purposes of that calculation, data groupings may be used provided
they enable all relevant sub-modules and scenarios of the standard formula
to be calculated in a prudent manner, and that they do not apply to more
than 20% of the total value of the insurance or reinsurance undertaking's
assets.’;

the following paragraph 3a is inserted:

'3a. For the purposes of determining the percentage of assets where data
groupings are used as referred to in paragraph 3, insurance or reinsurance
undertakings shall not take into account underlying assets of the collective
investment undertaking, or the investments packaged as funds, backing unit-
linked or index-linked obligations for which the market risk is borne by the
policyholders.";

paragraph 4 is replaced by the following:

‘4. Paragraphs 1 and 2 shall not apply to investments in related
undertakings, other than investments in respect of which all of the following
conditions are met:

(@ the main purpose of the related undertaking is to hold and manage
assets on behalf of the participating undertaking;

(b) the related undertaking supports the operations of the participating
undertaking related to investment activities, following a specific and
documented investment mandate;

(c) the related undertaking does not carry on any significant business
other than investing for the benefit of the participating undertaking.
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(8)

9)

For the purposes of this paragraph, 'related undertaking' and 'participating
undertaking' shall have the meaning given to those terms in Article 212(1)
and (2) of Directive 2009/138/EC.";

Article 88 is amended as follows:

(@)

(b)

in paragraph 1, the introductory wording is replaced by the following:

'For the purposes of Article 109 of Directive 2009/138/EC, insurance and
reinsurance undertakings shall determine whether the simplified calculation
is proportionate to the nature, scale and complexity of the risks by carrying
out an assessment which shall include all of the following:';

paragraph 2 is replaced by the following:

‘2. A simplified calculation shall not be considered to be proportionate to
the nature, scale and complexity of the risks where the error referred to in
point (b) of paragraph 1 leads to a misstatement of the Solvency Capital
Requirement that could influence the decision-making or the judgement of
the user of the information relating to the Solvency Capital Requirement,
unless the simplified calculation leads to a Solvency Capital Requirement
which exceeds the Solvency Capital Requirement that results from the
standard calculation.’;

the following Articles 90a, 90b and 90c are inserted:

‘Article 90a

Simplified calculation for discontinuance of insurance policies in the non-life

lapse risk sub-module

For the purposes of point (a) of Article 118(1), where Article 88 is complied with,
insurance and reinsurance undertakings may determine the insurance policies for
which discontinuance would result in an increase of technical provisions without
the risk margin on the basis of groups of policies, provided that the grouping
complies with the requirements laid down in points (a), (b) and (c) of Article 35.

Article 90b
Simplified calculation of the sum insured for natural catastrophe risks

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the sum insured for windstorm risk referred to in point (b) of paragraph 6,
and in paragraph 7, of Article 121 on the basis of groups of risk zones. Each of the
risk zones within a group shall be situated within one and the same particular region
set out in Annex V. Where the sum insured for windstorm risk referred to in point (b)
of Article 121(6) is calculated on the basis of a group of risk zones, the risk weight
for windstorm risk referred to in point (a) of Article 121(6) shall be the risk weight
for windstorm risk in the risk zone within that group with the highest risk weight for
windstorm risk set out in Annex X.

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the sum insured for earthquake risk referred to in point (b) of paragraph 3,
and in paragraph 4, of Article 122 on the basis of groups of risk zones. Each of the
risk zones within a group shall be situated within one and the same particular region
set out in Annex VI. Where the sum insured for earthquake risk referred to in point
(b) of Article 122(3) is calculated on the basis of a group of risk zones, the risk
weight for earthquake risk referred to in point (a) of Article 122(3) shall be the risk
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weight for earthquake risk in the risk zone within that group with the highest risk
weight for earthquake risk as set out in Annex X.

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the sum insured for flood risk referred to in point (b) of paragraph 6, and in
paragraph 7, of Article 123 on the basis of groups of risk zones. Each of the risk
zones within a group shall be situated within one and the same particular region set
out in Annex VII. Where the sum insured for flood risk referred to in point (b) of
Article 123(6) is calculated on the basis of a group of risk zones, the risk weight for
flood risk referred to in point (a) of Article 123(6) shall be the risk weight for flood
risk in the risk zone within that group with the highest risk weight for flood risk as
set out in Annex X.

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the sum insured for hail risk referred to in point (b) of paragraph 6, and in
paragraph 7, of Article 124 on the basis of groups of risk zones. Each of the risk
zones within a group shall be situated within one and the same particular region set
out in Annex VIII. Where the sum insured for hail risk referred to in point (b) of
Article 124(6) is calculated on the basis of a group of risk zones, the risk weight for
hail risk referred to in point (a) of Article 124(6) shall be the risk weight for hail risk
in the risk zone within that group with the highest risk weight for hail risk as set out
in Annex X.

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the weighted sum insured for subsidence risk referred to in Article 125(2)
on the basis of groups of risk zones. Where the weighted sum insured referred to in
Acrticle 125(2) is calculated on the basis of a group of risk zones, the risk weight for
subsidence risk referred to in point (a) of Article 125(2) shall be the risk weight for
subsidence risk in the risk zone within that group with the highest risk weight for
subsidence risk as set out in Annex X.

Article 90c
Simplified calculation of the capital requirement for fire risk
Where Article 88 is complied with, insurance and reinsurance undertakings

may calculate the capital requirement for fire risk referred to in Article 132(1) as
follows:

SCRyire = maX(SCRfirei; SCRyirec; SCRfirer)

where;

SCRyirei denotes the largest industrial fire risk concentration;

SCRirec denotes the largest commercial fire risk concentration;

SCRyirer denotes the largest residential fire risk concentration.

The largest industrial fire risk concentration of an insurance or reinsurance

undertaking shall be equal to the following:

SCRfire; = max(Ey ;; Eqy; Es 5 Eq s Es))

where Ey; denotes the total exposure within the perimeter of the k-th largest
industrial fire risk exposure.
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3.

The largest commercial fire risk concentration of an insurance or

reinsurance undertaking shall be equal to the following:

SCRfirec = maX(El,c; EZ,C; E3,C; E4,c; ES,C)

where Ey. denotes the total exposure within the perimeter of the k-th largest
commercial fire risk exposure.

4.

The largest residential fire risk concentration of an insurance or reinsurance

undertaking shall be equal to the following:

SCRfirer = maX(El,r; EZ,T; E3,r; E4-,T; ES,T; 9)

where:

(@)

(b)
S.

Exr denotes the total exposure within the perimeter of the k-th largest residential
fire risk exposure;

6 denotes the market share based residential fire risk exposure.
For the purpose of paragraphs 2, 3 and 4, the total exposure within the

perimeter of the k-th largest industrial, commercial or residential fire risk
exposure of an insurance or reinsurance undertaking is the sum insured by the
insurance or reinsurance undertaking with respect to a set of buildings that meets

all of the following conditions:

(@ in relation to each building, the insurance or reinsurance undertaking has
obligations in lines of business 7 and 19 set out in Annex | which cover damage
due to fire or explosion, including as a result of terrorist attacks;

(b) each building is partly or fully located within a radius of 200 meters around the

industrial, commercial or residential building with the k-th largest sum insured
after deduction of the amounts recoverable from reinsurance contracts and special

purpose vehicles.

For the purposes of determining the sum insured with respect to a building,
insurance and reinsurance undertakings shall take into account all reinsurance
contracts and special purpose vehicles that would pay out in case of insurance
claims related to that building. Reinsurance contracts and special purpose vehicles
that are subject to conditions not related to that building shall not be taken into
account.

6.  The market share based residential fire risk exposure shall be equal to the
following:

6 = SI,, - 500 - max (0,05; max(marketShareC))
c

where;

(@)

(b)

Sl Is the average sum insured by the insurance or reinsurance undertaking with
respect to residential property;

¢ denotes all countries where the insurance or reinsurance undertaking has
obligations in lines of business 7 and 19 set out in Annex | covering residential

property;

24

EN



EN

(©)

marketShare. is the market share of the insurance or reinsurance undertaking in
country c related to obligations in those lines of business covering residential

property.";

(10) Article 91 is amended as follows:

(11)

(@)

(b)

(©)

the formula is replaced by the following:

(1—Cl)k_1 [N
(1+ik)k_0'5 !

'SCRmortality =015 -¢q 'Z}}:l CARy, -

point (a) is replaced by the following:

‘(@) CAR denotes the total capital at risk in year k, meaning the sum over
all contracts of the higher of zero and the difference, in relation to
each contract, between the following amounts:

(i) the sum of:

—  the amount that the insurance or reinsurance undertaking
would pay in year k in the event of the death of the
persons insured under the contract after deduction of the
amounts recoverable from reinsurance contracts and
special purpose vehicles;

—  the expected present value of amounts not covered in the
previous indent that the insurance or reinsurance
undertaking would pay after year k in the event of the
immediate death of the persons insured under the contract
after deduction of the amounts recoverable from
reinsurance contracts and special purpose vehicles;

(if) the best estimate of the corresponding obligations in year k after
deduction of the amounts recoverable from reinsurance contracts
and special purpose vehicles;';

point (b) is replaced by the following:

'(b) g denotes the expected average mortality rate over all the insured
persons and over all future years weighted by the sum insured.’;

the following Article 95a is inserted:

‘Article 95a

Simplified calculation of the capital requirement for risks in the life lapse risk sub-

module

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate each of the following capital requirements on the basis of groups of
policies, provided that the grouping complies with the requirements laid down in
points (a), (b) and (c) of Article 35:

(@) the capital requirement for the risk of a permanent increase in lapse rates
referred to in Article 142(2);

(b) the capital requirement for the risk of a permanent decrease in lapse rates
referred to in Article 142(3);

(c) the capital requirement for mass lapse risk referred to in Article 142(6).";
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(12) the following Article 96a is inserted:
'Article 96a

Simplified calculation for discontinuance of insurance policies in the
NSLT health lapse risk sub-module

For the purposes of point (a) of Article 150(1), where Article 88 is complied
with, insurance and reinsurance undertakings may determine the insurance
policies for which discontinuance would result in an increase of technical
provisions without the risk margin on the basis of groups of policies, provided
that the grouping complies with the requirements laid down in points (a), (b)
and (c) of Article 35.";

(13) Article 97 is amended as follows:
(@ the formula is replaced by the following:

(1—Q)k_1 1
(1+ik)k_0'5 !

'SCRhealth—mortality =015 -g¢q _22=1 CARy -

(b) point (a) is replaced by the following:

‘(@) CAR denotes the total capital at risk in year k, meaning the sum over
all contracts of the higher of zero and the difference, in relation to
each contract, between the following amounts:

(i) the sum of:

—  the amount that the insurance or reinsurance undertaking
would pay in year k in the event of the death of the
persons insured under the contract after deduction of the
amounts recoverable from reinsurance contracts and
special purpose vehicles;

—  the expected present value of amounts not covered in the
previous indent that the insurance or reinsurance
undertaking would pay after year k in the event of the
immediate death of the persons insured under the contract
after deduction of the amounts recoverable from
reinsurance contracts and special purpose vehicles;

(if) the best estimate of the corresponding obligations in year k after
deduction of the amounts recoverable from reinsurance contracts
and special purpose vehicles;';

(c) point (b) is replaced by the following:

‘(b) q denotes the expected average mortality rate over all insured persons
and over all future years weighted by the sum insured.’;

(14) the following Article 102a is inserted:
‘Article 102a

Simplified calculation of the capital requirement for risks in the SLT health
lapse risk sub-module

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate each of the following capital requirements on the basis of groups of
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(15)

(16)

(17)

policies, provided that the grouping complies with the requirements laid down in
points (a), (b) and (c) of Article 35:

(@) the capital requirement for the risk of a permanent increase in SLT health
lapse rates referred to in Article 159(2);

(b) the capital requirement for the risk of a permanent decrease in SLT health
lapse rates referred to in Article 159(3);

(c) the capital requirement for SLT health mass lapse risk referred to in Article
159(6).";

the following Article 105a is inserted:
‘Article 105a

Simplified calculation for the risk factor in the spread risk sub-module and
the market risk concentration sub-module

Where Article 88 is complied with, insurance and reinsurance undertakings may
assign a bond other than those to be included in the calculations under paragraphs
(2) to (16) of Article 180 a risk factor stress; equivalent to credit quality step 3 for
the purposes of Articles 176(3) and assign the bond to credit quality step 3 for the
purpose of calculating the weighted average credit quality step in accordance with
182(4), provided that all of the following conditions are met:

(@) credit assessments from a nominated ECAI are available for at least 80% of
the total value of the bonds other than those to be included in the
calculations under paragraphs (2) to (16) of Article 180;

(b) a credit assessment by a nominated ECAI is not available for the bond in
question;

(c) the bond in question provides a fixed redemption payment on or before the
date of maturity, in addition to regular fixed or floating rate interest
payments;

(d) the bond in question is not a structured note or collateralised security as
referred to in Annex VI to Commission Implementing Regulation (EU)
2015/2450**;

(e) the bond in question does not cover liabilities that provide profit
participation arrangements, nor does it cover unit-linked or index-linked
liabilities, nor liabilities where a matching adjustment is applied.

*x Commission Implementing Regulation (EU) No 2015/2450 of 2 December 2015 laying
down implementing technical standards with regard to the templates for the submission of
information to the supervisory authorities according to Directive 2009/138/EC of the
European Parliament and of the Council (OJ L 347/1, 2.12.2015, p. 1214).";

in Article 107(1), the introductory wording is replaced by the following:

'‘Where both Article 88 is complied with and the best estimate of amounts
recoverable from a reinsurance arrangement or securitisation and the
corresponding debtors is not negative, insurance and reinsurance undertakings
may calculate the risk-mitigating effect on underwriting risk of that reinsurance
arrangement or securitisation referred to in Article 196 as follows:',

in Article 108(1), the introductory wording replaced by the following:
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(18)

(19)

(20)

‘Where both Article 88 is complied with and the best estimate of amounts
recoverable from a proportional reinsurance arrangement and the corresponding
debtors for a counterparty i is not negative, insurance and reinsurance
undertakings may calculate the risk-mitigating effect on underwriting risk j of the
proportional reinsurance arrangement for counterparty i referred to Article 196 as
follows:";

Avrticle 110 is replaced by the following:
‘Article 110
Simplified calculation — grouping of single name exposures

Where Article 88 is complied with, insurance and reinsurance undertakings may
calculate the loss-given-default set out in Article 192, including the risk-
mitigating effect on underwriting and market risks and the risk-adjusted value of
collateral, for a group of single name exposures. In that case, the group of single
name exposures shall be assigned the highest probability of default assigned to
single name exposures included in the group in accordance with Article 199.";

in Article 111, point (a) is replaced by the following:

‘(@) the sum of the hypothetical capital requirement for the sub-modules of the
underwriting and market risk modules of the insurance or reinsurance
undertaking affected by the risk-mitigating technique, calculated in
accordance with this Section and Sections 2 to 5 of this Chapter but as if the
reinsurance arrangement, securitisation or derivative did not exist;';

the following Article 111a is inserted:
‘Article 111a

Simplified calculation of the risk-mitigating effect on underwriting risk

For the purposes of Article 196, where Article 88 is complied with and the
reinsurance arrangement, securitisation or derivative covers obligations from only
one of the segments (segment s) set out in Annex Il or, as applicable, Annex XIV,
insurance and reinsurance undertakings may calculate the risk-mitigating effect of
that reinsurance arrangement, securitisation or derivative on their underwriting
risk as follows:

. 2 . 2
j (SCREP — SCRYithout)” + (3 “ag - (P/PP — pwithout Recoverables)) +

1,5 a5 - (PPP — P¥ithout 4 Recoverables) - (SCRyqh — SCRYEhOUE)

where;

(@) SCRcar™ denotes the hypothetical capital requirement for the non-life
catastrophe underwriting risk module referred to in Article 119(2), or, as
applicable, the hypothetical capital requirement for the health catastrophe
risk sub-module referred to in Article 160, that would apply if the
reinsurance arrangement, securitisation or derivative did not exist;

(b)  SCRcar™™ denotes the capital requirement for the non-life catastrophe
underwriting risk module referred to in Article 119(2) or, as applicable, the
capital requirement for the health catastrophe risk sub-module referred to in
Avrticle 160;
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(21)

(c) o5 denotes the standard deviation for non-life premium risk of segment s
determined in accordance with Article 117(3) or, as applicable, the standard
deviation for the NSLT health premium risk of segment s determined in
accordance with Article 148(3);

(d) PP denotes the hypothetical volume measure for premium risk of segment
s determined in accordance with Article 116(3) or (4), or, as applicable,
Article 147(3) or (4), that would apply if the reinsurance arrangement,
securitisation or derivative did not exist;

(e) P denotes the volume measure for premium risk of segment s
determined in accordance with Article 116(3) or (4) or, as applicable,
Avrticle 147(3) or (4);

() Recoverables denotes the best estimate of amounts recoverable from the
reinsurance arrangement, securitisation or derivative and the corresponding
debtors.’;

the following Articles 112a and 112b are inserted:
‘Article 112a

Simplified calculation of the loss-given-default for reinsurance

Where Article 88 is complied with, insurance or reinsurance undertakings may
calculate the loss-given-default on a reinsurance arrangement or insurance
securitisation referred to in the first subparagraph of Article 192(2) as follows:

LGD = max[ 90% - (Recoverables + 50% - RM,,,) — F - Collateral; 0]

where:

(@) Recoverables denotes the best estimate of amounts recoverable from the
reinsurance arrangement or insurance securitisation and the corresponding
debtors;

(b) RMy, denotes the risk mitigating effect on underwriting risk of the
reinsurance arrangement or securitisation;

(c) Collateral denotes the risk-adjusted value of collateral in relation to the
reinsurance arrangement or securitisation;

(d) F denotes a factor to take into account the economic effect of the collateral
arrangement in relation to the reinsurance arrangement or securitisation in
case of any credit event related to the counterparty.

Article 112b

Simplified calculation of the capital requirement for counterparty default
risk on type 1 exposures

Where Article 88 is complied with and the standard deviation of the loss
distribution of type 1 exposures, as determined in accordance with Article 200(4),
is lower than or equal to 20% of the total losses-given default on all type 1
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exposures, insurance and reinsurance undertakings may calculate the capital
requirement for counterparty default risk referred to in Article 200(1) as follows:

SCRdef,l =50

where ¢ denotes the standard deviation of the loss distribution of type 1 exposures
as determined in accordance with Article 200(4).";

(22) in Article 116(3), point (d) is replaced by the following:

'(d)  FPuwres) denotes the following amount with respect to contracts where the
initial recognition date falls in the following 12 months:

(i)

(i)

for all such contracts whose initial term is one year or less, the
expected present value of premiums to be earned by the insurance or
reinsurance undertaking in the segment s, but excluding the premiums
to be earned during the 12 months after the initial recognition date;

for all such contracts whose initial term is more than one year, the
amount equal to 30% of the expected present value of premiums to be
earned by the insurance or reinsurance undertaking in the segment s
after the following 12 months.’;

(23) Article 121 is amended as follows:

(@)

(b)

paragraph 5 is amended as follows:

(i)

(i)

the formula is replaced by the following:

IL . —_
(windstorm,r) —

JZ(i,j) Corr(windstorm,r,i,j) ’ WSI(windstorm,r,i) ' WSI(windstorm,r,j)l;

point (a) is deleted:;

paragraph 6 is amended as follows:

(i)

(i)

(iii)

the formula is replaced by the following:

II/VSI(WL'ndslform,r,l') =

Q(windstorm,r) ) W(windstorm,r,i) ’ SI(Windstorm,r,i) I;
the following point (c) is added:

'(€)  Quindstorm,ry denotes the windstorm risk factor for region r as set
out in Annex V.

the following subparagraph is added:

"‘Where the amount determined for a particular risk zone in accordance
with the first subparagraph exceeds an amount (referred to in this
subparagraph as ‘the lower amount') equal to the sum of the potential
losses without deduction of the amounts recoverable from reinsurance
contracts and special purpose vehicles, that the insurance or
reinsurance undertaking could suffer for windstorm risk in that risk
zone, taking into account the terms and conditions of its specific
policies, including any contractual payment limits, the insurance or
reinsurance undertaking may, as an alternative calculation, determine
the weighted sum insured for windstorm risk in that risk zone as the
lower amount.’;
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(24) Article 122 is amended as follows:

(@)

(b)

paragraph 2 is amended as follows:

(i)

(i)

the introductory sentence is replaced by the following:

'For all regions set out in Annex VI, the capital requirement for
earthquake risk in a particular region r shall be equal to the loss in
basic own funds of insurance and reinsurance undertakings that would
result from an instantaneous loss of an amount that, without deduction
of the amounts recoverable from reinsurance contracts and special
purpose vehicles, is equal to the following amount:’;

the formula is replaced by the following:

L(earthquake,r) =

\/Z(i,j) Corr(earthquake,r,i,j) ' WSI(earthquake,r,i) ’ WSI(earthquake,r,j)l;

(iii) point (a) is deleted,;

paragraph 3 is amended as follows:

(i)

(i)

(iii)

the formula is replaced with the following:

' —
WSI(earthquake,r,i) -

W, o+ SI N
Q(earthquake,r) (earthquake,r,i) (earthquake,r,i) »

the following point (c) is added:

'(€)  Qearthquake,ry denotes the earthquake risk factor for region r as set
out in Annex V1.

the following subparagraph is added:

'‘Where the amount determined for a particular risk zone in accordance
with the first subparagraph exceeds an amount (referred to in this
subparagraph as 'the lower amount’) equal to the sum of the potential
losses , without deduction of the amounts recoverable from
reinsurance contracts and special purpose vehicles, that the insurance
or reinsurance undertaking could suffer for earthquake risk in that risk
zone, taking into account the terms and conditions of its specific
policies, including any contractual payment limits, the insurance or
reinsurance undertaking may, as an alternative calculation, determine
the weighted sum insured for earthquake risk in that risk zone as the
lower amount.’;

(25) Article 123 is amended as follows:

(@)

(b)

paragraph 5 is amended as follows:

(i)

(i)

the formula is replaced by the following:

'Lifio0ar) = \/Z(i,j) CorTisiood,rij) * WSliri00a,ri) * WS (fi100a,rj)

point (a) is deleted;

paragraph 6 is amended as follows:

(i)

the formula is replaced by the following:
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(©)

II/I/'S'I(]‘lood,r,i) = Q(flood,r) ’ W(flood,r,i) ’ Sl(flood,r,i)l;
(it)  the following point (c) is added:

'(€)  Qqiiood,ry denotes the flood risk factor for region r as set out in
Annex VII;

(iii) the following subparagraph is added:

'Where the amount determined for a particular risk zone in accordance
with the first subparagraph exceeds an amount (referred to in this
subparagraph as 'the lower amount’) equal to the sum of the potential
losses, without deduction of the amounts recoverable from reinsurance
contracts and special purpose vehicles, that the insurance or
reinsurance undertaking could suffer for flood risk in that risk zone,
taking into account the terms and conditions of its specific policies,
including any contractual payment limits, the insurance or reinsurance
undertaking may, as an alternative calculation, determine the weighted
sum insured for flood risk in that risk zone as the lower amount.’;

in paragraph 7, the introductory wording is replaced by the following:

'For all regions set out in Annex VII and all risk zones of those regions set
out in Annex IX, the sum insured for flood risk for a particular risk zone i of
a particular region r shall be equal to the following:";

(26) Article 124 is amended as follows:

(@)

(b)

paragraph 5 is amended as follows:
(i)  the formula is replaced by the following:

'Lihaitry = JZ(i,j) CorTinairrijy * WSl haitriy * WS thaivr jy's

(if)  point (a) is deleted,;
paragraph 6 is amended as follows:
(i)  the formula is replaced by the following:

WSlhaitriy = Qeraitr) * Winaitri) = Sltnaitr, s
(i)  the following point (c) is added:

'(c) Qeailry denotes the hail risk factor for region r as set out in
Annex VIIL.";

(iii) the following subparagraph is added:

"‘Where the amount determined for a particular risk zone in accordance
with the first subparagraph exceeds an amount (referred to in this
subparagraph as ‘the lower amount') equal to the sum of the potential
losses, without deduction of the amounts recoverable from reinsurance
contracts and special purpose vehicles, that the insurance or
reinsurance undertaking could suffer for hail risk in that risk zone
taking into account the terms and conditions of its specific policies,
including any contractual payment limits, the insurance or reinsurance
undertaking may, as an alternative calculation, determine the weighted
sum insured for hail risk in that risk zone as the lower amount.";
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(27) Avrticle 125 is amended as follows:

(@ in paragraph 1, the formula is replaced by the following:

IL(su.bsidf»znce) = \/Z(i,j) Corr(subsidence,i,j) 'WSI(subsidence,i) ' WS[(subsidence,j)l;

(b) paragraph 2 is amended as follows:
(i)  the formula is replaced by the following:

IVVSI(subsidence,i) = 0,0005 - W(subsidence,i) ) SI(subsidence,i)';
(if)  the following subparagraph is added:

"Where the amount determined for a particular risk zone in accordance
with the first subparagraph exceeds an amount (referred to in this
subparagraph as 'the lower amount’) equal to the sum of the potential
losses, without deduction of the amounts recoverable from reinsurance
contracts and special purpose vehicles, that the insurance or
reinsurance undertaking could suffer for subsidence risk in that risk
zone, taking into account the terms and conditions of its specific
policies, including any contractual payment limits, the insurance or
reinsurance undertaking may, as an alternative calculation, determine
the weighted sum insured for subsidence risk in that risk zone as the
lower amount.’;

(28) Article 130 is replaced by the following:
‘Article 130
Marine risk sub-module
1.  The capital requirement for marine risk shall be equal to the following:

platform

SCRmarine = \/SCRgessel + SCR;

where:
(@) SCRyessel is the capital requirement for the risk of a vessel collision;
(b)  SCRyiatform 1 the capital requirement for the risk of a platform explosion.

2. The capital requirement for the risk of a vessel collision shall be equal to the
loss in basic own funds of insurance and reinsurance undertakings that would
result from an instantaneous loss of an amount equal to the following:

Lvessel = m]?X(SI(hull,v) + SI(liab,v) + SI(pollution,v))
where:

(@ the maximum relates to all sea, lake, river and canal vessels insured by the
insurance or reinsurance undertaking in respect of vessel collision in lines of
business 6, 18 and 27 set out in Annex | where the insured value of the vessel is at
least EUR 250 000;

(b)  Slguny is the sum insured by the insurance or reinsurance undertaking, after
deduction of the amounts that the insurance or reinsurance undertaking can
recover from reinsurance contracts and special purpose vehicles, for marine hull
insurance and reinsurance in relation to vessel v;
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(©)

(d)

Slgiaby) 1S the sum insured by the insurance or reinsurance undertaking, after
deduction of the amounts that the insurance or reinsurance undertaking can
recover from reinsurance contracts and special purpose vehicles, for marine
liability insurance and reinsurance in relation to vessel v;

Sl(potiution,vy 1S the sum insured by the insurance or reinsurance undertaking, after
deduction of the amounts that the insurance or reinsurance undertaking can
recover from reinsurance contracts and special purpose vehicles, for oil pollution
insurance and reinsurance in relation to vessel v.

For the purposes of determining Slnuiiy), Slgiaby) and Slgoiution,), insurance and
reinsurance undertakings shall only take into account reinsurance contracts and
special purpose vehicles that would pay out in the event of insurance claims
related to vessel v. Reinsurance contracts and special purpose vehicles where
payout is dependent on insurance claims not related to vessel v shall not be taken
into account.

Where the deduction of amounts recoverable would lead to a capital requirement
for the risk of a vessel collision that captures insufficiently the risk of a vessel
collision that the insurance or reinsurance undertaking is exposed to, the insurance
or reinsurance undertaking shall calculate Slgpyiy), Slgiaby) OF Slgpoliutionyy Without
deduction of amounts recoverable.

3. The capital requirement for the risk of a platform explosion shall be equal to
the loss in basic own funds of insurance and reinsurance undertakings that would
result from an instantaneous loss of an amount equal to the following:

Lplatform = mI?X(SIp)

where:

(@)

(b)

the maximum relates to all oil and gas offshore platforms insured by the insurance
or reinsurance undertaking in respect of platform explosion in lines of business 6,
18 and 27 set out in Annex |;

Sl is the accumulated sum insured by the insurance or reinsurance undertaking,
after deduction of the amounts that the insurance or reinsurance undertaking can
recover from reinsurance contracts and special purpose vehicles, for the following

insurance and reinsurance obligations in relation to platform p:
(i) obligations to compensate for property damage;

(if) obligations to compensate for the expenses for the removal of
wreckage;

(iii) obligations to compensate for loss of production income;

(iv) obligations to compensate for the expenses for capping of the well or
making the well secure;

(v) liability insurance and reinsurance obligations.

For the purposes of determining Slp, insurance and reinsurance undertakings
shall only take into account reinsurance contracts and special purpose vehicles
that would pay out in the event of insurance claims related to platform p.
Reinsurance contracts and special purpose vehicles where payout is dependent
on insurance claims that are not related to platform p shall not be taken into
account.
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Where the deduction of amounts recoverable would lead to a capital
requirement for the risk of a platform explosion that captures insufficiently the
risk of a platform explosion that the insurance or reinsurance undertaking is
exposed to, the insurance or reinsurance undertaking shall calculate Sl, without
the deduction of amounts recoverable.’;

(29) Article 131 is amended as follows:
(@) the introductory wording is replaced by the following:

‘The capital requirement for aviation risk shall be equal to the loss in basic
own funds of insurance and reinsurance undertakings that would result from
an instantaneous loss of an amount that is equal to the following:';

(b) point (b) is replaced by the following:

'(b) Sl is the sum insured by the insurance or reinsurance undertaking, after
deduction of the amounts that the insurance or reinsurance undertaking can
recover from reinsurance contracts and special purpose vehicles, for aviation
hull insurance and reinsurance and aviation liability insurance and
reinsurance in relation to aircraft a.

For the purposes of this Article, insurance and reinsurance undertakings
shall only take into account reinsurance contracts and special purpose
vehicles that would pay out in the event of insurance claims related to
aircraft a. Reinsurance contracts and special purpose vehicles where payout
is dependent on insurance claims that are not related to aircraft a shall not be
taken into account.

Where the deduction of amounts recoverable would lead to a capital
requirement for aviation risk that captures insufficiently the aviation risk
that the insurance or reinsurance undertaking is exposed to, the insurance or
reinsurance undertaking shall, calculate Sl, without the deduction of
amounts recoverable.";

(30) in Article 132, paragraphs 1 and 2 are replaced by the following:

'L. The capital requirement for fire risk shall be equal to the loss in basic own
funds of insurance and reinsurance undertakings that would result from an
instantaneous loss of an amount equal to the sum insured by the insurance or
reinsurance undertaking with respect to the largest fire risk concentration.

2. The largest fire risk concentration of an insurance or reinsurance
undertaking is the set of buildings with the largest sum insured, after deduction of
the amounts that the insurance or reinsurance undertaking can recover from
reinsurance contracts and special purpose vehicles, that meets all of the following
conditions:

(@) the insurance or reinsurance undertaking has insurance or reinsurance
obligations in lines of business 7 and 19 set out in Annex I, in relation to
each building which cover damage due to fire or explosion, including as a
result of terrorist attacks;

(b) all buildings are partly or fully located within a radius of 200 meters.

In determining the sum insured for a set of buildings, insurance and reinsurance
undertakings shall only take into account reinsurance contracts and special
purpose vehicles that would pay out in the event of insurance claims related to
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that set of buildings. Reinsurance contracts and special purpose vehicles where
payout is dependent on insurance claims that are not related to that set of
buildings shall not be taken into account.

Where the deduction of amounts recoverable would lead to a capital requirement
for fire risk that captures insufficiently the fire risk that the insurance or
reinsurance undertaking is exposed to, the insurance or reinsurance undertaking
shall calculate the sum insured for a set of buildings without the deduction of
amounts recoverable.’;

(31) in Article 147(3), point (d) is replaced by the following:

'(d)  FPuwres) denotes the following amount with respect to contracts where the
initial recognition date falls in the following 12 months:

(i)  for all such contracts whose initial term is one year or less, the
expected present value of premiums to be earned by the insurance or
reinsurance undertaking in the segment s, but excluding the premiums
to be earned during the 12 months after the initial recognition date;

(i)  for all such contracts whose initial term is more than one year, the
amount equal to 30% of the expected present value of premiums to be
earned by the insurance or reinsurance undertaking in the segment s
after the following 12 months.’;

(32) in Article 168, paragraph 6 is amended as follows:
(@ inpoint (c), the introductory wording is replaced by the following:

‘as regards closed-ended alternative investment funds which are established
in the Union or, if they are not established in the Union, which are marketed
in the Union in accordance with Article 35 or 40 of Directive 2011/61/EU
and which, in either case, have no leverage in accordance with the
commitment method set out in Article 8 of Commission Delegated
Regulation (EU) No 231/2013***:

***  Commission Delegated Regulation (EU) No 231/2013 of 19 December 2012
supplementing Directive 2011/61/EU of the European Parliament and of the Council
with regard to exemptions, general operating conditions, depositaries, leverage,
transparency and supervision (OJ L 83, 22.3.2013, p. 1).

(b) the following point (e) is added:
‘(e) qualifying unlisted equity portfolios as defined in Article 168a.";
(33) the following Article 168a is inserted:
‘Article 168a
Quialifying unlisted equity portfolios

1.  For the purposes of point (e) of Article 168(6), a qualifying unlisted equity
portfolio is a set of equity investments that meets all of the following
requirements:

(@) the set of investments consists solely of investments in the ordinary shares
of companies;
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(b)
(©)
(d)
(€)

()

(@)
(h)

(i)
2.

the ordinary shares of each of the companies concerned are not listed in any
regulated market;

each company has its head office in a country which is a member of the
EEA,

more than 50% of the annual revenue of each company is denominated in
currencies of countries which are members of the EEA or the OECD;

more than 50% of the staff employed by each company have their principal
place of work in countries which are members of the EEA;

each company fulfils at least one of the following conditions for each of the
last three financial years ending prior to the date on which the Solvency
Capital Requirement is being calculated:

(i)  the annual turnover of the company exceeds EUR 10 000 000;
(if)  the balance sheet total of the company exceeds EUR 10 000 000;
(iii) the number of staff employed by the company exceeds 50;

the value of the investment in each company represents no more than 10%
of the total value of the set of investments;

none of the companies is an insurance or reinsurance undertaking, a credit
institution, an investment firm, a financial institution, an alternative
investment fund manager, a UCITS management company, an institution for
occupational retirement provision or a non-regulated undertaking carrying
out financial activities;

the beta of the set of investments does not exceed 0,796.
For the purposes of paragraph 1(i), the beta of a set of investments is the

average of the betas for each of the investments in that set of investments,
weighted by the book values of those investments. The beta of an investment in a
company shall be determined as follows:

Debt
B =0,9478 — 0,0034 - GM + 0,0139 "TFO 0,0015- ROCE

where:

(@) pisthe beta of the equity investment in the company;

(b) GM is the average gross margin for the company over the last five financial
years ending prior to the date on which the Solvency Capital Requirement is
being calculated,

(c) Debt is the total debt of the company at the end of the most recent financial
year for which figures are available;

(d) CFO is the average net cash-flow for the company from operations over the
last five financial years ending prior to the date on which the Solvency
Capital Requirement is being calculated;

() ROCE is the average return on common equity for the company over the last

five financial years ending prior to the date on which the Solvency Capital
Requirement is being calculated. Common equity shall be understood as
capital and reserves as referred to in Annex Il to Directive 2013/34/EU of
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the European Parliament and of the Council**** excluding preference
shares and the related share premium account.

****  Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013

on the annual financial statements, consolidated financial statements and related reports
of certain types of undertakings, amending Directive 2006/43/EC of the European
Parliament and of the Council and repealing Council Directives 78/660/EEC and
83/349/EEC (OJ L 182, 29.6.2013, p. 19).";

(34) Article 169 is replaced by the following:

1.

‘Article 169
Standard equity risk sub-module
The capital requirement for type 1 equities referred to in Article 168 of this

Regulation shall be equal to the loss in the basic own funds that would result from
the following instantaneous decreases:

(a)

(b)

(©)

2.

an instantaneous decrease equal to 22 % in the value of type 1 equity
investments in related undertakings within the meaning of Article 212(1)(b)
and 212(2) of Directive 2009/138/EC where these investments are of a
strategic nature;

an instantaneous decrease equal to 22 % in the value of type 1 equity
investments that are treated as long-term equity investments in accordance
with Article 171a;

an instantaneous decrease equal to the sum of 39 % and the symmetric
adjustment as referred to in Article 172 of this Regulation, in the value of
type 1 equities other than those referred to in points (a) and (b).

The capital requirement for type 2 equities referred to in Article 168 of this

Regulation shall be equal to the loss in the basic own funds that would result from
the following instantaneous decreases:

(a)

(b)

(©)

3.

an instantaneous decrease equal to 22 % in the value of type 2 equity
investments in related undertakings within the meaning of Article 212(1)(b)
and 212(2) of Directive 2009/138/EC where these investments are of a
strategic nature;

an instantaneous decrease equal to 22 % in the value of type 2 equity
investments that are treated as long-term equity investments in accordance
with Article 171a;

an instantaneous decrease equal to the sum of 49 % and the symmetric
adjustment as referred to in Article 172 of this Regulation, in the value of
type 2 equities other than those referred to in points (a) and (b).

The capital requirement for qualifying infrastructure equities referred to in

Article 168 of this Regulation shall be equal to the loss in the basic own funds that
would result from the following instantaneous decreases:

(@)

an instantaneous decrease equal to 22 % in the value of qualifying
infrastructure equity investments in related undertakings within the meaning
of point (b) of Article 212(1) and Article 212(2) of Directive 2009/138/EC,
where those investments are of a strategic nature;
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(b)

(©)

4.

an instantaneous decrease equal to 22 % in the value of qualifying
infrastructure equity investments that are treated as long-term equity
investments in accordance with Article 171a;

an instantaneous decrease equal to the sum of 30 % and 77 % of the
symmetric adjustment as referred to in Article 172 of this Regulation, in the
value of qualifying infrastructure equity investments other than those
referred to in points (a) and (b).

The capital requirement for qualifying infrastructure corporate equities

referred to in Article 168 of this Regulation shall be equal to the loss in the basic
own funds that would result from the following instantaneous decreases:

(@)

(b)

(©)

an instantaneous decrease equal to 22 % in the value of qualifying
infrastructure corporate equity investments in related undertakings within
the meaning of point (b) of Article 212(1) and Article 212(2) of Directive
2009/138/EC where those investments are of a strategic nature;

an instantaneous decrease equal to 22 % in the value of qualifying
infrastructure corporate equity investments that are treated as long-term
equity investments in accordance with Article 171a;

an instantaneous decrease equal to the sum of 36 % and 92 % of the
symmetric adjustment as referred to in Article 172 of this Regulation, in the
value of qualifying infrastructure corporate equities other than those referred
to in points (a) and (b).";

(35) the following Article 171a is inserted:

1.

‘Article 171a
Long-term equity investments
For the purpose of this Regulation, a sub-set of equity investments may

be treated as long-term equity investments if the insurance or reinsurance
undertaking demonstrates, to the satisfaction of the supervisory authority, that all
of the following conditions are met:

(@)
(b)

(©)

(d)

the sub-set of equity investments as well as the holding period of each
equity investment within the sub-set are clearly identified,;

the sub-set of equity investment is included within a portfolio of assets
which is assigned to cover the best estimate of a portfolio of insurance or
reinsurance obligations corresponding to one or several clearly identified
businesses, and the undertaking maintains that assignment over the lifetime
of the obligations;

the portfolio of insurance or reinsurance obligations, and the assigned
portfolio of assets referred to in point (b) are identified, managed and
organised separately from the other activities of the undertaking, and the
assigned portfolio of assets cannot be used to cover losses arising from other
activities of the undertaking;

the technical provisions within the portfolio of insurance or reinsurance
obligations referred to in point (b) only represent a part of the total technical
provisions of the insurance or reinsurance undertaking;

39

EN



EN

(36)

(37)

(e) the average holding period of equity investments in the sub-set exceeds 5
years, or where the average holding period of the sub-set is lower than 5
years, the insurance or reinsurance undertaking does not sell any equity
investments within the sub-set until the average holding period exceeds 5
years;

(F)  the sub-set of equity investments consists only of equities that are listed in
the EEA or of unlisted equities of companies that have their head offices in
countries that are members of the EEA;

() the solvency and liquidity position of the insurance or reinsurance
undertaking, as well as its strategies, processes and reporting procedures
with respect to asset-liability management, are such as to ensure, on an
ongoing basis and under stressed conditions, that it is able to avoid forced
sales of each equity investments within the sub-set for at least 10 years;

(h) the risk management, asset-liability management and investment policies of
the insurance or reinsurance undertaking reflects the undertaking's intention
to hold the sub-set of equity investments for a period that is compatible with
the requirement of point (e) and its ability to meet the requirement of point

(9).

2. Where equities are held within collective investment undertakings or within
alternative investment funds referred to in points (a) to (d) of Article 168(6), the
conditions set out in paragraph 1 of this Article may be assessed at the level of the
funds and not of the underlying assets held within those funds.

3. Insurance or reinsurance undertakings that treat a sub-set of equity
investments as long-term equity investments in accordance with paragraph 1 shall
not revert back to an approach that does not include long-term equity investments.
Where an insurance or reinsurance undertaking that treats a sub-set of equity
investments as long-term equity investments is no longer able to comply with the
conditions set out in paragraph 1, it shall immediately inform the supervisory
authority and shall cease to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to
any of its equity investments for a period of 36 months.";

in Article 176, the following paragraph 4a is inserted:

'4a. Notwithstanding paragraph 4, bonds and loans that are assigned to a credit
quality step in accordance with paragraph 1 or 2 of Article 176a or paragraph 1 of
Article 176c¢ shall be assigned a risk factor stress; depending on the credit quality
step and the modified duration dur; of the bond or loan i assigned in accordance
with the table set out in paragraph 3 of this Article.";

the following Articles 176a to 176c¢ are inserted:
'Article 176a
Internal assessment of credit quality steps of bonds and loans

(1) A bond or loan for which a credit assessment by a nominated ECAI is not
available and for which debtors have not posted collateral that meets the criteria
set out in Article 214 may be assigned to credit quality step 2 if all of the criteria
set out in paragraphs 3 and 4 are met with respect to the bond or loan.

(2) A bond or loan for which a credit assessment by a nominated ECAI is not
available and for which debtors have not posted collateral that meets the criteria
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set out in Article 214, other than a bond or loan assigned to credit quality step 2
under paragraph 1, may be assigned to credit quality step 3 if all of the criteria set
out in paragraphs 3 and 5 are met with respect to the bond or loan.

(3)
(@)

(b)

(©)

(d)

(€)
(f)

(9)

The criteria in this paragraph are as follows:

the insurance or reinsurance undertaking's own internal credit assessment of
the bond or loan meets the requirements listed in Article 176b;

the bond or loan is issued by a company which does not belong to the same
corporate group as the insurance or reinsurance undertaking;

the bond or loan is not issued by a company which is an insurance or
reinsurance undertaking, an infrastructure entity, a credit institution, an
investment firm, a financial institution, an AIFM, a UCITS investment
management company, an institution for occupational retirement provision
or a non-regulated undertaking carrying out financial activities;

no claims on the issuing company of the bond or loan rank senior to the
bond or loan, except for the following claims:

(i) statutory claims and claims from liquidity facility providers provided
that those statutory claims and claims from liquidity facility providers
are in aggregate not material relative to the overall senior debt of the
issuing company;

(if)  claims from trustees;
(iii) claims from derivatives counterparties;

the bond or loan provides a fixed redemption payment on or before the date
of maturity, in addition to regular fixed or floating rate interest payments;

the contractual terms and conditions of the bond or loan provide for the
following:

(i)  the borrower is obliged to provide audited financial data to the lender
at least annually;

(i)  the borrower is obliged to notify the lender of any events that could
materially affect the credit risk of the bond or loan;

(iii) the borrower is not entitled to change the terms and conditions of the
bond or loan unilaterally, nor to make other changes to its business
that would materially affect the credit risk of the bond or loan;

(iv) the issuer is prohibited from issuing new debt without the prior
agreement of the insurance or reinsurance undertaking;

(v) what constitutes a default event is defined in a way that is specific to
the issue and the issuer;

(vi) what is to happen on a change of control;

the bond or loan is issued by a company that meets all of the following
criteria:

(i)  the company is a limited liability company;

(i)  the company has its head office in a country which is a member of the
EEA;
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(4)

(iii) more than 50% of the annual revenue of the company is denominated
in currencies of countries which are members of the EEA or the
OECD;

(iv) the company has operated without any credit event over at least the
last 10 years;

(v) at least one of the following conditions is fulfilled with respect to each
of the last three financial years ending prior to the date on which the
Solvency Capital Requirement is being calculated:

- the annual turnover of the company exceeds EUR 10 000 000;

- the balance sheet total of the company exceeds EUR 10 000
000;

- the number of staff employed by the company exceeds 50;

(vi) the sum of the company's annual earnings before interest, tax,
depreciation and amortisation (‘EBITDA") over the last five financial
years is larger than 0;

(vii) the total debt of the company at the end of the most recent financial
year for which figures are available is no higher than 6.5 times the
average of the company's annual free cash flows over the last five
financial years;

(viii) the average of the company's EBITDA over the last five financial
years is no lower than 6.5 times the company's interest expense for the
most recent financial year for which figures are available;

(ix) the net debt of the company at the end of the most recent financial
year for which figures are available is no higher than 1.5 times the
company's total equity at the end of that financial year.

The vyield on the bond or loan, and the yield on any bonds and loans with

similar contractual terms and conditions issued by the same company in the
previous three financial years, is no higher than the higher of the following values:

(@)
(b)

()

the average of the yields on the two indices determined in accordance with
paragraph 6;

the sum of 0.5% and the yield on the index that meets the requirement in
point (d) of that paragraph.

The yield on the bond or loan, and the yield on bonds and loans with similar

contractual terms and conditions issued by the same company in the previous
three financial years, is no higher than the higher of the following values:

(@)

(b)

(6)

the average of the yields on the two indices determined in accordance with
paragraph 7;

the sum of 0.5% and the yield on the index that meets the requirement in
point (b) of that paragraph.

For the purposes of paragraph 4, the insurance or reinsurance undertaking

shall determine, for the bond or loan referred to in paragraph 1, the yield, as at the
time of issuance of that bond or loan, on two indices that meet all of the following
requirements:
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(@) both indices are broad indexes of traded bonds for which an external credit
assessment is available;

(b) the constituent traded bonds in the two indices are denominated in the same
currency as the bond or loan;

(c) the constituent traded bonds in the two indices have a similar maturity date
as the bond or loan;

(d) one of the two indices consists of traded bonds of credit quality step 2;
(e) one of the two indices consists of traded bonds of credit quality step 4.

(7) For the purposes of paragraph 5, the insurance or reinsurance undertaking
shall determine, for the bond or loan referred to in paragraph 2, the yield, as at the
time of issuance of that bond or loan, on two indices that meet all of the following
requirements:

(@) both indices meet the requirements set out in points (a), (b) and (c) of
paragraph 6;

(b) one of the two indices consists of traded bonds of credit quality step 3;
(c) one of the two indices consists of traded bonds of credit quality step 4.

(8) For the purposes of paragraph 4, where the bond or loan referred to in
paragraph 1 has features, other than those related to credit risk or illiquidity,
which materially differ from the features of the constituent traded bonds in the
two indices determined in accordance with paragraph 6, the insurance or
reinsurance undertaking shall adjust the yield on the bond or loan to reflect those
differences.

(9) For the purposes of paragraph 5, where the bond or loan referred to in
paragraph 2 has features, other than those related to credit risk or illiquidity,
which materially differ from the features of the constituent traded bonds in the
two indices determined in accordance with paragraph 7, the insurance or
reinsurance undertaking shall adjust the yield on the bond or loan to reflect those
differences.

Article 176b

Requirements for an undertaking's own internal credit assessment of bonds
and loans

The requirements to be met for the purposes of point (a) of Article 176a(3) by an
insurance or reinsurance undertaking's own internal credit assessment of a bond or
loan shall be as follows:

(@) the bond or loan is allocated a credit quality step on the basis of the own
internal credit assessment;

(b) the insurance or reinsurance undertaking is able to demonstrate to the
supervisory authority’s satisfaction that the own internal credit assessment,
and the allocation of a credit quality step to the bond or loan on the basis of
that assessment, are reliable and properly reflect the spread risk of the bond
or loan contained in the sub-module specified in point (d) of the second
subparagraph of Article 105(5) of Directive 2009/138/EC;
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(d)

(€)

(f)

(9)
(h)

(i)

the own internal credit assessment takes into account all factors which could
have a material effect on the credit risk associated with the bond or loan,
including the following factors:

(i)  the competitive position of the issuer;

(i)  the quality of the issuer's management;

(iii) the financial policies of the issuer;

(iv) country risk;

(v) the effect of any covenants that are in place;

(vi) the issuer's financial performance history, including the number of
years that it has been operating;

(vii) the issuer's size and the level of diversity in its activities;

(viii) the guantitative impact on the issuer's risk profile and financial ratios
of its having issued the bond or loan;

(ix) the issuer’s ownership structure;
(x) the complexity of the issuer's business model;

the own internal credit assessment uses all relevant quantitative and
qualitative information;

the own internal credit assessment, the allocation of a credit quality step on
the basis of that assessment and the information used to support the own
internal credit assessment is documented;

the own internal credit assessment takes into account the characteristics of
comparable assets for which a credit assessment by a nominated ECAI is
available;

the own internal credit assessment takes into account trends in the issuer's
financial performance;

the own internal credit assessment is procedurally independent from the
decision to underwrite;

the insurance or reinsurance undertaking regularly reviews the own internal
credit assessment.

Article 176¢

Assessment of credit quality steps of bonds and loans based on an approved

EN

internal model
This Article shall apply in the following circumstances:

(@) an insurance or reinsurance undertaking has concluded an agreement
(‘co-investment agreement’) to invest in bonds and loans jointly with

another entity;
(b) that other entity (‘the co-investor’) is one or other of the following:

() an institution as defined in point (3) of Article 4(1) of
Regulation (EU) No 575/2013 which uses the Internal Ratings
Based Approach referred to in Article 143(1) of that Regulation;
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)

3)

(4)

(©)

(d)

(i)

an insurance or reinsurance undertaking which uses an internal
model in accordance with Article 100 of Directive
2009/138/EC;

pursuant to the co-investment agreement, the insurance or reinsurance
undertaking and the co-investor invest jointly in bonds and loans for
which a credit assessment by a nominated ECAI is not available and for
which debtors have not posted collateral that meets the criteria set out in
Article 214;

the co-investment agreement provides that the co-investor shares with the
insurance or reinsurance undertaking the probabilities of default
produced by its Internal Ratings Based Approach or, as applicable, the
credit quality steps produced by its internal model for the bonds or loans
referred to in point (c) for the purpose of using that information for the
calculation of the Solvency Capital Requirement of the insurance or
reinsurance undertaking.

If all of the criteria set out in paragraphs 3 to 6 are met, the bonds and loans
referred to in point (c) of paragraph 1 shall be assigned to credit quality steps
determined as follows:

(@)

(b)

in a case where the co-investor falls within point (i) of paragraph 1(b),
credit quality steps shall be determined on the basis of the most recent
probabilities of default that the Internal Ratings Based Approach has
produced,;

in a case where the co-investor falls within point (ii) of paragraph 1(b),
credit quality steps shall be the credit quality steps produced by the
internal model.

The criteria in this paragraph are as follows:

(@)
(b)

(©
(d)

(€)

the issuer of each bond or loan does not belong to the same corporate
group as the insurance or reinsurance undertaking;

the issuer is not an insurance or reinsurance undertaking, an
infrastructure entity, a credit institution, an investment firm, a financial
institution, an AIFM, a UCITS investment management company, an
institution for occupational retirement provision or a non-regulated
undertaking carrying out financial activities;

the issuer has its head office in a country which is a member of the EEA;

more than 50% of the issuer's annual revenue is denominated in
currencies of countries which are members of the EEA or the OECD;

at least one of the following conditions is met for each of the last three
financial years ending prior to the date on which the Solvency Capital
Requirement is being calculated:

- the annual turnover of the issuer exceeds EUR 10 000 000;
- the balance sheet total of the issuer exceeds EUR 10 000 000;
- the number of staff employed by the issuer exceeds 50.

The criteria in this paragraph are as follows:
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(@)

(b)

(©)

(d)

(€)
(f)

(@)

(h)

the co-investment agreement defines the types of bonds and loans to be
underwritten, and the applicable assessment criteria;

the co-investor provides the insurance or reinsurance undertaking with
sufficient details of the underwriting process, including the criteria used,
the organisational structure of the co-investor and the controls conducted
by the co-investor;

the co-investor provides the insurance or reinsurance undertaking with
data on all applications for bonds and loans to be underwritten;

the co-investor provides the insurance or reinsurance undertaking with
details of all decisions to approve or reject applications for bonds and
loans to be underwritten;

the co-investor retains an exposure of at least 20% of the nominal value
of each bond and loan;

the underwriting process is the same as the underwriting process
followed by the co-investor for its other investments in comparable
bonds and loans;

the insurance or reinsurance undertaking invests in all bonds and loans of
the types referred to in point (a) for which the co-investor decides to
approve the bond or loan application;

the co-investor provides the insurance or reinsurance undertaking with
information that allows the undertaking to understand the Internal
Ratings Based Approach or, as applicable, internal model and its
limitations, as well as its adequacy and appropriateness, in particular:

(i) a description of the Internal Ratings Based Approach or, as
applicable, internal model, including the inputs and risk factors,
the quantification of risk parameters and the underlying
methods, and the general methodology applied,;

(i) a description of the scope of the use of the Internal Ratings
Based Approach or, as applicable, internal model,;

(iii) a description of the model validation process and of other
processes which allow the model's performance to be
monitored, the appropriateness of its specification to be
reviewed over time, and the results of the Internal Ratings
Based Approach or, as applicable, internal model to be tested
against experience.

(5) Inacase where the co-investor falls within point (i) of paragraph 1(b):

(@)

(b)

the insurance or reinsurance undertaking clearly documents to which
credit quality step the probability of default produced by the institution’s
Internal Ratings Based Approach corresponds;

the mapping of probabilities of default to credit quality steps carried out
by the insurance or reinsurance undertaking ensures that, for the bond or
loan in question, the resulting level of capital requirement for the spread
risk sub-module referred to in point (d) of the second subparagraph of
Avrticle 105(5) of Directive 2009/138/EC is appropriate;
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(6)

(c) the mapping is based on Table 1 in Annex | to Commission

Implementing Regulation (EU) 2016/1799*****;

(d) adjustments are made in a prudent manner to the probabilities of default
before the mapping is carried out, taking into account the qualitative
factors set out in Article 7 of Implementing Regulation (EU) 2016/1799;

(e) an adjustment to the probabilities of default is made in either of the

following situations:

Q) the time horizon covered by the Internal Ratings Based
Approach deviates significantly from the 3-year time horizon
set out in Article 4(2) of Implementing Regulation (EU)

2016/1799;

(i) the definition of default used in the Internal Ratings Based
Approach deviates significantly from the one set out in Article

4(4) of that Implementing Regulation.

In a case where the co-investor falls within point (ii) of paragraph 1(b), the
internal model ensures that, for the bond or loan in question, the resulting level
of capital requirement for the spread risk sub-module referred to in point (d) of
the second subparagraph of Article 105(5) of Directive 2009/138/EC is

appropriate.

*kkkk

(38) Articl
(a)

(b)

Commission Implementing Regulation (EU) 2016/1799 of 7 October 2016 laying down
implementing technical standards with regard to the mapping of credit assessments of
external credit assessment institutions for credit risk in accordance with Articles 136(1) and
136(3) of Regulation (EU) No 575/2013 of the European Parliament and of the Council (OJ

L 275, 12.10.2016, p. 3)";
e 180 is amended as follows:
in paragraph 2, the following subparagraph is added:

'For the purposes of point (b) of the first subparagraph, exposures in the
form of bonds and loans that are fully, unconditionally and irrevocably
guaranteed by regional governments and local authorities listed in Article 1
of Commission Implementing Regulation (EU) 2015/2011******  where
the guarantee meets the requirements set out in Article 215 of this
Regulation, shall be treated as exposures to the central government.

**x*%% - Commission Implementing Regulation (EU) 2015/2011 of 11 November 2015
laying down implementing technical standards with regard to the lists of
regional governments and local authorities, exposures to whom are to be
treated as exposures to the central government in accordance with Directive
2009/138/EC of the European Parliament and of the Council (OJ L 295,
12.11.2015, p. 3).;

the following paragraphs 3a and 3b are inserted:

‘3a. Exposures in the form of bonds and loans to Member States’ regional
governments and local authorities not listed in Article 1 of Implementing
Regulation (EU) 2015/2011 shall be assigned a risk factor stress; from the
table in paragraph 3 corresponding to credit quality step 2.
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3b. Exposures in the form of bonds and loans that are fully,
unconditionally and irrevocably guaranteed by a Member State's regional
government or local authority that are not listed in Article 1l of
Implementing Regulation (EU) 2015/2011, where the guarantee meets the
requirements set out in Article 215 of this Regulation, shall be assigned a
risk factor stress; from the table in paragraph 3 corresponding to credit
quality step 2.";

(39) Article 182 is amended as follows:

(@) in paragraph 5, the last sentence is deleted;
(b) the following paragraphs 6 to 11 are added:
'6. For the purposes of paragraph 4, exposures to an insurance or
reinsurance undertaking for which a credit assessment by a nominated ECAI
is not available and where the undertaking meets its Minimum Capital
Requirement shall be assigned to a credit quality step depending on the
undertaking's solvency ratio using the following mapping between solvency
ratios and credit quality steps:
Solvency 196% 175% 122% 100% 95%
Ratio
Credit 1 2 3 3,82 5
quality step

Where the solvency ratio falls in between the solvency ratios set out in the
table above, the credit quality step shall be linearly interpolated from the
closest credit quality steps corresponding to the closest solvency ratios set
out in the table above. Where the solvency ratio is lower than 95 %, the
credit quality step shall be 5. Where the solvency ratio is higher than 196 %,
the credit quality step shall be 1.

For the purposes of this paragraph, ‘solvency ratio’ denotes the ratio of the
eligible amount of own funds to cover the Solvency Capital Requirement
and the Solvency Capital Requirement, using the latest available values.

7.  For the purposes of paragraph 4, exposures to an insurance or
reinsurance undertaking for which a credit assessment by a nominated ECAI
is not available and where the undertaking does not meet its Minimum
Capital Requirement shall be assigned to credit quality step 6.

8.  Paragraphs 6 and 7 of this Article shall only apply as of the first date
of public disclosure, by the undertaking corresponding to the exposure, of
the report on its solvency and financial condition referred to in Article 51 of
Directive 2009/138/EC. Before that date, the exposures shall be assigned to
credit quality step 3,82.

9.  For the purposes of paragraph 4, exposures to a third country
insurance or reinsurance undertaking for which a credit assessment by a
nominated ECAI is not available, situated in a country whose solvency
regime is deemed equivalent to that laid down in Directive 2009/138/EC in
accordance with Article 227 of that Directive, and which complies with the
solvency requirements of that third country, shall be assigned to credit
quality step 3,82.
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10. For the purposes of paragraph 4, exposures to credit institutions and
financial institutions, within the meaning of points (1) and (26) of Article
4(1) of Regulation (EU) No 575/2013 which comply with the solvency
requirements set out in Directive 2013/36/EU and Regulation (EU) No
575/2013, for which a credit assessment by a nominated ECAI is not
available, shall be assigned to credit quality step 3,82.

11. Exposures other than those to which a credit quality step is assigned
under paragraphs 5 to 10 shall, for the purpose of paragraph 4, be assigned
to credit quality step 5.";

(40) in Article 184, paragraph 3 is replaced by the following:

3.

The exposure at default on a single name exposure i shall be reduced by the

amount of the exposure at default to counterparties belonging to that single name
exposure and for which the risk factor for market risk concentration referred to in
Articles 186 and 187 is 0 %.",

(41) in Article 186, paragraphs 2 to 6 are deleted;
(42) Article 187 is amended as follows:

(@)

(b)

in paragraph 3, the following subparagraph is added:

'For the purposes of point (b), exposures that are fully, unconditionally and
irrevocably guaranteed by regional governments and local authorities listed
in Articlel of Implementing Regulation (EU) 2015/2011, where the
guarantee meets the requirements set out in Article 215 of this Regulation,
shall be treated as exposures to the central government.’;

the following paragraphs 4a and 4b are inserted:

'4a. Exposures to Member States’ regional governments and local
authorities not listed in Article 1 of Implementing Regulation (EU)
2015/2011 shall be assigned a risk factor g; for market risk concentration
corresponding to weighted average credit quality step 2 in accordance with
paragraph 4.

4b.  Exposures that are fully, unconditionally and irrevocably guaranteed
by a Member State's regional government or local authority that is not listed
in Articlel of Implementing Regulation (EU) 2015/2011, where the
guarantee meets the requirements set out in Article 215 of this Regulation,
shall be assigned a risk factor g; for market risk concentration corresponding
to weighted average credit quality step 2 in accordance with paragraph 4.";

(43) Article 189 is amended as follows:

(@)

(b)

paragraph 2 is amended as follows:
(i)  point (a) is replaced by the following:

‘(@) Risk-mitigation contracts including reinsurance arrangements,
special purpose vehicles and insurance securitisations;’;

(i)  the following point (f) is added:

'(f) derivatives other than credit derivatives covered in the spread
risk sub-module.";

in paragraph 6, the following point (e) is added:
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‘(e) the credit risk on assets posted as collateral to a CCP or a clearing
member that are bankruptcy remote.";

(44) Article 192 is amended as follows:

(@)

(b)

(©)

in paragraph 1, the following subparagraph is added:

'Where insurance and reinsurance undertakings have concluded contractual
netting agreements covering several derivatives that represent credit
exposure to the same counterparty, they may calculate the loss-given-default
on those derivatives, as set out in paragraphs 3 to 3c, on the basis of the
combined economic effect of all of those derivatives that are covered by the
same contractual netting agreement, provided that Articles 209 and 210 are
complied with in relation to the netting.";

paragraph 3 is replaced by the following:

‘3. The loss-given-default on a derivative falling within Article 192a(1)
shall be equal to the following:

LGD = max(18% : (Derivative +50% - RMﬂn) —50%- F'- Value; 0)

where:

(@) Derivative denotes the value of the derivative determined in
accordance with Article 75 of Directive 2009/138/EC,;

(b) RMs, denotes the risk-mitigating effect on market risk of the
derivative;

(c) Value denotes the value of the assets held as collateral determined in
accordance with Article 75 of Directive 2009/138/EC,;

(d) F' denotes a factor to take into account the economic effect of the
collateral arrangement in relation to the derivative in case of a credit
event related to the counterparty.",

the following paragraphs 3a to 3d are inserted:

'3a. Notwithstanding paragraph 3, the loss-given-default on a derivative
falling within Article 192a(2) shall be equal to the following:

LGD = max(16% - (Derivative + 50% - RMfl-n) —50% - F"' - Value;0)

where;

(@) Derivative denotes the value of the derivative in accordance with
Article 75 of Directive 2009/138/EC;

(b) RMy, denotes the risk-mitigating effect on market risk of the
derivative;

(c) Value denotes the value of the assets held as collateral in accordance
with Avrticle 75 of Directive 2009/138/EC;

(d) F" denotes a factor to take into account the economic effect of the
collateral arrangement in relation to the derivative in case of a credit
event related to the counterparty.
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(d)

3b. The loss-given-default on derivatives other than those referred to in
paragraphs 3 and 3a shall be equal to the following, provided that the
derivative contract meets the requirements of Article 11 of Regulation (EU)
648/2012:

LGD = max(90% - (Derivative + 50% * RMp;, ) — 50% - F"' - Value; 0)

where:

(@) Derivative denotes the value of the derivative determined in
accordance with Article 75 of Directive 2009/138/EC,;

(b) RMsi, denotes the risk-mitigating effect on market risk of the
derivative;

(c) Value denotes the value of the assets held as collateral determined in
accordance with Article 75 of Directive 2009/138/EC,;

(d) F™ denotes a factor to take into account the economic effect of the
collateral arrangement in relation to the derivative in case of a credit
event related to the counterparty.

3c. The loss-given-default on derivatives not covered by paragraphs 3, 3a
and 3b shall be equal to the following:

LGD = max(90% - (Derivative + RMfm) —F""- Collateral; 0)

where:

(@) Derivative denotes the value of the derivative determined in
accordance with Article 75 of Directive 2009/138/EC,;

(b) RMsp, denotes risk-mitigating effect on market risk of the derivative;

(c) Collateral denotes the risk-adjusted value of collateral in relation to
the derivative;

(d) F™ denotes a factor to take into account the economic effect of the
collateral arrangement in relation to the derivative in case of a credit
event related to the counterparty.

3d.  Where the loss-given-default on derivatives is to be calculated on the
basis referred to in the second subparagraph of paragraph 1, the following
rules shall apply for the purposes of paragraphs 3 to 3c:

(@ the value of the derivative shall be the sum of the values of the
derivatives covered by the contractual netting arrangement;

(b) the risk-mitigating effect shall be determined at the level of the
combination of derivatives covered by the contractual netting
arrangement;

(c) the risk-adjusted value of collateral shall be determined at the level of
the combination of derivatives covered by the contractual netting
arrangement.’;

paragraph 4 is replaced by the following:
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‘4. The loss-given-default on a mortgage loan shall be equal to the
following:

LGD = max{fLoan — (80% X Mortgage + Guarantee); 0)

where:

(@ Loan denotes the value of the mortgage loan determined in
accordance with Article 75 of Directive 2009/138/EC,;

(b) Mortgage denotes the risk-adjusted value of the mortgage;

(c) Guarantee denotes the amount that the guarantor would be required
to pay to the insurance or reinsurance undertaking if the obligor of
the mortgage loan were to default at a time when the value of the
property held as mortgage were equal to 80% of the risk-adjusted
value of the mortgage.

For the purposes of point (c), a guarantee shall be recognised only if it is
provided by a counterparty mentioned in points (a) to (d) of the first
subparagraph of Article 180(2) and it complies with the requirements set out
in Articles 209, 210 and points (a) to (e) of Article 215.";

(45) the following Article 192a is inserted:

1.

'Article 192a
Exposure to clearing members
For the purposes of Article 192(3), a derivative falls within this paragraph if

the following requirements are met:

(@)
(b)

(©)

(d)

the derivative is a CCP-related transaction in which the insurance or
reinsurance undertaking is the client;

the positions and assets of the insurance or reinsurance undertaking related
to that transaction are distinguished and segregated, at the level of both the
clearing member and the CCP, from the positions and assets of both the
clearing member and the other clients of that clearing member and as a
result of that distinction and segregation those positions and assets are
bankruptcy remote in the event of the default or insolvency of the clearing
member or one or more of its other clients;

the laws, regulations, rules and contractual arrangements applicable to or
binding the insurance or reinsurance undertaking or the CCP facilitate the
transfer of the client's positions relating to that transaction and of the
corresponding collateral to another clearing member within the applicable
margin period of risk in the event of default or insolvency of the original
clearing member. In such circumstance, the client's positions and the
collateral shall be transferred at market value, unless the client requests to
close out the position at market value;

the insurance or reinsurance undertaking has available an independent,
written and reasoned legal opinion that concludes that, in the event of legal
challenge, the relevant courts and administrative authorities would find that
the client would bear no losses on account of the insolvency of the clearing
member or of any the clients of that clearing member under any of the
following laws:
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(46)

(47)

(48)

(1) the laws of the jurisdiction of the insurance or reinsurance
undertaking, its clearing member or the CCP;

(i)  the law governing the transaction;
(iii) the law governing the collateral;

(iv) the law governing any contract or agreement necessary to meet the
requirement set out in point (b);

(e) the CCP is a qualifying central counterparty.

2. For the purposes of Article 192(3a), a derivative falls within this paragraph
if the requirements set out in paragraph 1 are met, with the exception that the
insurance or reinsurance undertaking is not required to be protected from losses in
the event that the clearing member and another client of the clearing member
jointly default.’;

Article 196 is replaced by the following:
‘Article 196
Risk-mitigating effect

The risk-mitigating effect on underwriting or market risks of a reinsurance
arrangement, securitisation or derivative shall be the larger of zero and the
difference between the following capital requirements:

(@) the hypothetical capital requirement for underwriting or market risk of the
insurance or reinsurance undertaking, calculated in accordance with
Sections 1 to 5 of this Chapter, that would apply if the reinsurance
arrangement, securitisation or derivative did not exist;

(b) the capital requirement for underwriting or market risk of the insurance or
reinsurance undertaking.";

Article 197 is amended as follows:
(@) in paragraph 1, the first sentence is replaced by the following:

‘Where the criteria set out in Article 214 of this Regulation are met, the risk-
adjusted value of collateral provided by way of security, as referred to in
point (b) of Article 1(26), shall be equal to the difference between the value
of the assets held as collateral, valued in accordance with Article 75 of
Directive 2009/138/EC, and the adjustment for market risk, as referred to in
paragraph 5 of this Article, provided that both of the following requirements
are fulfilled:";

(b) paragraph 7 is replaced by the following:

7. Where, in case of insolvency of the counterparty, the determination of
the insurance or reinsurance undertaking's proportional share of the
counterparty's insolvency estate in excess of the collateral does not take into
account that the undertaking receives the collateral, the factors F, F', F" and
F™ referred to in Article 192(2) to (3c) shall all be 100 %. In all other cases
these factors shall be 50%, 18% 16% and 90% respectively.’;

in Article 199, the following paragraphs 12 and 13 are added:

'12.  Notwithstanding paragraphs 2 to 11, exposures referred to Article 192(3)
shall be assigned a probability of default equal to 0.002%.
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13. Notwithstanding paragraphs 2 to 12, exposures referred to Article 192(3a)
shall be assigned a probability of default equal to 0.01%.";

(49) in Article 201(2), point (a) is replaced by the following:

‘(@) the sum covers all possible combinations (j,k) of probabilities of default on
single name exposures in accordance with Article 199;';

(50) Article 207 is amended as follows:
(@) paragraph 2 is replaced by the following:

‘2. For the purposes of paragraph 1, deferred taxes shall be valued in
accordance with Article 15(1) and (2), without prejudice to paragraphs 2a,
2b and 2c of this Article.’;

(b) the following paragraphs 2a to 2d are inserted:

'2a.  Where the loss referred to in paragraph 1 would result in an increase
in the amount of deferred tax assets, insurance and reinsurance undertakings
shall not utilise that increase for the purposes of the adjustment referred to
in that paragraph unless they are able to demonstrate to the satisfaction of
the supervisory authority that it is probable that future taxable profit will be
available against which that increase can be utilised, taking into account all
of the following:

(@ any legal or regulatory requirements on the time limits relating to the
carry-forward of unused tax losses or the carry-forward of unused tax
credits;

(b) the magnitude of the loss referred to in paragraph 1 and its impact on
the undertaking's current and future financial situation and on
insurance product pricing, market profitability, insurance demand,
reinsurance coverage and other macro-economic variables;

(c) the increased uncertainty in future profit following the loss referred to
in paragraph 1, as well as the increasing degree of uncertainty relating
to future taxable profit following that loss, as the projection horizon
becomes longer.

2b. For the purposes of demonstrating that it is probable that future
taxable profit will be available, insurance and reinsurance undertakings shall
not apply assumptions that are more favourable than those used for the
valuation and utilisation of deferred tax assets in accordance with Article 15.

2c. For the purposes of demonstrating that it is probable that future
taxable profit will be available, the assumptions applied by insurance and
reinsurance undertakings shall meet the following conditions:

(@ new business sales in excess of those projected for the purposes of the
insurance or reinsurance undertaking's business planning shall not be
assumed,

(b) new business sales beyond the horizon of the insurance or reinsurance
undertaking's business planning and beyond a maximum of five years
shall not be assumed;

(c) the rates of return on the insurance or reinsurance undertaking's
investments following the loss referred to in paragraph 1 shall be
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(51)

(52)

assumed to be equal to the implicit returns of the forward rates derived
from the relevant risk-free interest rate term structure obtained after
that loss, unless the insurance or reinsurance undertaking is able to
provide credible evidence of likely returns in excess of those implicit
returns;

(d) where, without prejudice to point (a), the insurance or reinsurance
undertaking sets a projection horizon for profits from new business
that is longer than the horizon of its business planning, a finite
projection horizon shall be set and appropriate haircuts shall be
applied to the profits from new business projected beyond the horizon
of the undertaking's business planning. Such haircuts shall be assumed
to increase the further into the future the profits are projected.

2d. Insurance and reinsurance undertakings may assume the
implementation of future management actions following the loss referred to
in paragraph 1, provided that the provisions laid down in Article 23 are
complied with.";

in Article 208, paragraph 2 is replaced by the following:

‘2. Where insurance or reinsurance undertakings transfer underwriting risks
using finite reinsurance contracts, as defined in Article 210(3) of Directive
2009/138/EC, that meet the requirements set out in Articles 209, 211 and 213 of
this Regulation, those contracts shall be recognised in the scenario based
calculations set out in Title I, Chapter V, Sections 2, 3 and 4 of this Regulation
only to the extent underwriting risk is transferred to the counterparty of the
contract. Notwithstanding the previous sentence, finite reinsurance, or similar
arrangements where the effective risk transfer is comparable to that of finite
reinsurance, shall not be taken into account for the purposes of determining the
volume measures for premium and reserve risk in accordance with in Articles 116
and 147 of this Regulation, or for the purposes of calculating undertaking-specific
parameters in accordance with Section 13 of this Chapter.’;

in Article 209, paragraph 3 is replaced by the following:

‘3. Where contractual arrangements governing the risk-mitigation techniques
will be in force for a period shorter than the next 12 months and the insurance or
reinsurance undertaking intends to replace that risk-mitigation technique at the
time of its expiry with a similar arrangement or where that risk-mitigation
technique is subject to an adjustment to reflect changes in the exposure that it
covers, the risk-mitigation technique shall be fully taken into account in the Basic
Solvency Capital Requirement provided all of the following qualitative criteria are
met:

(@ the insurance or reinsurance undertaking has a written policy on the
replacement or adjustment of that risk-mitigation technique, covering
situations including the situation where the insurance or reinsurance
undertaking uses several contractual arrangements in combination to
transfer risk as referred to in Article 210(5);

(b) the replacement or adjustment of the risk-mitigation technique takes place
more often than once per week only in cases where, without the replacement
or adjustment, an event would have a material adverse impact on the
solvency position of the insurance or reinsurance undertaking;
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(53)

(54)

(c) the replacement or adjustment of the risk-mitigation technique is not
conditional on any future event which is outside of the control of the
insurance or reinsurance undertaking and where the replacement or
adjustment of the risk-mitigation technique is conditional on any future
event that is within the control of the insurance or reinsurance undertaking,
the conditions for such replacement or adjustment are clearly documented in
the written policy referred to in point (a);

(d) the replacement or adjustment of the risk-mitigation technique is
realistically based on replacements and adjustments undertaken previously
by the insurance or reinsurance undertaking and consistent with the
undertaking’s current business practice and business strategy;

(e) there is no material risk that the risk-mitigation technique cannot be
replaced or adjusted due to an absence of liquidity in the market;

(F)  the risk that the cost of replacing or adjusting the risk-mitigation technique
increases during the following 12 months is reflected in the Solvency
Capital Requirement;

(9) the replacement or adjustment of the risk-mitigation technique would not be
contrary to requirements that apply to future management actions set out in
Avrticle 23(5);

(h) the initial contractual maturity is not shorter than one month in cases where
the insurance or reinsurance undertaking transfers risks through the
purchase or issuance of financial instruments;

(i) the initial contractual maturity is not shorter than three months where the
insurance or reinsurance undertaking transfers underwriting risks using
reinsurance contracts or special purpose vehicles.";

in Article 210, the following paragraph 5 is added:

‘5. Where an insurance or reinsurance undertaking combines several
contractual arrangements to transfer risk, each of the contractual arrangements
shall meet the requirements set out in paragraphs 1 and 4 and the contractual
arrangements in combination shall meet the requirements set out in paragraphs 2
and 3.

Article 211 is amended as follows:
(@) in paragraph 2, point (c) is replaced by the following:

‘(c) a third country insurance or reinsurance undertaking that is not
situated in a country whose solvency regime is deemed equivalent or
temporarily equivalent in accordance with Article 172 of Directive
2009/138/EC that has been assigned to credit quality step 3 or better in
accordance with Section 2 of Chapter | of this Title.";

(b) paragraph 3 is replaced by the following:

‘3. Where a counterparty to a reinsurance contract is an insurance or
reinsurance undertaking which ceases to comply with the Solvency Capital
Requirement after the reinsurance contract has been entered into, the
protection offered by the insurance risk-mitigation technique may be
partially recognised for a period of no longer than six months after the
counterparty ceases to comply with the Solvency Capital Requirement. In
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(55)

(56)

that case, the effect of the risk-mitigation technique shall be reduced by the
percentage by which the Solvency Capital Requirement is breached. As
soon as the counterparty has restored compliance with the Solvency Capital
Requirement, the effect of the risk-mitigation technique shall no longer be
reduced. Where the counterparty fails to restore compliance with the
Solvency Capital Requirement within that period of six months, the effect of
the risk-mitigation technique shall no longer be recognised. Where, before
the end of the period of six months, the insurance or reinsurance
undertaking becomes aware that it is unlikely that the counterparty will be
able to restore compliance with the Solvency Capital Requirement within
that period, the insurance or reinsurance undertaking shall no longer
recognise the effect of the risk-mitigation technique in the Basic Solvency
Capital Requirement.’;

(c) the following paragraph 3a is inserted:

'3a. Notwithstanding paragraph 3, where a counterparty to a reinsurance
contract is an insurance or reinsurance undertaking which ceases to comply
with the Minimum Capital Requirement after the reinsurance contract has
been entered into, the effect of the risk-mitigation technique shall no longer
be recognised in the Basic Solvency Capital Requirement.’;

in Article 212, paragraph 1 is replaced by the following:

'L, Where insurance or reinsurance undertakings transfer risk, in order for the
risk-mitigation technique to be taken into account in the Basic Solvency Capital
Requirement, in other cases than in the cases referred to in Article 211(1),
including transfers through the purchase or issuance of financial instruments, the
qualitative criteria provided in paragraphs 2 to 5 shall be met, in addition to the
qualitative criteria set out in Articles 209 and 210.";

in Article 213, paragraph 1 is replaced by the following:

'l.  In the event that the qualitative criteria in Article 211(1), or Article 212(4)
or (5) are not met, insurance and reinsurance undertakings shall only take into
account the risk-mitigation techniques when calculating the Basic Solvency
Capital Requirement where one of the following criteria is met:

(@) the risk-mitigation technique meets the qualitative criteria set out in Articles
209, 210 and Article 212(2) and (3) and collateral arrangements exist that
meet the criteria provided in Article 214;

(b) the risk-mitigation technique is accompanied by another risk-mitigation
technique that, when viewed in combination with the first technique, meets
the qualitative criteria set out in Articles 209 and 210 and Article 212(2) and
(3), with the counterparties to that other technique meeting the criteria
provided in Articles 211(1) and Article 212(4) and (5).";

(57) Article 218 is amended as follows:

(@) the first subparagraph of paragraph 1 is amended as follows:
(1)  point (iii) of point (a) is replaced by the following:

(i) the adjustment factor for non-proportional reinsurance referred
to in Article 117(3) of this Regulation, provided that there is a
recognisable excess of loss reinsurance contract or a
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(b)

(©)

(d)

recognisable stop loss reinsurance contract for that segment as
set out in paragraph 2 of this Article;’;

(i) point (iii) of point (c) is replaced by the following:

'(iii) the adjustment factor for non-proportional reinsurance referred
to in Article 148(3) of this Regulation, provided that there is a
recognisable excess of loss reinsurance contract or a
recognisable stop loss reinsurance contract for that segment as
set out in paragraph 2 of this Article;’;

the first subparagraph of paragraph 2 is amended as follows:
(i)  the introductory wording is replaced by the following:

'‘An excess of loss reinsurance contract or a stop loss reinsurance
contract for a segment shall be considered recognisable provided it
meets the following conditions:';

(if)  point (a) is replaced by the following:

‘(@) where the contract is an excess of loss reinsurance contract, it
provides for complete compensation up to a specified limit or
without limit for losses of the ceding undertaking that relate
either to single insurance claims, or to all insurance claims under
the same policy during a specified time period, and that are
larger than a specified retention;’;

(iii) the following point (aa) is inserted:

'(aa) where the contract is a stop loss reinsurance contract, it provides
for complete compensation specified limit or without limit for
aggregated losses of the ceding undertaking that relate to all
insurance claims in the segment or homogeneous risk groups
within the segment during a specified time period and that are
larger than a specified retention;’;

the second subparagraph of paragraph 2 is replaced by the following:

'For the purposes of this Article, ‘excess of loss reinsurance contract’ shall
also denote arrangements with special purpose vehicles that provide risk
transfer which is equivalent to that of an excess of loss reinsurance contract,
and 'stop loss reinsurance contract' shall also denote arrangements with
special purpose vehicles that provide risk transfer which is equivalent to that
of a stop loss reinsurance contract.";

paragraph 3 is replaced by the following:

‘3. Where an insurance or reinsurance undertaking has concluded several
excess of loss reinsurance contracts, or several stop loss reinsurance
contracts, that individually meet the requirement set out in point (d) of
paragraph 2, and in combination meet the requirements set out in points (a),
(b) and (c) of that paragraph, their combination shall be considered as one
recognisable excess of loss reinsurance contract or, as applicable, one stop
loss reinsurance contract.";

(58) in Article 220(1), point (c) is replaced by the following:
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‘(c) where there is a recognisable excess of loss reinsurance contract, the non-
proportional reinsurance method 1, or, where there is a recognisable stop loss
reinsurance contract, the non-proportional reinsurance method 2 for undertaking-
specific parameters replacing the standard parameters referred to in Article
218(1)(a)(iii) and (c)(iii);";

(59) in Article 260(1), the following point (h) is added:
‘(h) Deferred taxes:

(i) actions related to the insurance or reinsurance undertaking’s selection
of methods and assumptions to demonstrate the amount and
recoverability of the loss-absorbing capacity of deferred taxes;

(i) involvement of the relevant key functions in the selection and
assessment of methods and assumptions to demonstrate the amount
and recoverability of the loss-absorbing capacity of deferred taxes,
how the outcome of that assessment is reported to the administrative,
management or supervisory body, including the assessment of the
underlying assumptions applied for the projection of future taxable
profit for the purposes of Articles 15 and 207, and an explanation of
any concerns about those assumptions, which shall be carried out in
each case by either the actuarial function or the risk management
function;

(iii) risks that the insurance or reinsurance undertaking is or could be
exposed to, taking into account potential future changes in its risk
profile due to its business strategy or the economic and financial
environment, including operational risks and potential changes in its
loss-absorbing capacity of deferred taxes. That assessment shall
include the overall reliance of the solvency and financial condition on
deferred taxes and its consistency with the risk management policy.';

(60) Article 297 is amended as follows:
(@ in paragraph 1, the following point (i) is added:

‘(i) information regarding deferred taxes that shall contain as a minimum
all of the following:

(i) a description of the calculated amount of deferred tax assets
without assessing their probable utilisation, and the extent to
which those deferred tax assets have been recognised;

(i) for deferred tax assets which have been recognised, a
description of the assets likely to be utilised by reference to
probable future taxable profit and by reference to the reversion
of deferred tax liabilities relating to income taxes levied by the
same taxation authority;

(ili) with regard to net deferred taxes assets calculated as the
difference between the amount of deferred tax assets which has
been recognised and the amount of deferred tax liabilities, all of
the following information:
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— confirmation that those net deferred tax assets are
available as basic own-fund items classified as Tier 3 in
accordance with Article 76(a)(iii);

— adescription of the amount of those net deferred tax assets
that are recognised as eligible own funds, applying the
eligibility limits set out in Article 82;

—  where the amount of deferred tax assets is material, a
description of the underlying assumptions used for the
projection of probable future taxable profit for the
purposes of Article 15.";

(b) in paragraph 2, the following point (i) is added:

‘(i) information regarding the loss-absorbing capacity of deferred taxes
that shall contain as a minimum all of the following:

(i) the amount with which the Solvency Capital Requirement has
been adjusted for the loss-absorbing capacity of deferred taxes,
and a description of the deferred tax liabilities, carry-back and
probable future taxable profit used to demonstrate likely
utilisation;

(i)  where the amount of deferred tax assets is material, a description
of the underlying assumptions used for the projection of
probable future taxable profit for the purposes of Article 207.";

(61) Article 311 is amended as follows:
(@ in paragraph 1, the following point (d) is added:

'(d) information regarding deferred taxes that shall contain as a minimum
all of the following:

(i) a description of the calculated amount of deferred tax assets
without assessing their probable utilisation, and the extent to
which those deferred tax assets have been recognised;

(i) for the deferred tax assets which have been recognised, a
description of the amounts being recognised as likely to be
utilised by reference to probable future taxable profit and by
reference to the reversion of deferred tax liabilities relating to
income taxes levied by the same taxation authority;

(iti) a detailed description of the underlying assumptions used for the
projection of probable future taxable profit for the purposes of
Article 15;

(iv) an analysis of the sensitivity of the net deferred tax assets to
changes in the underlying assumptions referred to in point (iii).";

(b) in paragraph 2, the following point (d) is added:

'(d) for the future profit projected for the purpose of the loss-absorbing
capacity of deferred taxes in accordance with Article 207:

(i) a description, and the relevant amount of each of the
components used to demonstrate a positive value of the increase
in deferred tax assets;
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(if) adetailed description of the underlying assumptions used for the
projection of probable future taxable profit for the purposes of
Article 207;

(iii) an analysis of the sensitivity of the value of the adjustment to
changes in the underlying assumptions referred to in point (ii).";

(62) in Article 326(4), point (d) is replaced by the following:

'(d) the payments do not relate to expenses that are excluded from the aggregate
maximum risk exposure as defined in point (44) of Article 1.";

(63) Article 335(1) is amended as follows:
(@) point (e) is replaced by the following:

(&)

the proportional share of the undertakings’ own funds calculated in
accordance with the relevant sectoral rules, as defined in Article 2(7)
of Directive 2002/87/EC, in relation to holdings in related
undertakings which are credit institutions, investment firms and
financial institutions, alternative investment fund managers, UCITS
management companies, and non-regulated undertakings carrying out
financial activities, together with the proportional share of the
undertakings' regulatory own funds, as referred to in Article 17 of
Directive 2003/41/EC, in relation to holdings in related undertakings
which are institutions for occupational retirement provision;';

(b) point (f) is replaced by the following:

'(f)

in accordance with Article 13 of this Regulation, data of all related
undertakings, including ancillary service undertakings, collective
investment undertakings and investments packaged as funds, other
than those referred to in points (a) to (e) of this paragraph.’;

(64) Article 336 is amended as follows:
(@) point (a) is replaced by the following:

(@)

a Solvency Capital Requirement calculated on the basis of
consolidated data as referred to in points(a), (b) and (c) of
Article 335(1), data of collective investment undertakings and
investments packaged as funds which are subsidiaries of the parent
undertaking, following the rules laid down in Title I, Chapter VI,
Section 4 of Directive 2009/138/EC;';

(b) point (d) is replaced by the following:

(d)

for undertakings referred to in Article 335(1)(f) of this Regulation,
other than undertakings covered by point (e) of this paragraph, the
amount determined in accordance with Article 13, Articles 168 to
171a, Articles 182 to 187 and Article 188 of this Regulation;';

(c) the following point (e) is added:

'(e)

for related collective investment undertakings or investments
packaged as funds referred to in Article 335(1)(f) of this Regulation
which are not subsidiaries of the participating insurance or reinsurance
undertaking, and to which Article 84(1) of this Regulation is applied
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at solo level, the amount determined in accordance with Title I,
Chapter V and Article 84(1) of this Regulation.’;

(65) Article 337 is replaced by the following:
‘Article 337

Method 1: determination of the local currency for the purposes of the
currency risk calculation

1.  Where the consolidated group Solvency Capital Requirement is calculated,
wholly or in part, on the basis of the standard formula, the local currency referred
to in the first paragraph of Article 188 shall be the currency used for the
preparation of the consolidated accounts.

2. Notwithstanding paragraph 1, where a material amount of the consolidated
technical provisions or the consolidated group own funds is denominated in a
currency other than the one used for the preparation of the consolidated accounts,
that currency may be considered as the local currency referred to in the first
paragraph of Article 188.";

(66) Annex Il is replaced by the text in Annex I to this Regulation;

(67) Annex Il is amended in accordance with Annex Il to this Regulation;

(68) Annex V is replaced by the text in Annex Il to this Regulation;

(69) Annex VI amended in accordance with Annex IV to this Regulation;

(70) Annex VII is amended in accordance with Annex V to this Regulation;
(71) Annex VIII is replaced by the text in Annex VI to this Regulation;

(72) Annex IX is amended in accordance with Annex VI1I to this Regulation;
(73) Annex X is amended in accordance with Annex VIII to this Regulation;
(74) Annex XIV is replaced by the text in Annex IX to this Regulation;

(75) Annex XVI is amended in accordance with Annex X of this Regulation;
(76) Annex XVII is amended in accordance with Annex XI to this Regulation;
(77) Annex XXI is amended in accordance with Annex XII to this Regulation;
(78) Annex XXII is amended in accordance with Annex XIlII to this Regulation;
(79) Annex XXIII is amended in accordance with Annex X1V to this Regulation;
(80) Annex XXIV is amended in accordance with Annex XV to this Regulation;
(81) Annex XXV is amended in accordance with Annex XVI to this Regulation.

Article 2

Entry into force and application

This Regulation shall enter into force on the twentieth day following that of its publication in
the Official Journal of the European Union.

Points (50), (59) to (61), (66) and (74) of Article 1 shall apply from 1 January 2020.
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This Regulation shall be binding in its entirety and directly applicable in all Member States.
Done at Brussels, 8.3.2019

For the Commission
The President
Jean-Claude JUNCKER
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