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CEA Background Document:

Auditing of Solvency II Information
At the Solvency II Steering Group on 18 August, the QRTs TF was given a mandate to develop the CEA position on auditing, the current CEA position is to oppose auditing of all Solvency II information.  
We have not pushed this position as, until recently, no legislative proposals were put forward proposing a role for external auditors.  
The TF started discussing the issue of external auditing in general, then focused more on the reporting as it was believed that proposals would most likely originate on that side.  Since the last Steering Group meeting, the EP has proposed amendments to Omnibus II which could result in a role for external auditors in review of the SFCR and capital add-ons.  The immediate threat has therefore shifted towards the disclosure side.

Disclosure and reporting are not unconnected and there are crossover arguments however, since CEA has always considered these issues together, specific comments on external auditing of the SFCR are largely underdeveloped.  It is also a very politically sensitive issue, MEPs are traditionally sympathetic to market transparency issues. 
The purpose of this document is to update the Steering Group on the work of the TF and lay out some of the issues which the TF require guidance on in order to continue work on this topic.  Specific questions appear in boxes.  
Legal basis
Auditing of Solvency II information is being discussed in both the context of:

· The Solvency and Financial Condition Report (SFCR) – public disclosure;

· Regular Supervisory Report (RSR) and Quantitative Reporting Templates (QRTs) – information reported for supervisory purposes.

Disclosure
For public information to be audited, a legal reference in either Level 1 or Level 2 of Solvency II would be required giving precise detail on the scope of the audit, who would perform the audit, exactly what information would be audited and what level of assurance would the audit provide.  To date, no proposals of this nature have been put forward on either Levels 1, 2 or 3 of Solvency II.  However stakeholders’ interest in auditing the SFCR is gaining momentum.

Reporting

Article 35(2)(c) allows for supervisors to require information from external experts, such as auditors and actuaries.  The EC consolidated text of Level 2 (February 2011) does not propose additional requirements on external auditing therefore any further detail on this side would likely appear at Level 3.  

External auditing has not been addressed in recent EIOPA pre-consultations, however CP58 (disclosure and reporting – 2009) includes a section considering whether there should be a mandated requirement to subject the supervisory reporting requirements to a sign-off by an external auditor.  We know this is something which EIOPA are interested in however their exact intentions are not yet clear. 
Immediate next steps
Since the EP ECON committee will vote on Omnibus II (22 November) before the next Steering Group meeting (24 November).  We would like to have a detailed discussion with Members on proposed next steps and the content of the message CEA should present on external auditing of the SFCR.
ECON amendments

Amendments 335, 339 and 340 propose that EIOPA draft implementing technical standards specifying the scope and conditions for external auditing of public disclosure information (SFCR) and capital add-ons.  These standards would be binding.

The following paragraphs of Article 37 dealing with capital add-ons in the Framework Directive would be affected:  

· (1) supervisory judgement in determining a capital add-on should be applied; 
· (2) application of capital add-on in terms of meeting the SCR; 

· (3) actions taken to remedy the deficiency which led to application of a capital add-on;
· (4) at least an annual review of the capital add-on.
The following Articles of the Framework Directive regarding the SFCR would be affected:

· (new) scope and requirements for external assurance by an auditor;
· (51) contents of the SFCR;

· (53) applicable principles;

· (54) updates and additional voluntary information;

· (55) policy on ongoing appropriateness of disclosed information and approval of the administrative, management or supervisory body. 
The TF consider the following two statements as valid when opposing external audit requirements for the SFCR:

· Pillar 2 requirements of Solvency II will sufficiently substantiate Pillar 1 mechanisms and as such, information disclosed and reported under Pillar 3;

· A requirement for external auditing will increase the overall time period required for drafting, approving and publishing the SFCR and as such, delay the delivery of this information to the market/external stakeholders.
	Steering Group members are asked to consider auditing of the SFCR and provide additional arguments which could be used when discussing this matter with MEPs.  Members are also asked to provide guidance on whether the CEA should develop a more detailed position and if so, express a preference for one of the following:

· Position paper – should this be a general statement against external auditing or in response to a specific proposal?

· Letter – should this be addressed only to MEPs/policymakers? Should it be sent only to the addressed or should it also be published on CEA website?

· Should CEA comment only on the proposed amendments to Omnibus II?


FEE paper on auditing

The catalyst for looking at the issue of external auditing was a document published by FEE in July 2011.  It is positioned as an informative briefing paper on Pillar 3 requirements, focusing on the SFCR, and discusses the advantages to be gained from external assurance in the information presented in this report. 

	The TF considered that the CEA should not directly respond to the publication of this paper as it may send a negative message on the openness of industry towards transparency.

Do Steering Group members agree with this recommendation?


Actions in the longer term
As previously mentioned, we believe that EIOPA will take action to involve external auditors in the review of Solvency II information.  We believe that this action will largely directed at information reported for supervisory purposes.  

No amendments have been proposed to Omnibus II that would allow EIOPA to develop binding standards in this area therefore we expect that further detail on this matter would be presented in the form of supervisory guidance.   

In addition to the arguments to oppose external auditing of the SFCR, the TF consider the following statement as valid when opposing external audit requirements for supervisory reporting information:
· The supervisor is responsible for checking Solvency II information; this task should not be delegated to external parties. 
Feedback from the TF on current audit requirements of Solvency information is varied.  In some countries no audit requirements are currently imposed and in other countries, some information is subject to an external audit e.g. the balance sheet.

	Moving forward, the taskforce aim to consider where the interest lies for external auditing of both disclosure and reporting information, determine why each of the stakeholders would like assurance from Solvency II information and where assurance from external auditing would have no added value.  This information would be used in preparation for discussions with EIOPA at Level 3.

Do Steering Group members agree with this general approach?


CEA position
While the immediate intention is bolster CEA arguments with regards to auditing of Solvency II information, some taskforce members have expressed concern that the current CEA position, to oppose all audit requirements, may be untenable in the longer term.
The taskforce will come back to the Steering Group with specific comments on this point at a later date as the main priority is to fulfil immediate steps in terms of responding to Omnibus II.
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