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Updated draft legal text on the contract boundary

(2)
The valuation of insurance and reinsurance obligations should include obligations relating to existing insurance and reinsurance business. Obligations relating to future business should not be included in the valuation. Where insurance and reinsurance contracts include policy holder options to establish, renew, extend, increase or resume the insurance or reinsurance cover, a contract boundary should be defined to specify whether the additional cover arising from those options is regarded as existing or future business. 
(3)
In order to determine the transfer value of insurance and reinsurance obligations, the valuation of the obligations should take into account, irrespective of their profitability, future cash-flows relating to contract renewal options, unless the renewal option means that the insurance or reinsurance undertaking would from an economic perspective have the same rights as those which exist at time the contract is initially offered. 

Article 1bis

Definitions
For the purpose of this Regulation, the following definitions shall apply:

(x)
'existing insurance or reinsurance contract' means an insurance or reinsurance contract which has resulted in recognising insurance or reinsurance obligations;
Article 12  TP1

(Art. 77(2) of Directive 2009/138/EC)

Recognition and derecognition of insurance and reinsurance obligations
Insurance and reinsurance undertakings shall recognise an insurance or reinsurance obligation at whichever is the earlier of the date the undertaking becomes a party to the contract that gives rise to the obligation or, the date the insurance or reinsurance cover begins. Undertakings should only recognise the obligations within the boundary of the contract.
Insurance and reinsurance undertakings shall derecognise an insurance or reinsurance obligation only when it is extinguished, discharged, cancelled or expires.

Article 13 TP2

(Art. 77(2) of Directive 2009/138/EC)

Boundary of an insurance or reinsurance contract

(1)
For the purpose of determining which insurance or reinsurance obligations arise in relation to an insurance or reinsurance contract, the boundaries of the contract shall be defined in the following manner:

(a)
where the insurance or reinsurance undertaking has:

-
a unilateral right to terminate the contract, 
-
a unilateral right to reject premiums payable under the contract, or
-
a unilateral right to amend the premiums or the benefits payable under the contract at a future date in such a way that the premiums fully reflect the risks, 
any obligations which relate to insurance or reinsurance cover which might be provided by the undertaking after that date do not belong to the contract, unless the undertaking can compel the policy holder to pay the premium for those obligations; 
(b)
where the insurance or reinsurance undertaking has a unilateral right as referred to in point (a) that relates only to a part of the contract, the same principle as defined in point (a) shall be applied to this part;
(c)
notwithstanding points (a) and (b), where an insurance or reinsurance contract: 

· does not provide compensation for a specified uncertain event that adversely affects the insured person, 

· does not include a financial guarantee of benefits, 

any obligations that do not relate to premiums which have already been paid do not belong to the contract, unless the undertaking can compel the policy holder to pay the future premium;
(d)
notwithstanding points (a) and (b), where an insurance or reinsurance contract can be unbundled into two parts where a part meets the two requirements set out in point (c), any obligations that do not relate to the premiums of that part and which have already been paid do not belong to the contract, unless the undertaking can compel the policy holder to pay future premium of that part; 

(e)

all other obligations relating to the contract, including obligations relating to unilateral rights of the insurance or reinsurance undertaking to renew or extend the scope of the contract, belong to the contract. 

(2)
Where an insurance or reinsurance undertaking has the unilateral right to amend the premiums or benefits of a portfolio of insurance or reinsurance obligations in such a way that the premiums of the portfolio fully reflect the risks covered by the portfolio, the undertaking's unilateral right to amend the premiums or benefits of those obligations shall be regarded as complying with the condition set out in paragraph 1(a). 
(2bis)
Premiums shall be regarded as fully reflecting the risks covered by a portfolio of insurance or reinsurance obligations, only where there is no scenario under which the amount of the benefits and expenses payable under the portfolio exceeds the amount of the premiums payable under the portfolio;   
(2ter)
Notwithstanding paragraph 2, in the case of life insurance obligations where an individual risk assessment of the obligations relating to the insured person of the contract is carried out at the inception of the contract and that assessment cannot be repeated before amending the premiums or benefits, the assessment of whether the premiums fully reflect the risk in accordance with the condition set out in paragraph 1(a) shall be made at the level of the contract. 
(3)


For the purpose of points (a) and (b) of paragraph 1, restrictions of the unilateral right and limitations of the extent by which premiums and benefits can be amended that have no discernible effect on the economics of the contract, shall be ignored.

(4)
For the purpose of points (c) and (d) of paragraph 1, coverage of events and guarantees that have no material value or no discernible effect on the economics of the contract, shall be ignored.

