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DRAFT COMMISSION DOCUMENT ON 
THE DURATION BASED EQUITY RISK SUB-MODULE 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 Article 111 thereof,

Whereas:

(1) In order to avoid circularity in the calculation, where calculation of the capital requirements is based on the likely changes in the basic own funds under specified scenarios, the changes shall be based on the assumption that any risk margin of the technical provisions remains unchanged under these scenarios. Where the risk profile of the insurance and reinsurance undertaking deviates significantly from this assumption, supervisory authorities should be able to take additional measures such as imposing capital add-ons.

TITLE S

INSURANCE AND REINSURANCE UNDERTAKINGS

CHAPTER SF

STANDARD FORMULA

SECTION X
MARKET RISK MODULE

SUBSECTION Y
Equity risk sub-module
Article ER1

(Art. 105 of Directive 2009/138/EC)

General provisions
1. When calculating their Solvency Capital Requirement in accordance with the standard formula referred to in Subsection 2 of Section 4 of Chapter VI of Title I of Directive 2009/138/EC, insurance and reinsurance undertakings shall calculate the capital requirement for equity risk separately:

(a) for assets and liabilities referred to in point (i) of paragraph 1 of Article 304 of Directive 2009/138/EC, where the insurance or reinsurance undertaking has received supervisory approval to apply the provisions set out in Article 304 of Directive 2009/138/EC, 

(b) for other assets, liabilities and financial instruments.

2. The capital requirement for equity risk shall be calculated as the sum of the capital requirement corresponding respectively to point (a) and (b) of paragraph 1.

Article ER2

(Art. 304 of Directive 2009/138/EC)

Duration-based equity risk sub-module
The capital requirement for equity risk on the assets and liabilities referred to in point (a) in paragraph 1 of Article ER1 shall be calculated as the change in the basic own funds that would result from an instantaneous decrease of: 22 % in the value of the “global” equity investments; and 32% of the “other” equity investments, 
corresponding to the business referred to in point (i) of paragraph 1 of Article 304 of Directive 2009/138/EC. This calculation shall be made on the assumption that any risk margin of the technical provisions remains unchanged.

�It is important to ensure that the proposed duration-based equity stress is consistent with the standard stress. 


For this reason, we believe that it would be appropriate to have differential levels of the duration-based equity stress, based on the types of equity invested in, in line with the proposal for the standard stress.


�We agree with this assumption.
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