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DRAFT COMMISSION DOCUMENT ON 
THE ADJUSTMENT FOR THE LOSS-ABSORBING CAPACITY OF TECHNICAL PROVISIONS AND DEFERRED TAXES OF THE SCR STANDARD FORMULA UNDER THE SOLVENCY II DIRECTIVE 2009/138/EC
Important note: This document is a working document of the Commission services for discussion. 

It does not purport to represent or pre-judge the formal proposals of the Commission
Having regard to the Treaty (…),

Having regard to the Directive 2009/138/EC (…), and in particular Articles 111 thereof,

Whereas:

(1) The calculation of the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes should ensure that there is no double counting of the risk mitigating effect provided by future discretionary benefits or deferred taxes.
(2) The adjustment for the loss-absorbing capacity of technical provisions should take into account the mitigating effect provided by future discretionary benefits in relation to market risk, life underwriting risk, health SLT underwriting risk and counterparty default risk.       
TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER SCR
RULES RELATING TO THE SOLVENCY CAPITAL REQUREMENT STANDARD FORMULA
SECTION XX

ADJUSTMENT FOR THE LOSS-ABSORBING CAPACITY OF TECHNICAL PROVISIONS AND DEFERRED TAXES 

Article ALAC1

(Art. 108 of Directive 2009/138/EC)
Adjustment for the loss-absorbing capacity of technical provisions and deferred taxes
The adjustment referred to in Article 103(c) of Directive 2009/138/EC for the loss-absorbing capacity of technical provisions and deferred taxes shall be the sum of the following items:

(a) the adjustment for the loss-absorbing capacity of technical provisions;

(b) the adjustment for the loss-absorbing capacity of deferred taxes.

Article ALAC2
(Art. 108 of Directive 2009/138/EC)
Adjustment for the loss-absorbing capacity of technical provisions
1. The adjustment for the loss-absorbing capacity of technical provisions shall be equal to the following:
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where BSCR denotes the Basic Solvency Capital Requirement referred to in Article 103(a) of Directive 2009/138/EC, nBSCR denotes the net Basic Solvency Capital Requirement and FDB denotes the technical provisions, without any risk margin, relating to future discretionary benefits.
2. The net Basic Solvency Capital Requirement shall be calculated in the same way as the Basic Solvency Capital Requirement but with the following changes:
(a) point (c) of Article BSCRx(1) [of IM24] shall not apply; 
(b) scenario based calculations shall take into account the impact of the scenario on future discretionary benefits as referred to in Article TP7;
(c) [It may be necessary to add further provisions for factor-based modules in the scope of the adjustment once draft implementing measures on them are ready.] 
3. For the purpose of point (b) of paragraph 2, insurance and reinsurance undertakings shall take into account any legal or contractual restrictions in the distribution of future discretionary benefits.
Article ALAC3

(Art. 108 of Directive 2009/138/EC)
Adjustment for the loss-absorbing capacity of deferred taxes
1. The adjustment for the loss-absorbing capacity of deferred taxes shall be equal to the change in the value of deferred taxes of insurance and reinsurance undertakings that would result from an instantaneous loss of an amount that is equal to the following amount:
BSCR + AdjTP + SCRop
where BSCR denotes the Basic Capital Requirement referred to in Article 103(a) of Directive 2009/138/EC, AdjTP denotes the adjustment for the loss-absorbing capacity of technical provisions referred to in Article ALAC2 and SCRop denotes the capital requirement for operational risk referred to in Article 103(b) of Directive 2009/138/EC.

2. For the purpose of paragraph 1, the value of deferred taxes shall be calculated as set out in Article V7 [in IM3rev1]. Where the loss referred to in paragraph 1 would result in the setting up of deferred tax assets, insurance and reinsurance undertakings shall take into account the magnitude of the loss and its impact on the undertaking's financial situation when assessing whether the realisation of that deferred tax asset is probable within a reasonable timeframe in accordance with Article V7(2).  
3. For the purpose of paragraph 1, a decrease in deferred tax liabilities or an increase in deferred tax assets shall result in a negative adjustment for the loss-absorbing capacity of deferred taxes.  
4. Where it is necessary to allocate the loss referred to in paragraph 1 to its causes in order to calculate the adjustment for the loss-absorbing capacity of deferred taxes, insurance and reinsurance undertakings shall allocate the loss to the risks that are captured by the Basic Solvency Capital Requirement and the capital requirement for operational risk. The allocation shall be consistent with the contribution of the modules and sub-modules of the standard formula to the Basic Solvency Capital Requirement.
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