Long term equity 
Comparison of criteria currently under discussion 
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	1. 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:
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	1. 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:
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1. 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:

	2. 
	2. 
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1. 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:

	3. 
	3. 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
1. 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:

	a) The sub-set of equity investments is clearly identified.
	a) the sub-set of equity investments is clearly identified;
	a) the sub-set of equity investments as well as the holding period of each equity investment within the sub-set are is clearly identified;
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a) the sub-set of equity investments is clearly identified;

	b) 
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a) the sub-set of equity investments is clearly identified;

	c) 
	c) 
	c) 
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
a) the sub-set of equity investments is clearly identified;

	d) The sub-set of equity investment is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds of a portfolio of insurance or reinsurance obligations corresponding to one or several clearly identified businesses.
	d) the sub-set of equity investment is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds of a portfolio of insurance or reinsurance obligations corresponding to one or several clearly identified businesses, and the undertaking maintains that assignment.
	b) the sub-set of equity investments is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds 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;
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b) the sub-set of equity investment is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds of a portfolio of insurance or reinsurance obligations corresponding to one or several clearly identified businesses, and the undertaking maintains that assignment;

	e) 
	e) 
	
	· A 627 (Johan Van Overtveldt)
b) the sub-set of equity investments is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds of a portfolio of insurance or reinsurance obligations corresponding to one or several clearly identified businesses;

	f) 
	f) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
b) the sub-set of equity investments is included within a portfolio of assets which is assigned to cover the best estimate, its risk margin and share of the own funds of a portfolio of insurance or reinsurance obligations corresponding to one or several clearly identified businesses including own funds and the risk margin, and the undertaking maintains that assignment;

	g) The assigned portfolio of assets referred to in point (b) are identified separately from the other activities of the undertaking.
	c) the assigned portfolio of assets referred to in point (b) are identified and managed separately from the other activities of the undertaking.
	c) 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 is not used to cover losses arising from other activities of the undertaking;
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c) The assigned portfolio of assets referred to in point (b) are identified and managed separately from the other activities of the undertaking;

	h) 
	d) 
	
	· A 627 (Johan Van Overtveldt)
c) the assigned portfolio of assets referred to in point (b) is are identified separately from the other activities of the undertaking.

	i) 
	e) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
c) the assigned portfolios of assets and liabilities referred to in point (b) are identified separately from the other activities of the undertaking.;

	j) [Replaced by new number (2)]
	
	d) 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;
	

	k) A policy for long-term investment management is set up for each long-term equity portfolio and reflects undertaking’s strategic asset allocation to hold the global exposure to equity in the sub-set of equity investment for a period that exceeds 5 years on average. The AMSB of the undertaking has signed off this strategic allocation in the investment management policies and these policies are frequently reviewed against the actual management of the portfolios.
	d) a policy for long-term investment management is set up for each long-term equity portfolio and reflects undertaking’s strategic asset allocation commitment to hold the global exposure to equity in the sub-set of equity investment for a period that exceeds 5 years on average. The AMSB of the undertaking has signed off these this strategic allocation in the investment management policies and these policies are frequently reviewed against the actual management of the portfolios
	e) the average holding period of equity investments in the sub-set exceeds five years, or where the average holding period of the sub-set is lower than five years, the insurance or reinsurance undertaking does not sell any equity investments within the sub-set until the average holding period exceeds five years;
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
d/e) A policy for long-term investment management is set up for each long-term equity portfolio and reflects undertaking’s strategic asset allocation commitment to hold the global exposure to equity in the sub-set of equity investment for a period that exceeds 5 years on average. The AMSB of the undertaking has signed these this strategic allocation in the investment management policies and these policies are frequently reviewed against the actual management of the portfolios.

	l) 
	e) 
	
	· A 627 (Johan Van Overtveldt)
d) the average holding period of equity investments in the sub-set exceeds five years, or where the average holding period of the sub-set is lower than five years, the insurance or reinsurance undertaking does not sell any equity investments within the sub-set until the average holding period exceeds five years;

	m) 
	f) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
d) a policy for long-term investment management is set up for each long-term equity portfolio and reflects undertaking’s commitment strategic asset allocation to hold the global exposure to equity in the sub-set of equity investment for a period that exceeds 5 years on average. The AMSB of the undertaking has signed off this strategic allocation in the these investment management policies and these policies are frequently reviewed against the actual management of the portfolios.
Those elements are reported in the own-risk assessment of the undertakings pursuant to article 45;

	n) The sub-set of equity investments consists only of equities that are listed in the EEA or in the OECD or of unlisted equities of companies that have their head offices in countries that are members of the EEA or of the OECD.
	g) the sub-set of equity investments consists only of equities that are listed in the EEA or in the OECD or of unlisted equities of companies that have their head offices in countries that are members of the EEA or of the OECD;
	f) the sub-set of equity investments consists only of equities that are listed in the EEA or in countries that are member of the OECD or of unlisted equities of companies that have their head offices in countries that are member of the EEA of the OECD;
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
e/f) The sub-set of equity investments consists only of equities that are listed in countries that are member of the EEA or in the OECD or of unlisted equities of companies that have their head offices in countries that are member of the EEA or of the OECD.

	o) 
	h) 
	g) 
	· A 627 (Johan Van Overtveldt)
e) The sub-set of equity investments consists only of equities that are listed in countries that are members of the EU and/or in the EEA or in the OECD or of unlisted equities of companies that have their head offices in countries that are members of the EEA or of the OECD.

	p) 
	i) 
	h) 
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
e) The sub-set of equity investments consists only of equities that are listed in the EEA or in the OECD or of unlisted equities of companies that have their head offices in countries that are members of the EEA or of the OECD.

	q) Where undertakings can demonstrate that either
i) particular homogeneous risk groups of the life insurance and reinsurance liabilities belongs to categories I or II as defined in paragraph 2 and the Macaulay duration of the liabilities in this HRG exceeds 6 years; or
ii) a sufficient liquidity buffer is in place for the portfolio of non-life insurance and reinsurance liabilities and the assigned portfolio of assets; or
iii) 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 the sub-set of long-term equity investments for at least 5 years by complying with the positive liquidity test, as defined in paragraph 3.
	j) [EIOPA APPROACH] the undertaking is able to demonstrate to the satisfaction of the supervisory authority that they comply with the following criteria:

(i) particular homogeneous risk groups of the life insurance and reinsurance liabilities whose Macaulay duration exceeds eight years belong to categories I or II within the meaning of paragraph 5, and the value of such liabilities exceeds the amount of equity investments within the portfolio of assets which is assigned to life obligations;
(ii) a sufficient liquidity buffer is in place for the portfolio of non-life insurance and reinsurance obligations and the assigned portfolio of assets;

OR

f) [LIQUIDITY APPROACH] the insurance or reinsurance undertaking passes the liquidity test as defined in paragraphs X, Y and Z
	i) 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 five years;
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
f/g) where undertakings can demonstrate that either (i) particular homogeneous risk groups (HRG) of the life insurance and reinsurance liabilities belongs to categories I or II as defined in paragraph 2 and the Macaulay duration of the liabilities in this HRG exceeds 6 years; or for the purpose of the calculation of the VA and the Macaulay duration of the liabilities in this HRG exceeds 65 years or (ii) a sufficient liquidity buffer is in place for the portfolio of non-life insurance and reinsurance liabilities and the assigned portfolio of assets; or (iii) 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 the sub-set of long-term equity investments for at least 5 years by complying with the positive liquidity test, as defined para 3.

	r) 
	k) 
	
	· A 627 (Johan Van Overtveldt)
f) 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 five years;

	s) 
	l) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
f) the insurance or reinsurance undertaking is able to demonstrate to the satisfaction of the supervisory authority that it is able to avoid forced selling of the sub-set of equity investments even in stressed situation;

	t) 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 (g). Those elements are reported in the ORSA of the undertakings.
	m) 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 (g). Those elements are reported in the ORSA of the undertakings.
	j) 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 (g). Those elements are reported in the ORSA of the undertakings.
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
g/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 (g). Those elements are reported in the ORSA of the undertakings.

	u) 
	n) 
	
	· A 627 (Johan Van Overtveldt)
g) 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 condition laid down in point (e) and its ability to meet the requirement of condition laid down in point (g). Those elements are reported in the ORSA of the undertakings.

	v) 
	o) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
g) 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 d) and its ability to meet the requirement of point (g f). Those elements are reported in the ORSA of the undertakings.

	w) The sub-set of equity investments shall be properly diversified in such a way as to avoid excessive reliance on any particular issuer or group of undertakings and excessive accumulation of risk in the portfolio as a whole.
	p) the sub-set of equity investments is appropriately diversified in such a way as to avoid excessive reliance on any particular issuer or group of undertakings with the same risk profile and excessive accumulation of risk in the portfolio as a whole.
	
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
h/i) The sub-set of equity investments shall be properly diversified in such a way as to avoid excessive reliance on any particular issuer or group of undertakings and excessive accumulation of risk in the portfolio as a whole.

	x) 
	q) 
	
	· A 627 (Johan Van Overtveldt)
Deleted.

	y) 
	r) 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
h) The sub-set of equity investments shall be properly diversified in such a way as to avoid excessive reliance on any particular issuer or group of undertakings with the same risk profile. and excessive accumulation of risk in the portfolio as a whole.

	
	1a. In relation to life insurance and reinsurance obligations, the maximum share of equity investments classified as long-term investments to shall not exceed the ratio of the best estimate of technical provisions referred to in paragraph 1(b) which comply with paragraph 1(g)(i) to the total best estimate of life technical provisions of the insurance or reinsurance undertaking.
(a) 100%, where the liquidity buffer referred to in paragraph 6 is above 110%; 
(b) 0%, where the liquidity buffer referred to in paragraph 6 is below 90%.
(c) In other cases, the maximum shall be linearly interpolated based on points (a) and (b).
	
	

	4. (i)	The proportion of equity backing life technical provisions that is assigned to the long-term equity investment category does not exceed the proportion of life technical provisions compliant with the criteria specified in paragraph 1(g) (i)on the total life technical provisions of the insurance or reinsurance undertaking;

(ii)	Category I liabilities are defined as contracts without any surrender/cancellation option or where the surrender value does not exceed the market value of the assets and with low mortality risk and catastrophe risk. 

Category II liabilities are defined as contracts with limited surrender risk:
•	including disincentives for surrender
•	low risk charge for the risk of a permanent increase in lapse rates
And with low mortality risk and catastrophe risk.
	
	
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)

(new) 2. The proportion of equity backing life technical provisions that is assigned to the long-term equity investment category does not exceed the proportion of life technical provisions compliant with the criteria specified in paragraph 1 on the total life technical provisions of the insurance or reinsurance undertaking;

	5. The liquidity test, specified in paragraph 1 (g) (iii) relies on the demonstration that, every year of the 5-year time horizon, in a deterministic stressed scenario, the difference between asset cash flows and liability cash flows is always positive. To this end:

a) the asset cash flows shall be derived in a proportionate manner and include:
· projected asset revenues (eg coupons, rental income and dividends);
· projected future premiums income, including renewals estimated on a prudent basis;
· cash and cash financial instruments;
· income from the sales of bonds backing the own funds or in the limit of the proportion of the bonds backing the own funds, bonds with a CQS of 0,1 or 2 and redemptions;
· income from any sales of equities or other assets not included in the long-term equity submodule;
· income from collateral cashflows.

b) the liability cash flows shall be derived in a proportionate manner and include:
· projected claims and benefit payments;
· projected expenses and taxes;
· financing of insurer’s activities (eg. distributed dividends, debt interest and redemptions);
· collateral requirements arising from derivative positions assessed.

c) The stressed scenario is assessed to be consistent with the SCR shocks calculated in accordance with the standard formula, as referred to in article 105 of Directive 2009/138/EC and aggregated using the correlation coefficients, as referred to in the article 104 of Directive 2009/138/EC. Based on the calculated SCR, the insurance or reinsurance undertaking determines the relative contribution of each sub risk to the SCR.

d) The liquidity requirement in the stressed scenario is set to be the aggregated value of the shocks within the SCR which create an explicit cash outflow within the 5 year period, The losses caused by the operational risk result in a cash outflow.

e) The assumptions used by the insurance undertaking in the liquidity test should be realistic, consistent with the insurer’s business planning, policies and ORSA scenarios and approved by the AMSB. For the projecting period exceeding the time horizon of ORSA, the undertaking shall ensure that the underlying assumptions account adequately for any future uncertainty and that the profitability of the undertaking does not exceed the profit observed during the last projection year of ORSA.
	
	
	

	4. Where equities are held within collective investment undertakings or within alternative investment funds or within investments in related undertakings, 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.
	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), or where qualifying infrastructure equities or qualifying infrastructure corporate equities are held within collective investment undertakings or within alternative investment funds, 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.
	2. Where equities are held within collective investment undertakings or within alternative investment funds or within investments in related undertakings the conditions laid down in paragraph 1 may be assessed at the level of the funds and not of the underlying assets held within those funds.
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
3. Where equities are held within collective investment undertakings or within alternative investment funds or within investments in related undertakings, the conditions laid down 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.

	5. 
	3. 
	
	· A 627 (Johan Van Overtveldt)
2. Where equities are held within collective investment undertakings or within alternative investment funds such as European Long Term Investment Funds (ELTIFs) or within investments in related undertakings, the conditions set out laid down 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.

	6. 
	4. 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
3. Where equities are held within collective investment undertakings or within alternative investment funds or within investments in related undertakings, 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.

	7. 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 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. The supervisory authority can cease to allow the company to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to any of its sub-set equity investments for a period of 12 months.
	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. The supervisory authority can 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 12 36 months.
	3. Insurance or reinsurance undertakings that treat a sub-set of equity investments as long-term equity investments in accordance with paragraph 1 of this Article 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 laid down in paragraph 1 of this Article, it shall immediately inform the supervisory authority. The supervisory authority can and shall cease to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to any of its sub-set equity investments for a period of 12 36 months.
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
4. 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 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. The supervisory authority can and shall cease to allow the company to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to any of its sub-set equity investments for a period of 12 36 months;

	8. 
	4. 
	
	· A 627 (Johan Van Overtveldt)
3. Insurance or reinsurance undertakings that treat a sub-set of equity investments as long-term equity investments in accordance with paragraph 1 of this Article 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 laid down in paragraph 1 of this Article, it shall immediately inform the supervisory authority. The supervisory authority can and shall cease to allow the company to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to any of its sub-set equity investments for a period of 12 36months.

	9. 
	5. 
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
4. 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 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 the instantaneous decrease in the value of equities referred to in point 5. The supervisory authority can cease to allow the company to apply Article 169(1)(b), (2)(b), (3)(b) and (4)(b) to any of its sub-set equity investments for a period of 12 months.

	
	6. Holdings in related undertakings shall be excluded from the sub-set of equity investments
	4. The capital requirement for longterm equity investments shall be equal to the loss in the basic own funds that would result from an instantaneous decrease equal to 22 % in the value of investments that are treated as long-term equity.
	· A 624 (Raffaele Fitto)/A 625 (Fabio Massimo Castaldo)/A 626 (Marco Zanni, Valentino Grant, Antonio Maria Rinaldi)
5. (new) Participations shall be excluded from the sub-set of equity investments. 
In addition to the proposed criteria EIOPA advises that, in cases where the allocation of equity to LTE has a material impact on the overall SCR of the undertaking, enhanced reporting requirements should apply (e.g. through the RSR) in addition to the regular reporting through ORSA established under criterion 1(h). 
Such requirements should focus on the assessment of the undertaking’s ability to effectively hold equity in the long term from a risk management perspective, as well as a sensitivity analysis of the impact of LTE on its solvency position. 
· The capital requirement for long-term equity investments shall be equal to the loss in the basic own funds that would result from an instantaneous decrease equal to 22% in the value of investments that are treated as long-term equity.’

	
	7. 
	
	· A 627 (Johan Van Overtveldt)
4. (new) The capital requirement for long-term equity investments shall be equal to the loss in the basic own funds that would result from an instantaneous decrease equal to 22 % in the value of investments that are treated as long-term equity.’

	
	[EIOPA APPROACH]
5. For the purpose of paragraph 1(f)(i), an homogenous risk group of life insurance and 
reinsurance liabilities shall be considered to belong to Category I where both following conditions are met:
(a) the liabilities within the homogenous risk group comply with one of the following criteria:
(i) the liabilities do not include surrender or cancellation options;
(ii) the liabilities include surrender or cancellation options the exercise of which never results in a loss in basic own funds for the insurer.
(b) the capital requirement for mortality risk referred to in Article 137 as well as the health mortality risk capital requirement referred to in Article 152 are both lower than 5% of the best estimate of the liabilities belonging to that homogenous risk group.

For the purpose of the first subparagraph, surrender or cancellation options shall refer to legal or contractual policyholder rights which would result in cash-outflows arising earlier than expected. Surrender or cancellation options to be considered shall include at least all of the following:
(a) the right for policyholders to fully or partly terminate or surrender the insurance cover, including lump-sum options in relation to annuity obligations;
(b) the right for policyholders to lapse the insurance policy;
(c) the right for policyholders to restrict or extend the duration of the insurance cover.
For the purpose of paragraph 1(f)(i), an homogenous risk group of life insurance and reinsurance liabilities shall be considered to belong to Category II where the capital requirement for each of the following risks is lower than 5% of the best estimate of the liabilities belonging to that homogenous risk group:
(a) The mortality risk referred to in Article 137;
(b) The risk of a permanent increase in lapse rates referred to in Article 142(1)(a);
(c) The health mortality risk referred to in Article 152;
The risk of a permanent increase in SLT health lapse rates referred to in 159(1)(a).

[LIQUIDITY APPROACH]
5. The liquidity test referred to in paragraph 1(f) shall be deemed to be passed where the insurance or reinsurance undertaking demonstrates to the satisfaction of the supervisory authority that based on deterministic projections over a eight-year time horizon, it is able to generate cash in-flows that are higher than cash outflows, under normal and stressed conditions during each calendar year over the time horizon of the tes.

For the purpose of the first subparagraph, the projected decisions of investment or divestments by the insurance or reinsurance undertaking shall be consistent with the business strategy of the undertaking, its written policies on investment and assetliability management, as well as the future management actions referred to in Article 23. The projected decisions of investments or divestments shall also reflect the objectives of the undertaking to comply on an ongoing basis with the solvency capital requirement and the minimal capital requirement, as well as with the risk tolerance limits, as approved by the administrative, management or supervisory body of the undertaking.
	
	· A 628 (Stéphanie Yon-Courtin, Gilles Boyer)
5. (new) The capital requirement for long-term equity investments shall be equal to the loss in the basic own funds that would result from an instantaneous decrease equal to 22% in the value of investments that are treated as long-term equity.’

	
	[EIOPA APPROACH]
10. For the purpose of paragraph 1(f)(ii), the significance of the liquidity buffer shall be calculated as the ratio of liquid assets corresponding to non-life insurance activities to the best estimate of non-life technical provisions net of reinsurance.

The liquid assets referred to in the first subparagraph shall include Level 1 assets, Level 2A assets and Level 2B assets, and the market values of such assets. 

Level 1 assets shall only include assets falling under one or more of the following categories:
(a) Coins and banknotes;
(b) Assets representing claims on one of the counterparties referred to in Article 180(2);
(c) Assets that are fully, unconditionally and irrevocably guaranteed by one of the counterparties referred to in Article 180(2), where the guarantee meets the requirements set out in Article 215. 

Level 2A assets shall only include bonds and loans which have been assigned to credit quality step 0 or 1, excluding bonds and loans issued by insurance and reinsurance undertakings or financial institutions within the meaning of Article 4(26) of Regulation (EU) No 575/2013. For the purpose of calculating the liquidity buffer referred to in the first subparagraph, the market value of each level 2A asset shall be subject to a haircut of 15 %. 
Level 2B assets shall only include assets falling under one or more of the following categories: 
(a) Covered bonds referred to in Article 180(1) which have been assigned to credit quality step 0 or 1, excluding those which are issued by a credit or financial institution or investment fund which is part of the same group; 
(b) Securitisations backed by the subcategories of assets referred to in Article 13(2), points (g)(i), (ii) and (iv) of Commission Delegated Regulation (EU) 2015/61, which meet the conditions set out in paragraphs 2 to 13 of that Article; 
(c) Bonds and loans which have been assigned to credit quality step 2 or 3, excluding bonds and loans issued by insurance and reinsurance undertakings or financial institutions within the meaning of Article 4(26) of Regulation (EU) No 575/2013. 

For the purpose of calculating the liquidity buffer referred to in the first subparagraph, the market value of Level 2B assets shall be subject to the following haircuts:
(a)25% for covered bonds referred to in point (a) of the previous subparagraph;
(b)25% for securitisations referred to in point (b) of the previous subparagraph;
(c)50% for bonds and loans referred to in point (c) of the previous subparagraph.


[LIQUIDITY APPROACH]
6. For the purpose of paragraph 5, the cash inflows under normal conditions shall only include the value of coins banknotes on the reference day and inflows from the following sources over the time horizon of the projections:

(a) Revenues stemming from the sale of the following assets:
(i) Assets representing claims on one of the counterparties referred to in Article 180(2);
(ii) Assets that are fully, unconditionally and irrevocably guaranteed by one of the counterparties referred to in Article 187(3), where the guarantee meets the requirements set out in Article 215.
(iii) Assets representing claims on one of the counterparties referred to in Article 180(2);
(iv) Assets that are fully, unconditionally and irrevocably guaranteed by one of the counterparties referred to in Article 180(2), where the guarantee meets the requirements set out in Article 215;
(v) Covered bonds referred to in Article 180(1) which have been assigned to credit quality step 0 or 1, excluding those which are issued by a credit or financial institution or investment fund which is part of the same group;
(vi) Securitisations backed by the subcategories of assets referred to in Article 13(2), points (g)(i), (ii) and (iv) of Commission Delegated Regulation (EU) 2015/61, which meet the conditions set out in paragraphs 2 to 13 of that Article;
(vii) Bonds and loans which have been assigned to credit quality step 0, 1 or 2, excluding bonds and loans issued by insurance and reinsurance undertakings or financial institutions within the meaning of Article 4(26) of Regulation (EU) No 575/2013;
(viii) Direct investment in equities, other than long-term equity investments, which are either listed in regulated markets in the countries which are members of the EEA or the OECD, or traded on multilateral trading facilities, as referred to in Article 4(1)(22) of Directive 2014/65/EU, whose registered office or head office is in EU Member States;

(b) Regular revenues stemming from assets referred to in point (a) as well as from property investments, including prudently estimated future non-contractual revenues such as dividend payments, provided that the projected non-contractual revenues for a given year are not higher than their three-year historical average; 
(c) Premiums and related cash inflows included in the contract boundary of the best estimate of life technical provisions; 
(d) Premiums and related cash inflows included in the contract boundary of the best estimate of non-life technical provisions, as well as those stemming from prudently estimated renewals over the time horizon of the test, provided that the projected renewals for a given year are not assumed to be higher than their threeyear historical average; 
(e) Revenues stemming from the reinvestment of the cash inflows listed in point (a) to ([e]) in excess of cash outflows, where the returns on investment are based on the risk-free interest rate term structure. 

Notwithstanding the first subparagraph, insurance and reinsurance undertakings shall not assume that bonds covering the best estimate of insurance obligations to which the matching adjustment or the volatility adjustment is applied, are sold.

	
	

	
	7. For the purpose of paragraph 5, the cash outflows shall include all of the following:
(a) Cash outflows related to claims, expenses, taxes and other outgoing payments within the contract boundary of the best estimate of life technical provisions; 
(b) Cash outflows related to claims, expenses, taxes and other outgoing payments corresponding to obligations related to the premiums referred to in paragraph 6(d);
(c) Cash outflows arising from margin calls on investment in derivatives;
(d) Cash outflows arising from repurchase agreements and similar arrangements;
Cash outflows arising from other liabilities of the insurance or reinsurance undertaking, including dividend payments on equity capital, coupon payments and repayment on fixed-income instruments.
	
	

	
	[LIQUIDITY APPROACH]

8. For the purpose of paragraph 5, the liquidity test under stressed conditions shall be based on the same assumptions, cash inflows and outflows as in paragraphs 6 and 7, subject to the stress assumptions set out in the following paragraphs. In addition, the capital requirement for operational risk, calculated in accordance with Article 204, shall be assumed to be an instantaneous cash outflow arising at the beginning of the time horizon.
	
	

	
	[LIQUIDITY APPROACH]
9. For each asset referred to in paragraph 6(a) and revenue referred to in paragraph 6(b), the insurance or reinsurance undertaking shall calculate the loss in basic own fund stemming from the application of each relevant module and submodule of the Basic Solvency Capital Requirement referred to in Title I, Chapter 5, Sections V and VI, taking into account the relevant correlation parameters set out in this Regulation and in Annex IV of Directive 2009/138/EC. 

For the purpose of the liquidity test, the stressed value of each asset referred to in paragraph 6(a) and revenue referred to in paragraph 6(b) shall be assumed to permanently decrease by an amount equal to 80% of the absolute value of the loss in basic own fund calculated in accordance with the first subparagraph.
	
	

	
	[LIQUIDITY APPROACH]
10. For the purpose of determining reinvestment revenues or losses referred to in paragraph 6(e) under stress, the term structure of interest rates shall be decreased in accordance with Article 167.
	
	

	
	[LIQUIDITY APPROACH]
11. The increase in the margin calls referred to in paragraph 7(c), and in cash outflows stemming from arrangements referred to in 7(d), shall be calculated based on the following assumptions: 
a. Where an increase in cash outflows would stem from a decrease in the value of the underlying asset, the undertaking shall assume that the value of that underlying asset permanently decreases by an amount equal to 80% of the absolute value of the loss in basic own funds calculated in accordance with the second sub-paragraph; 
b. Where an increase in cash outflows would stem from an increase in the value of the underlying asset, the undertaking shall assume that the value of that underlying asset permanently decreases by an amount equal to 80% of the absolute value of the loss in basic own funds stemming from an increase in the term structure of interest rates as set out in Article 166. 

For the purpose of point (a), the insurance or reinsurance undertaking shall calculate the loss in basic own fund stemming from the application of each relevant module and submodule of the Basic Solvency Capital Requirement referred to in Title I, Chapter 5, Sections V and VI to the underlying assets, taking into account the correlation parameters referred to in Article 164(3) and in Annex IV of Directive 2009/138/EC.
	
	

	
	[LIQUIDITY APPROACH]
12. For the purpose of estimating stressed cash inflows referred to in paragraph 6, points (c) and (d), as well as stressed cash outflows referred to in paragraph 7(a) and 7(b), the insurance or reinsurance undertaking shall take into account 80% of the sum of the effect of applying each submodule of the Basic Solvency Capital Requirement referred to in Title I, Chapter 5 on those cash inflows, where the effect is a decrease in net cash inflows for a given year over the time horizon of the test. 

In relation to the lapse risk sub-module referred to in Article 142, the insurance or reinsurance undertaking shall apply the scenario which would result in the larger decrease in the amount of undiscounted net cash inflows over the time horizon of the test:
a. a permanent increase in lapse rates pursuant paragraph 2 of that Article 
b. a mass lapse event pursuant to paragraph 4 of that Article.
In relation to the SLT health lapse risk sub-module referred to in Article 159, the insurance or reinsurance undertaking shall apply the scenario which would result in the larger decrease in the amount of undiscounted net cash inflows over the time horizon of the test:
a. a permanent increase in lapse rates pursuant paragraph 2 of that Article 
b. a mass lapse event pursuant to paragraph 4 of that Article.
For the purpose of this paragraph, ‘net cash inflows’ for a given year shall mean the difference between cash inflows and cash outflows for that given year
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