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	Reference
	Comment

	General Comment
	1. We welcome this clarification on the pre-application process for internal models

It is important to achieve transparency on the use and approval of internal models, including the pre-application process. We support the extra certainty that this Consultation Paper brings and the detail given in this guidance will provide a good basis for convergence in the supervisory process. 
However, we do welcome some flexibility being built into the approach, albeit not un-restricted. In particular, the process needs to be flexible enough to allow shorter or longer development times as well as shorter or longer review times than originally planned. 
2. The pre-application process should provide a smooth introduction of the requirements given in Ceiops’ final advice on CPs 56 and 37, so not all of the specified requirements should have to be in place to start the pre-application process.

A supervisor should be able to conditionally approve an internal model before Solvency II is in force
3. The advice in Para 2.10 of this CP, suggests that approval of internal model applications can only be given once Solvency II is in force. This will unduly increase the uncertainty for undertakings as to whether they will be allowed to apply an internal model.
We propose that one of the following 2 options should be allowed:  

· Ceiops should either allow an undertaking to start the pre-approval process before SII is in force (e.g. by August 2012) to ensure that a supervisor may approve the internal model by February 2013 (i.e. before the first quarterly calculation of the MCR) or

· Ceiops should allow the use of Solvency I as a transitional measure for the calculation of the first 2 quarterly calculation of the MCR, early 2013.
We agree that the pre-application should be voluntary
4. We welcome Ceiops’ comments that the pre-application process is a voluntary process. It should not be an automatic requirement in order gain approval of an internal model. The organisation of the approval process should be independent of the pre-application. In particular, the pre-application process should not be used to extend the six month approval-period for an internal model.
It should not be necessary for all supervisory authorities to be involved in the pre-application process
5. The pre-application process should not be unduly burdensome for cross-border groups wishing to use a group internal model. 
6. We deem that – as per Article 248 (3), third paragraph of the Level 1 Directive – for achieving the best efficiency and promptness of the pre-application process, a reduced number of supervisory authorities should be involved in this activity. 
7. We should also point out that the group supervisor should have the power to make the final decision on the pre-application process and there should not be a requirement for unanimous approval within the college of supervisors.
There is a lack of sufficient consideration of national insurance groups

The paper does not distinguish between issues pertaining to groups and those involving several supervisory authorities. Therefore, as soon as groups are discussed, it is presumed that the group operates cross-border. However, there exist many national insurance groups where only one supervisory authority will be involved. The paper does not give sufficient consideration to these types of groups.
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	1.12. 
	Only relevant information should be requested
Para (f) - We do not agree that Ceiops should request “any” draft documentation of the internal model. Only relevant material should be requested.

Para (e) – This requires any “relevant” information – we suggest that this should also be the requirement in Para (f). However, we should also state that “any draft documentation” would include all documents that have not yet been signed off by senior management. This is too broad a requirement. 
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	1.14. 
	Consideration should also be given to  a group in which some subsidiaries use the Standard formula and others use the Internal model

8. If two subsidiaries of an insurance group use different approaches (Standard Formula and Internal Model) the pre-application process needs to take into consideration the specifications of both methodologies. Particularly for the overall evaluation of the insurance group, it would be important to state clearly which information, related to models, processes and working plans, must be produced by the subsidiary adopting the standard formula.
9. It would be useful to detail the information related to the methodological consistency of the two adopted approaches that the undertaking will have to provide to the supervisor in the pre-application process.
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	2.
	We support the fact that the paper addresses the legal aspects both before and after implementation of the directive, and we believe that this guidance is useful also prior to implementation.
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	2.12. 
	Unanimous agreement by all supervisors should not be required
The group supervisor should make the final decision.
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	4.
	We support the fact that a formalised and professional process is expected from the supervisor.
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	4.8. 
	See comments to Para 1.12
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	We believe that undertakings should be informed about all relevant details and all significant changes of the plan
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	4.34. 
	We assume that such a situation would only arise in case a group runs the standard formula on a group level and an internal model for a specific solo undertaking.  
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	4.58. 
	It should be made clear that the languages used are either the language of the respective country or English.


	

	4.59. 
	The undertaking should also be involved in the process of defining a language for pre-application 
The language should not only be used on a group level but should also be feasible on a solo level to avoid translations as far as possible.

	

	4.60. 
	
	

	4.61. 
	The undertaking should also be involved in this process

This could be via a consultation between the group supervisor and the undertaking.
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	5.
	
	

	5.1. 
	
	

	5.2. 
	
	

	5.3. 
	
	

	5.4. 
	
	

	5.5. 
	
	

	5.6. 
	It is not always possible for insurers to access the IT source code for externally produced models
The IT source code that has been used within the model might not be available if parts have been produced externally (e.g. ESG, NatCat). 
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	5.9. 
	
	

	5.10. 
	
	

	5.11. 
	
	

	5.12. 
	
	

	5.13. 
	Not all parts of the ORSA will be relevant for the Internal Model
It should be noted that the internal model may be used for the ORSA but that the ORSA itself expands beyond the internal model. Thus only parts of the ORSA are relevant in the context of the internal model, e.g. not relevant would be a multi-year risk assessment including future new business and its strategic risks, since the time-horizon of the SCR calculation is one-year.
This relates to a pre-applications received once Solvency II is in force
It should be explicitly noted that this paragraph relates to pre-applications reviewed when the Solvency II rules have entered into force and the deadline for submitting the first ORSA has passed.

	

	5.14. 
	”…before the adoption of the Solvency II directive, …” should be changed into ”… before the entry into force of the Solvency II rules and the deadline for submitting the first ORSA has passed, …”

	

	5.15. 
	10. Agreed. The scope of the internal model should be restricted to the main parts, although the outcome of the internal model and the use-test will influence the business, it should be clear that people operating the internal model cannot be responsible for all processes indirectly linked.   
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	5.19. 
	
	

	5.20. 
	It is not clear what kind of justification is expected by the supervisors

In our view the justification is that the undertaking wants to steer its risks in its portfolio appropriately and thus uses an internal model. This is demonstrated by the use-test as lined out in the final advice. If justification beyond this is required, further clarification would be necessary in the advice.
No comparison between the internal model and the standard formula should be required.
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	5.25. 
	Materiality should be a key consideration when analysing profit and loss attribution to validate the internal model, and it should not be an automatic  requirement for all, including immaterial, elements.
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	5.27. 
	
	

	5.28. 
	We request more detail as to the extent of the requirements for external models and data
11. For internal models developed, including externally produced (and eventually managed) software, the analysis and tests could require a lot of effort and various issues could arise relating to management, control, documentation and transparency. 
12. In consideration of the difficulties and of the time needed for these activities, we believe that the definition of specific rules could be helpful in order to evaluate the resources required and costs needed for the pre-application phase.
Nevertheless in some cases, as an example if the Economic Scenarios used are provided by a third party, the external application functionalities could not be directly available and then properly analysed/tested. 

	

	5.29. 
	
	

	5.30. 
	
	

	5.31. 
	
	

	5.32. 
	No additional duties for the board should be created over and above what has been specified in the framework directive.

Furthermore under Paragraphs a)-c), the word "board" should be replaced by "administrative, management or supervisory body" if this is what is meant here.

	

	5.33. 
	13. It should be stressed that the independent review can be both internal and external

During the Pre-Application stage it might be difficult to carry out regular independent reviews.
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	5.36. 
	
	

	5.37. 
	
	

	5.38. 
	14. The additional requests to calculate the standard formula should be kept at a minimum

15. It is questionable whether the additional insight can be gained from this exercise. It is unclear how the calculation of the SCR using the standard formula can be used to form an opinion on the state of the development of the internal model. 
See also the remarks with regard to ORSA under the above comments on Para 5.13.
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	5.58. 
	In the group context, this process should be structured via the group regulator, as the main contact for the pre-application process
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	6.
	
	

	6.1. 
	
	

	6.2. 
	
	

	6.3. 
	It is of crucial importance that Internal Models can be approved from the start of Solvency II
The meaning of the last sentence of this paragraph is unclear. We stress that, especially if capital requirements are increased considerably with the introduction of Solvency II, it is of crucial importance that there is a real possibility to have a (partial) internal model approved from the start of Solvency II. Otherwise, a company could be forced to raise capital for a brief interim period only because the standard formula misrepresents its risks.

	

	6.4. 
	Proportionality should be considered
It needs to be considered that internal models are tailor-made for each undertaking. Even if there are more accurate methods to model certain risks, the undertaking should be able to decide to use an approximation if the respective risk is considered immaterial. Thus, proportionality should be taken into account.
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	6.11. 
	See comments to Para 6.3

	

	6.12. 
	The feedback should be given both in oral and in written form to enable a common understanding and so that the undertaking can initiate improvements if necessary on a timely basis.
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	6.17. 
	We would welcome further criteria and guidelines. It would be easier to get a good view of the content and expectations if it is delivered in the form of checklists or likewise, rather than long documents full of descriptions, explanations and discussions. 
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	Annex 1
	The practical examples of Annex 1 are very useful.
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	A1..2. 
	
	

	A1..3. 
	
	

	A1..4. 
	
	

	A1..5. 
	Clarification is requested
c) and subsequent examples: What is meant by “The holding company is responsible for calculating the probability distribution for P&L related to property from an aggregated point of view irrespectively of the situation of the risk”?


	

	A1..6. 
	The group supervisor should have the power to make the final decision on the pre-application process. There should not be a requirement for unanimous approval within the college of supervisors.
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	A1..13. 
	e) Why is S1 not mentioned here? Is it just because its uw risk model is built locally? It is mentioned in A1.22 (the next example).
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