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DRAFT COMMISSION DOCUMENT ON 
SIMPLIFIED CALCULATIONS TO CALCULATE THE SOLVENCY CAPITAL REQUIREMENT 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:

TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER SCR
RULES RELATING TO THE SOLVENCY CAPITAL REQUREMENT STANDARD FORMULA

SECTION S
PROPORTIONALITY AND SIMPLIFICATIONS
Subsection 1 Proportionality
Article SCRS1

(Art. 109 of Directive 2009/138/EC)

Proportionality
1. Insurance and reinsurance undertakings may use the simplified calculations included in this section for a specific risk module or sub-module of the Solvency Capital Requirement standard formula provided that they are proportionate to the nature, scale and complexity of the risks underlying the module or sub-module and where the standard calculation of the risk module or sub-module would be an undue burden for the undertaking.
2. For the purpose of paragraph 1, insurance and reinsurance undertakings shall determine that the simplified calculation is proportionate by carrying out an assessment which shall include : 
(a) an assessment of the nature, scale and complexity of the risks underlying the module or sub-module; and
(b) an assessment of the model error of the calculation.
3. For the purpose of the assessment referred to in point (b) of paragraph 2 insurance and reinsurance undertakings shall assess, in qualitative or quantitative terms, the error introduced in the results of the calculations due to the assumptions underlying the simplified calculation deviating from the results of the assessment referred to in point (a) of paragraph 2.
4. A calculation shall be considered to be proportionate to the nature, scale and complexity of the risks if the model error is not material. 
Subsection 2 Simplifications for all undertakings
Article SCRS2
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for mortality risk
1. The capital requirement for mortality risk and health mortality risk calculated with the simplified calculation shall be equal to: 
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Where
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 denotes the capital requirement for mortality risk or the health mortality risk; 
[image: image3.wmf]q

denotes the expected average death rate over the next year weighted by the sum assured, 
[image: image4.wmf]n

denotes the modified duration of payments payable on death included in the best estimate;
[image: image5.wmf]CaR

denotes the difference between the following two amounts:

(c) the sum of the amount that the insurer or reinsurer would pay in the event of the death of the undertaking's policyholders;

(d) the best estimate and the increase in reinsurance recoverables directly caused by the death of the undertaking's policyholders. 
2. The simplified calculation of the sub-modules for mortality risk and health mortality risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for mortality risk and health mortality risk determined with the simplified calculation.
Article SCRS3
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for longevity risk

3. The capital requirement for longevity risk and health longevity risk calculated with the simplified calculation shall be equal to: 
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Where
[image: image7.wmf]longevity

denotes the capital requirement for longevity risk or health longevity risk; 
[image: image8.wmf]q

denotes the expected average death rate over the next year weighted by the sum assured, 
[image: image9.wmf]n

denotes the modified duration of the payments to beneficiaries included in the best estimate subject to longevity risk; 
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BE

 denotes the best estimate of obligations subject to longevity risk and
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denotes the projected mortality increase calculated as 
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4. The simplified calculation of the sub-modules for longevity risk and health longevity risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for longevity risk and health longevity risk determined with the simplified calculation.

Article SCRS4
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for disability-morbidity risk

5. The capital requirement for disability-morbidity risk and health disability-morbidity risk calculated with the simplified calculation shall be equal to: 
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Where 
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 denotes the capital requirement for disability-morbidity risk or health disability-morbidity risk; 
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CaR

 denotes the sum of the amount that the insurance or reinsurance would pay in the event of the disability-morbidity of the undertaking's policy holders and the expected present value of annuities payable on the disability-morbidity less the best estimate and the increase in reinsurance recoverables directly caused by the disability-morbidity of the undertaking's policy holders; 
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CaR

 denotes the sum of the amount that the insurance or reinsurance would pay in the event of the disability-morbidity of the undertaking's policy holders and the expected present value of annuities payable on the disability-morbidity less the best estimate and the increase in reinsurance recoverables directly caused by the disability-morbidity of the undertaking's policy holders at the beginning of the following year; 
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and 
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i

denote the expected average disability-morbidity rate over the next and the following year respectively weighted by the sum assured; 
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denotes the modified duration of the payments on disability-morbidity included in the best estimate; BEdis denotes the best estimate of obligations subject to disability-morbidity risk and
[image: image20.wmf]PDI

denotes the projected disability-morbidity increase calculated as 
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6. The simplified calculation of the sub-modules for disability-morbidity risk and health disability-morbidity risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for disability-morbidity risk and health disability-morbidity risk determined with the simplified calculation.

Article SCRS5
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for life-expense risk

7. The capital requirement for life-expense risk and health expense risk calculated with the simplified calculation shall be equal to: 
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Where 
[image: image23.wmf]Expenses

denotes the capital requirement for life-expense risk or health expense risk; EI denotes the expenses incurred in servicing life obligations during the last year; n denotes the average duration in years of the cash flows included in the best estimate weighted by the expenses incurred in servicing life obligations and 
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denotes the average inflation rate weighted by the expenses incurred in servicing life obligations included in the best estimate. 
8. The simplified calculation of the sub-modules for life-expense risk and health expense risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for life-expense risk and health expense risk determined with the simplified calculation.

Article SCRS6
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for lapse risk

9. The capital requirement for the risk of a permanent increase in lapse rates calculated with the simplified calculation shall be equal to: 
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Where 
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Lapse

denotes the capital requirement for lapse risk of a permanent increase in lapse rates; 
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l

denotes the average lapse rate of the policies with positive surrender; 
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n

denotes the average period in years over which the policy with a positive surrender strains runs off; 
[image: image29.wmf]up

S

denotes the sum of positive surrender strains. 
10. The capital requirement for the risk of a permanent decrease in lapse rates calculated with the simplified calculation shall be equal to: 
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Where 
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Lapse

denotes the capital requirement for lapse risk of a permanent decrease in lapse rates; 
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l

denotes the average lapse rate of the policies with negative surrender; 
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n

denotes the average period in years over which the policy with a negative surrender strains runs off; 
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S

denotes the sum of negative surrender strains. 

11. The simplified calculation of the sub-modules for lapse risk and health lapse risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for lapse risk and health lapse risk determined with the simplified calculation.

Article SCRS7
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for life-catastrophe risk

12. The capital requirement for life-catastrophe risk calculated with the simplified calculation shall be equal to: 
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Where 
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CaR

denotes the difference for each policy i of the amount that the insurance or reinsurance would pay in the event of the death of the undertaking's policy holders and the expected present value of annuities payable on the death less the best estimate and the increase in reinsurance recoverables directly caused by the death of the undertaking's policy holders.

13. The simplified calculation of the sub-modules for life-catastrophe risk and health life-catastrophe risk shall not be considered to be proportionate if the resulting capital requirement is higher than 5% of the Solvency Capital Requirement without the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes. For this comparison the Solvency Capital Requirement may be calculated by using the capital requirement for life-catastrophe risk and health life-catastrophe risk determined with the simplified calculation.

Article SCRS8
(Art. 109 of Directive 2009/138/EC)

Simplified calculation of the capital requirement for spread risk on bonds

14. The capital requirement for spread risk on bonds calculated with the simplified calculation shall be equal to: 
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Where
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SCR

 denotes the capital requirement for spread risk on bonds; 
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MV

 denotes the value in accordance with Chapter [X] [Valuation] of the assets subject to capital requirements for spread risk on bonds; 
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i

MV

%

denotes the proportion of the portfolio of the assets subject to capital requirements for spread risk on bonds with credit quality step i; 
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duration

 denotes the modified duration denominated in years of the assets subject to capital requirements for spread risk on bonds with credit quality step i; 
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denotes a function of the credit quality step and 
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Liab

D

denotes the overall increase in the technical provisions less risk margin for policies where the policyholders bear the investment risk with embedded options and guarantees due to a decrease in the value of the assets subject to capital requirements for spread risk on bonds by 
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15. 
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duration

referred to in paragraph 1 shall not be lower than 1 year or higher than the following maximum limits: 

	Credit quality step
	1A
	1B
	2
	3
	4
	5
	6

	Maximum duration (in years)
	26.25
	22.5
	16.5
	10.5
	4.8
	4.7
	4.7


16. 
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referred to in paragraph 1 is defined as:  

	Credit quality step
	1A
	1B
	2
	3
	4
	5
	6

	Capital charge
	1.2%
	1.4%
	1.9%
	3%
	8.75%
	12.05%
	12.05%


subsection 3 simplifications for captives
Article SCRSC1

(Art. 109 of Directive 2009/138/EC)

General provisions 

17. The simplifications included in this subsection shall apply only to captive insurance undertakings and captive reinsurance undertakings as defined in Article 13 of Directive 2009/138/EC that meet the following requirements: 
(a) all insured persons and beneficiaries of the insurance obligations are legal entities of the group of the captive insurance or reinsurance undertaking that were also legal entities of that group at the time the relevant contract was entered into;
(b) all insured persons and beneficiaries of the underlying direct insurance contract of the reinsurance obligations are legal entities of the group of the captive insurance or reinsurance undertaking that were also legal entities of that group at the time the relevant contract was entered into; and
(c) the insurance obligations of the direct captive insurance undertaking do not relate to any compulsory third party liability insurance.
Article SCRSC2
(Art. 109 of Directive 2009/138/EC)

Simplified calculation for captive insurance or reinsurance undertakings of the capital requirement for non-life premium and reserve risk 

18. The capital requirement for non-life premium and reserve risk calculated with the simplified calculation shall be equal to: 
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and where 
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 and 
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are different segments;
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 denotes the capital requirement for premium and reserve risk of segment s; 
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,
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s

prem

V

 denotes the volume measure for premium risk of segment s calculated according to paragraph 3 of Article NLUR3 and 
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,
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s
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 denotes the volume measure for reserve risk of a segment calculated according to paragraph 8 of Article NLUR3.

Article SCRSC3
(Art. 109 of Directive 2009/138/EC)

Simplified calculation for captive insurance or reinsurance undertakings of the capital requirement for interest rate risk
19. The capital requirement for interest rate risk referred to in point (a) of Article 105(5) of Directive 2009/138/EC calculated with the simplified calculation shall be equal to the higher of the following simplified calculations: 
(a) The capital requirement for the risk of an increase in the term structure of interest rates as referred to in paragraph 2;

(b) The capital requirement for the risk of a decrease in the term structure of interest rates as referred to in paragraph 3.
20. The capital requirement calculated with the simplified calculation for the risk of an increase in the term structures of interest rate shall be equal to: 
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Where 
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denotes the capital requirement for the risk of an increase in the term structures of interest rate; 
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MVAL

denotes the value according to section V [valuation] of assets less liabilities other than technical provisions for each maturity interval i; 
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dur

denotes the simplified duration of maturity interval i; 
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rate

denotes the relevant risk-free rate for simplified duration of maturity interval i; 
[image: image59.wmf]up

i

shock

,

denotes the relative upward shock of interest rate for simplified duration of maturity interval i; 
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denotes the best estimate in line of business lob; 
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dur

denotes the modified duration of the best estimate in line of business lob; 
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rate

denotes the relevant risk-free rate for modified duration 
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denotes the relative upward shock of interest rate for modified duration 
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21. The capital requirement calculated with the simplified calculation for the risk of a decrease in the term structures of interest rate shall be equal to : 
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Where 
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denotes the capital requirement for the risk of a decrease in the term structures of interest rate; 
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MVAL

denotes the value according to section V [valuation] of assets less liabilities other than technical provisions for each maturity interval i; 
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dur

denotes the simplified duration of maturity interval i; 
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rate

denotes the relevant risk-free rate for simplified duration of maturity interval i; 
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denotes the relative downward shock of interest rate for simplified duration of maturity interval i; 
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denotes the best estimate in line of business lob; 
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denotes the modified duration of the best estimate in line of business lob; 
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denotes the relevant risk-free rate for modified duration 
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22. The maturity intervals i and the simplified duration referred to in paragraph 2 and 3 are defined as follows: 
(a) Up to the maturity of one year, the simplified duration shall be 0.5 years; 

(b) at a maturity of 1 year up to 3 years, the simplified duration shall be 2 years; 

(c) at a maturity of 3 years up to 5 years, the simplified duration shall be 4 years; 

(d) at a maturity of 5 year up to 10 years, the simplified duration shall be 7 years and

(e) at a maturity of 10 years and above, the simplified duration shall be 12 years. 
23. Notwithstanding of paragraphs 2 and 3, where the insurance or reinsurance undertaking holds assets or liabilities denominated in different currencies, the capital requirement for the risk of a decrease or increase in the term structures of interest rate shall be the sum of the calculation included in paragraphs 2 and 3 for each relevant currency.  

Article SCRSC4
(Art. 109 of Directive 2009/138/EC)

Simplified calculation for captive insurance or reinsurance undertakings of the capital requirement for spread risk

24. The capital requirement for spread rate risk calculated with the simplified calculation shall assume that all assets are assigned by the competent authorities of the credit assessments of eligible ECAIs to the third credit quality step unless the competent authorities of the credit assessment indicate that those bonds shall be assigned to a lower credit quality step. 
Article SCRSC5
(Art. 109 of Directive 2009/138/EC)

Simplified calculation for captive insurance or reinsurance undertakings of the capital requirement for market risk concentration

25. Notwithstanding of subsection CO of section XX [market risk module]: 
(a) Intra-group asset pooling arrangements of captive insurance or reinsurance undertakings may be exempted from the concentration risk module to the extent that there exist legally effective provisions which ensure that the liabilities of the captive insurance or reinsurance undertaking will be offset by intra-group exposures it holds against other entities of the group.
(b) The threshold referred to in Article CO4 shall be equal to 15 per cent for the following single name exposures: 

i. credit institutions that do not belong to the same group and that are assigned by the competent authorities of the credit assessment of eligible ECAIs to the quality step 1B;
ii. entities of the group that manages the cash of the captive insurance or reinsurance undertaking that are assigned by the competent authorities of the credit assessment of eligible ECAIs to the quality step 1B;
� EMBED Equation.3  ���
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