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IM13 rev1, IM24, IM28, IM35 and IM38 must be harmonized in respect of, for example, segmentation and calibration. The split of topics which belong closely together into small texts generates significant confusion. In particular, clarification is needed with regards to health and accident insurance.
Brussels, 08.06.2010
Working document EIOPC/SEG/IM38/2010
DRAFT COMMISSION DOCUMENT ON 
THE MINIMUM CAPITAL REQUIREMENT 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 130 thereof,

Whereas:

(1) The calculation of the linear Minimum Capital Requirement should be consistent with the calculation of the Solvency Capital Requirement standard formula where volume measures are used
.      
TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER[X] 
SECTION XX

MINIMUM CAPITAL REQUIREMENT 

Article MCR1

(Article 129 of Directive 2009/138/EC)
Minimum Capital Requirement

1. The Minimum Capital Requirement shall be equal to the following: 
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where MCRcombined denotes the combined Minimum Capital Requirement, and AMCR denotes the relevant absolute floors set out in Article 129 1 (d) of Directive 2009/138/EC and in Article MCR7.
2. The combined Minimum Capital Requirement shall be equal to the following: 
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where MCRlinear denotes the linear Minimum Capital Requirement, and SCR denotes the Solvency Capital Requirement calculated in accordance with Chapter VI, Section 4, Subsections 2 or 3 of Directive 2009/138/EC, including any capital add-on imposed in accordance with Article 37 of Directive 2009/138/EC. 
Article MCR2

(Article 129 of Directive 2009/138/EC)
Overall linear Minimum Capital Requirement 

The linear Minimum Capital Requirement shall be equal to the following: 


[image: image3.wmf]L

NL

linear

MCR

MCR

MCR

+

=



where MCRNL denotes the linear formula component for non-life insurance or reinsurance obligations and MCRL denotes life insurance or reinsurance obligations.

Article MCR3

(Article 129 of Directive 2009/138/EC)
Linear Minimum Capital Requirement: non-life obligations
The linear formula component for non-life insurance or reinsurance obligations MCRNL shall be equal to the following:
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where the definitions of the terms are set out in Annex MCR1 and the factors associated with those terms are set out in Annex MCR2.  

Article MCR4

(Article 129 of Directive 2009/138/EC)
Linear Minimum Capital Requirement: life obligations
1.
The linear formula component for life insurance or reinsurance obligations MCRL shall be equal to the following:
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where the definitions of the terms are set out in Annex MCR1 and the factors associated with those terms are those set out in Annex MCR3.

2.
The allocation of technical provisions for reinsurance shall be according to the segmentation of the direct classes of life insurance specified in Annex MCR3 and the same factors as those for the direct classes of life insurance shall be used. 

Technical provisions for the reinsurance of insurance with profit participation shall be assigned to technical provisions for guaranteed benefits. 
Article MCR5

(Article 129 of Directive 2009/138/EC)
Definitions
In the cases that the definitions of the terms set out in Annex MCR1 provide volume measures that are net of amounts recoverable from reinsurance contracts and special purpose vehicles or the related premiums, the following amounts shall not be deducted: 

(1)
amounts recoverable from and the related premiums for finite reinsurance;

(2)
amounts recoverable from reinsurance contracts or special purpose vehicles that cannot be taken into account in accordance with paragraphs 3 and 5 of Article TP22 and the related premiums; and 

(3)
amounts recoverable from reinsurance contracts or special purpose vehicles that do not meet the requirements set out in [reference to implementing measures on risk mitigation techniques] and the related premiums.

Article MCR6
(Article 129 of Directive 2009/138/EC)
Linear Minimum Capital Requirement: composite insurance undertakings

1.
Notwithstanding Articles MCR3 and MCR4, insurance undertakings referred to in Article 73(2) and (5) of Directive 2009/138/EC shall calculate the notional life Minimum Capital Requirement and the notional non-life Minimum Capital Requirement as required by Article 74 of Directive 2009/138/EC according to the approach set out in paragraphs 2 to 8.


The definitions the terms in the calculations set out in paragraphs 4 to 8 are set out in Annex MCR1.

2.
Insurance undertakings referred to in Article 73(2) and (5) of Directive 2009/138/EC shall separately calculate linear Minimum Capital Requirements for life insurance activities and non-life insurance activities by separating: 

(a)
the linear formula calculation for non-life insurance or reinsurance obligations, referred to in Article MCR2 as MCRNL, into a calculation for non-life insurance activities and a calculation for life insurance activities; and 

(b)
the linear formula calculation for life insurance, referred to in Article MCR2 as MCRL, into a calculation for non-life insurance activities and a calculation for life insurance activities.

3.
The linear formula calculation for non-life insurance activities calculated in point (a) of paragraph 2 shall be summed with the linear formula calculation for non-life activities calculated in point (b) of paragraph 2. 

The linear formula calculation for life insurance activities calculated in point (a) of paragraph 2 shall be summed with the linear formula calculation for life activities calculated in point (b) of paragraph 2.  
4.
For the purpose of calculating the notional combined non-life Minimum Capital Requirement and the notional combined life Minimum Capital Requirement for insurance undertakings referred to in Article 73(2) and (5) of Directive 2009/138/EC, the Solvency Capital Requirement calculated in accordance with Chapter VI, Section 4, Subsections 2 or 3 of Directive 2009/138/EC, shall be separated into a life and non-life component using the following calculations:

(a)
the calculation of the notional Solvency Capital Requirement for non-life insurance activities shall be calculated as:
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(b)
the calculation of the notional Solvency Capital Requirement for life insurance activities shall be calculated as:
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.
5.
The notional combined non-life Minimum Capital Requirement shall be equal to the following: 
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6.
The notional combined life Minimum Capital Requirement shall be equal to the following: 
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7.
The notional non-life Minimum Capital Requirement shall be equal to the following
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8.
The notional life Minimum Capital Requirement shall be equal to the following: 
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Article MCR7
(Article 129 of Directive 2009/138/EC)
Absolute floor of the Minimum Capital Requirement 
The absolute floor for insurance undertakings referred to in Article 73 (2) of Directive 2009/138/EC shall be the sum of the amounts set out in points (i) and (ii) of Article 129 1 (d) of Directive 2009/138/EC.  

ANNEX MCR1 - Definitions

	Linear Minimum Capital Requirement: non-life obligations

	αs
	=
	Technical provisions without a risk margin factor for segment s 

	TPnls

	=
	Technical provisions without a risk margin for non-life insurance or reinsurance obligations after deduction of the amounts recoverable from reinsurance contracts and special purpose vehicles, with a floor equal to zero 

	βs
	=
	Premiums written factor for segment s 

	Ps
	=
	Premiums written by the insurance and reinsurance undertaking in the segment s during the last year, after deduction of premiums for reinsurance contracts, with a floor equal to zero 

	Linear Minimum Capital Requirement: life obligations

	αc.1.1, αc.1.2
	=
	Factors for participating contracts with guaranteed benefits/ discretionary benefits

	TPc.1.1, TPc.1.2
	=
	Technical Provisions for guaranteed benefits
/ discretionary benefits 
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	=
	Floor parameter for insurance with profit participation 
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	=
	Technical Provisions for contracts without guarantees/ with guarantees/ for contracts without profit participation clauses

	αs
	=
	Technical Provisions factor for segment s 

	TPls
	=
	The technical provisions without a risk margin for life insurance or reinsurance obligations after deduction of the amounts recoverable from reinsurance contracts and special purpose vehicles, with a floor equal to zero

	αc.4
	=
	Total capital at risk factor

	CAR
	=
	The capital at risk, being the sum of the amount that the insurance or reinsurance would pay in the event of the death or disability of the undertaking's policy holders and the expected present value of annuities payable on the death or disability less the best estimate and the increase in reinsurance recoverables directly caused by the death or disability of the undertaking's policy holders 

	Linear Minimum Capital Requirement: composite insurance undertakings
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	=
	The notional Solvency Capital Requirement for non-life insurance activities.
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	=
	The notional Solvency Capital Requirement for life insurance activities.
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	=
	The linear formula calculation for non-life insurance activities referred to in the first subparagraph of Article MCR6 (3).

	
[image: image17.wmf]Life

linear

NMCR

_


	=
	The linear formula calculation for life insurance activities referred to in the second subparagraph of Article MCR6 (3).

	MCRlinear 
	=
	The linear Minimum Capital Requirement as referred to in Article MCR2. 
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	=
	The Solvency Capital Requirement calculated in accordance with Chapter VI, Section 4, Subsections 2 or 3 of Directive 2009/138/EC, excluding any capital add-on imposed in accordance with Article 37 of Directive 2009/138/EC
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	=
	The notional combined non-life Minimum Capital Requirement.
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	=
	The notional combined life Minimum Capital Requirement.
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	=
	The proportion of the capital add-on, set by the supervisory authorities in accordance with Article 37 of Directive 2009/138/EC, which has been apportioned by those supervisory authorities to the non-life insurance activities of the insurance or reinsurance undertaking.
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	=
	The proportion of the capital add-on, set by the supervisory authorities in accordance with Article 37 of Directive 2009/138/EC, which has been apportioned by those supervisory authorities to the life insurance activities of the insurance or reinsurance undertaking.
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	=
	Notional non-life Minimum Capital Requirement. 
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	=
	Notional life Minimum Capital Requirement. 

	
[image: image25.wmf]NL

AMCR


	=
	The relevant absolute floors set out in Article 129 1 (d) of Directive 2009/138/EC and in Article MCR7.
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	=
	The relevant absolute floors set out in Article 129 1 (d) of Directive 2009/138/EC and in Article MCR7.


ANNEX MCR2 



Non-life and non life health? insurance or reinsurance obligations  
	
	Segment
	Lines of business, as set out in Annex I of IM13, that the segment consists of
	Technical provisions factor for segment s (αs)
	Premiums written factor for segment s (βs) 

	1
	Medical expense insurance and proportional reinsurance?

	1 and 13?
	[x%]
	[x%]

	2
	Income protection insurance and proportional reinsurance?
	2 and 14?
	[x%]
	[x%]

	3
	Workers' compensation insurance and proportional reinsurance?
	3 and 15?
	[15%]
	[7%]

	4
	Motor vehicle liability insurance and proportional reinsurance 
	4 and 16
	[12%]
	[14%]

	5
	Other motor insurance and proportional reinsurance
	5 and 17
	[15%]
	[10%]

	6
	Marine, aviation and transport insurance and proportional reinsurance 
	6 and 18
	[21%]
	[27%]

	7
	Fire and other damage to property insurance and proportional reinsurance
	7 and 19
	[15%]
	[18%]

	8
	General liability insurance and proportional reinsurance
	8 and 20
	[19%]
	[21%]

	9
	Credit and suretyship insurance and proportional reinsurance
	9 and 21
	[30%]
	[33%]

	10
	Legal expenses insurance and proportional reinsurance
	10 and 22
	[11%]
	[10%]

	11
	Assistance and its proportional reinsurance
	11 and 23
	[15%]
	[6%]

	12
	Miscellaneous financial loss insurance and proportional reinsurance
	12 and 24
	[24%]
	[19%]

	13
	Non-proportional casualty reinsurance
	25
	[30%]
	[22%]

	14
	Non-proportional marine, aviation and transport reinsurance
	26
	[30%]
	[20%]

	15
	Non-proportional property reinsurance
	27
	[30%]
	[24%]

	16
	Non-proportional health reinsurance?
	x?
	[x%]?
	[x%]?
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ANNEX MCR3
Life and life health insurance or reinsurance obligations 

	
	Segment
	Lines of business, as set out in Annex I of IM13, that the segment consists of
	Technical Provisions volume measure
	Technical Provisions factor 

	1
	Insurance with profit participation 
	29, 30, 31 and 32
	Guaranteed benefits 
(c.1.1)
	[6.1%]

	
	
	
	Future discretionary benefits (c.1.2)
	[-11%]

	2
	Index-linked and unit-linked insurance 
	33, 34, 35 and 36
	Contracts without guarantees (c.2.1)
	[0.6%]

	
	
	
	Contracts with guarantees (c.2.2)
	[2.2%]

	3
	Other life insurance including annuities stemming from non-life insurance contracts
	37, 38, 39, 40 and 41
	All other contracts (c.3)
	[3.6%]


	Volume measure
	Technical provisions factor 

	Technical Provisions: floor parameter for insurance with profit participation 

	[1.9%]

	Total Capital-at-Risk
	[0.1%]


�The Minimum Capital Requirement should be allowed to be calculated using an internal model. Otherwise, the only consistency with the SCR calculation, when the latter is determined according to an internal model, would be the cap and the floor applied to the MCRlinear. 


The Directive refers to replacements of a subset of parameters or to the use of an internal model in case where the “risk profile of the insurance or reinsurance undertaking concerned deviates significantly from the assumptions underlying the standard formula calculation” (cf. e.g. Art. 110) with exclusive reference to the SCR and not to the MCR. 


The calibration target of 85%-VaR referred to in Art. 129(1)(c) cannot be achieved by a standard formula MCR, when it is already clear that the standard formula SCR is not appropriate for the calculation of the undertaking-specific SCR. 


By insisting on a standard formula for MCR in this case, the resulting MCR would be meaningless, the calculation would be necessary but irrelevant, as generally the 45% x (internal model) SCR cap would apply, which then would have to be explained further by the undertaking, following Art. 129(4).


�The article 129 of the Directive is about the MCR, its frequency of computation being by default quarterly (art. 129(4)). Moreover, the MCR is in a corridor between 25% and 45% of (SCR+Add-ons) (art. 129(3)) and the linear MCR depends on technical provisions.


The article 36(6) of the Framework Directive, mentioned that: “The supervisory authorities shall establish the minimum frequency and the scope of those reviews, evaluations and assessments having regard to the nature, scale and complexity of the activities of the insurance or reinsurance undertaking concerned.”, where evaluations contain the technical provisions, SCR and MCR.





Based on the above, the CEA position is that there is no need to recalculate the SCR to determine the corridor (its frequency of computation is by default annual, art. 102(1), applying both to SCR standard formula and SCR internal model). 


Undertakings should be allowed to use the last computed value of the SCR.


Also there should be no automatic need to completely recalculate technical provisions. 


The last computed values for technical provisions and SCR and the use a simplified methods to update them to the quarterly value should be permitted. 


�Which LoBs from IM13 rev1 comprise the absolute floors AMCR NL/Life?


�Brackets {} are redundant.


�A segmentation of the MCR with a clearer correspondence with the one used in SCR would be helpful. Two different segmentations will lead to some difficulties in interpreting the results between the SCR and the MCR.


Therefore the treatment of health insurance under life and non life respectively should be clarified.


The design for the non SLT could be the same as for non life, but the calibration should be specific (see comment on Annex MCR 2). For SLT a specific design may need to be done and therefore a specific calibration too.


An alternative position could be a separate MCR Health. 


�The Directive provides a set of variables the MCR calculation should be based on (Art. 129(2) and Art. 130) and does not indicate that omitting some of these variables is allowed. The deferred taxes and especially their loss absorbing effects are presently not covered by IM38. This would contradict the Directive and would introduce an unjustified level of prudence, leading to a more regular application of the 45% x SCR cap.


�The linear approach of the MCR calculation (cf. Directive Art. 129(2)) by definition does not account for diversification benefits. In order to avoid an unjustified level of prudence in the MCR calculation, the factors used in the linear function should already include a reasonable recognition of diversification benefits, potentially derived from the undertaking-specific SCR calculation. Otherwise, one would observe a more regular application of the 45% x SCR cap.


We �note that these formulae and the zero floor for TP lead to only piecewise linear function. Although, the article 129(2) mentioned a linear function, we think that such a formula is in line with the goal of MCR, which is meant to follow a simple design.





It seems the summation should be on the index s in fact.


�See comment CEA3 above.


�We would disagree with the new drafting and would support CEIOPS position here that the absolute minimum floor for new composites should be that of life insurers. We tend to agree with CEIOPS that most new composites will be life insurers who are also writing health business (such as Income Protection or Critical Illness). These products are like life products in terms of pricing and valuation techniques.  Therefore, it does not appear unreasonable to consider these companies as life insurers for the purpose of the absolute floor on the MCR rather than treating them as conventional composites, where there is a more extensive and wide ranging life / non-life mix of business. We argue that the restrictions placed on new composites should result in the life insurance floor applying.


�Question: without best estimate for life obligations from non-life contracts i.e. without annuities?


Questions: �guaranteed best estimate, BE_guaranteed, as in QIS 4?


FDB = BE – BE_guaranteed, as in QIS 4?


What about the risk margin?


�The factors in this annex should be related to the SCRnl factors. Presently, they are too high compared to the factors used for the SCRnl calculation. Furthermore, the MCR formula doesn’t allow for risk mitigating effects of non-proportional reinsurance as the SCR formula does. In order to cope with this issue, a method may be introduced to reduce standard factors by some adjustment derived from the SCRnl calculation.


�The MCR linear formula calibration should be re-performed, after the results of the new calibration of the SCR standard formula become available, following QIS5.


�For QIS 5 purpose, the methodology of FA 73 could be satisfactory in order to derive factors for non life health.


For some of the shortcomings of the targeted ratio of 35% ratio between MCR and SCR, please see below a table which shows the movement in this ratio at different levels of the volatility.


�For life insurance the methodology based on the target at 35% is less well founded.


The proposed factors are high, for example a contract with no future discretionary benefits supports a charge of 6.1%


The calibration from QIS4 may be more appropriate.


�Is it the guaranteed best estimate?


�It is a volume measure, therefore according to the recital, in order to be consistent with SCR, risk margin is not included, and it is only BE_guaranteed according to the formula. Consequently the factor should be 1.5%





EN

 
EN


_1337505726.unknown

_1337507927.unknown

_1337508073.unknown

_1337508123.unknown

_1338880684.unknown

_1337508088.unknown

_1337508044.unknown

_1337507942.unknown

_1337507812.unknown

_1337507878.unknown

_1337507896.unknown

_1337507705.unknown

_1337507729.unknown

_1337507684.unknown

_1337096787.unknown

_1337098718.unknown

_1337505664.unknown

_1337505708.unknown

_1337099459.unknown

_1337099404.unknown

_1337097289.unknown

_1337098505.unknown

_1337096984.unknown

_1337062564.unknown

_1337063350.unknown

_1289906196.unknown

