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1. Introduction
1.1. Having regard to rules laid down in Title III, Chapters I, II, IV of Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the business of Insurance and Reinsurance (Solvency II)
.
1.2. Having regard to the draft implementing measures proposed by the Commission (L2 Consolidated text).
1.3. These guidelines aim at specifying and harmonising the requirements on the calculation of group solvency. 

1.4. These guidelines apply to all the methods of group solvency calculation. When relevant for only one method of calculation, this is specified in the guideline. When relevant for the group solvency calculation on the basis of only the standard formula or an internal model, this is specified as well.
1.5. These guidelines are mainly addressed to the participating (re)insurance undertaking or insurance holding company which is responsible for ensuring that the calculation of group solvency is carried out.

1.6. When addressed to the group supervisor, this is specified in the guideline.

1.7. If a group includes a national or regional subgroup, these guidelines also apply at the level of the ultimate parent undertaking of the subgroup.

1.8. These guidelines cover both national and cross-border (re)insurance groups.

1.9. These guidelines apply to all EEA (European Economic Area) headquartered insurance groups including any EEA subgroup that is part of a wider global group.

1.10. For the purposes of group solvency calculations, a non-EEA country that is on the list of countries for temporary/transitional equivalence under Article 227 of the directive
 shall be deemed to have a positive finding during the transitional period, or for the period ending on the date on which the solvency regime of that non-EEA country has been deemed to be equivalent, whichever is the earliest.
1.11. For the purposes of group solvency calculations, equivalence considerations do not apply to other financial sectors besides the (re)insurance sector in the non-EEA country concerned.

Whereas,

1.12. It is important to specify and harmonise the main issues that the participating (re)insurance undertaking or the insurance holding company that is responsible for the group solvency calculation should follow while performing it;

1.13. It is essential that all the risks and all the entities within the group are covered in the group solvency calculation;
2. Guidelines

Scope of the group for the group solvency calculation
2.1.
Guideline 1 (Article 212 of the Directive)

The participating (re)insurance undertaking or the insurance holding company responsible for calculating the group solvency should ensure that all related entities and all risks within the group which are necessary to reach a proper understanding of the group solvency are included in group solvency calculation.

2.2.
Guideline 2 (Article 212 of the Directive)

The participating (re)insurance undertaking or the insurance holding company should provide all the related undertakings within the scope of the group for group solvency calculation with a set of instructions necessary for the preparation of consolidated, combined or aggregated data (depending on the method used) that is compliant with Solvency II rules. It should ensure that this set of instructions is applied adequately and homogenously within the group in respect of recognition and valuation of balance sheet items as well as inclusion and treatment of related undertakings.
The participating (re)insurance undertaking or the parent IHC describes to the group supervisor how the consolidated, aggregated or combined accounts (depending on the method used) have been prepared as well as the process of preparing those (see guideline 42
 of the narrative supervisory report).
Assessment of influence

2.3.
Guideline 3 (Article 212.2 of the Directive)

	The participating (re)insurance undertaking or the insurance holding company should ensure that, when determining the scope of the group for the purpose of calculating group solvency, any decision made by the group supervisor with regard to the level of the influence effectively exercised by any undertaking over another undertaking is taken into account.


The participating (re)insurance undertaking or the parent insurance holding company assesses the level of influence that any undertaking effectively exercises over the other undertakings.

Significant and dominant influence is usually evidenced in one or more of the following ways:

· representation on the board of directors or equivalent governing body of the investee

· participation in the policy-making process

· material transactions between the investor and the investee

· interchange of managerial personnel

· provision of essential technical information

· management on a unified basis

· potential voting rights (e.g. exercise of warrants).

With regard to mutual or mutual-type associations, which are mostly not constituted with capital ties but through formalised strong and sustainable relationships, based on contractual or other material recognition that guarantees a financial solidarity between the mutuals or mutual-type associations, Article 212 (c)(ii)applies. The supervisory authorities consider centralized coordination within the meaning of Article 12(1) of Directive 83/349/EC.

If the group supervisor, in cooperation with other supervisors in the college and after consulting the group, assesses that the degree of influence exercised over an undertaking, for the purpose of group solvency calculation, is different from the assessment of the group, it transmits the decision to the participating (re)insurance undertaking or to the insurance holding company.

Levels of group solvency calculation for groups 
2.4.
Guideline 4: parent (re)insurance undertaking or insurance holding company headquartered in a non-EEA country (Articles 212 (f)(g), 213 c), 261, 262 and 263 of the Directive)

Where the parent (re)insurance undertaking or the insurance holding company is headquartered in a non-EEA country that has a positive equivalence finding or is on the list of countries for temporary/transitional equivalence under Article 260 of the directive, group solvency calculation should be applied at the level of the EEA parent undertaking where an EEA subgroup exists. Where an EEA subgroup does not exist, the EEA supervisory authorities of the EEA insurance undertakings of the group cannot require the establishment of an EEA subgroup for the purpose of applying group supervision.

Where the parent undertaking is a re(insurance) undertaking or the insurance holding company is headquartered in a non-EEA country that does not have a positive equivalence finding or is not on the list of countries for temporary/transitional equivalence under Article 260 of the directive, group solvency calculation should be applied at the level of the EEA parent undertaking where an EEA subgroup exists. Where an EEA subgroup does not exist, the EEA supervisory authorities of the group may require the establishment of an EEA subgroup and apply group supervision and group solvency calculations to this EEA subgroup. 
The group solvency calculation requirements apply to all EEA groups regardless of they are part of a wider global group.

Irrespective of the equivalence finding or temporary/transitional equivalence, where an EEA subgroup exists within the wider group, group supervision and hence group solvency calculations is applied at the level of the EEA parent undertaking.

In the absence of a positive equivalence finding or temporary/transitional equivalence, the EEA supervisory authorities of the group may require the establishment of an EEA subgroup and apply group supervision and group solvency calculations to this EEA subgroup.
Cases of application of group supervision
2.5.
Guideline 5 (Article 213.2 of the Directive)

Article 213.2(a) and 213.2(d) of the directive on two different cases of application of group supervision should be applied in a cumulative way within the same group. These two different cases are not mutually exclusive.
Group supervision, including group solvency calculation, in accordance with Articles 218 – 258 should be applied to the smaller insurance group within the larger mixed activity group and group supervision in accordance with Article 265 (IGT's) should be applied to the larger mixed activity group.
More than one “type of group supervision” prescribed under Article 213.2 is applied to the same group in the case of an insurance group, headed by a (re) insurance undertaking or an insurance holding company, the parent undertaking of which is a mixed-activity insurance holding company. In that case group supervision, including group solvency calculation, in accordance with Articles 218 – 258 is applied to the smaller insurance group within the larger mixed activity group and group supervision in accordance with Article 265 (IGT's) is applied to the larger mixed activity group.

Choice of the method of calculation
2.6.
Guideline 6 (Article 220 of the Directive and Article 321 SCG1 of L2)

The scope of the group for the group solvency calculation should be the same irrespective of whether the Accounting Consolidation-based method (hereinafter referred to as AC method) or the Deduction and Aggregation method (hereinafter referred to as D&A method) or a combination of AC and D&A methods is used.
All the related undertakings belonging to the group should be included in the group solvency calculation unless otherwise excluded in accordance to Article 214 of directive.
Irrespective of whether the AC method, the D&A or a combination of AC and D&A methods is used, all the related undertakings belonging to the group are included in the group solvency calculation. This includes related undertakings (both regulated and not regulated) in other financial sectors, SPVs, ancillary services undertakings and any other related undertakings belonging to the group.

2.7.
Guideline 7 (Article 220 of the directive and Article 321 SCG1 of L2)

The participating (re)insurance undertaking or the insurance holding company will be required to apply the AC method by default unless otherwise advised by the group supervisor.

The assessment of the appropriateness of the exclusive application of the AC method by the group supervisor should be based on the criteria set out in Article 321 SCG1 of L2. The group supervisor should discuss the assessment with the other supervisory authorities concerned in the college and with the participating (re)insurance undertaking or the insurance holding company. Opinions deviating from the opinion of the group supervisor and reasons for this deviation should be explicitly mentioned in its final decision.

Unless otherwise advised by the group supervisor on the choice of calculation method to be used for the calculation of the solvency at the level of the group, the parent undertaking applies the AC method by default. To this end, there is no obligation on the part of the group supervisor to assess whether the exclusive application of the AC method is appropriate or not and communicate the decision to the parent undertaking, unless explicitly requested to do so by the parent undertaking.
Group supervisor will carry out the assessment on the appropriateness or otherwise of the AC method based on the closed list of criteria set out in Article 321 SCG1.

When assessing against the criterion in Article 321 SCG1(1)(c) on whether the D&A method  will materially affect the results of the group solvency calculation, the materiality assessment is to be carried out using the Solvency II rules for the D&A method for related EEA and non-EEA (re)insurance undertakings irrespective of whether the non-EEA countries concerned are equivalent or temporarily equivalent.

Once a group has been approved to use the D&A method, then the group could use the local rules for their related (re)insurance undertakings headquartered in equivalent or temporarily equivalent non-EEA countries in the group solvency calculation.
Treatment of specific related undertakings for the group solvency calculation
2.8.
Guideline 8 (Article 322 SCG2 of L2)
For the purpose of the calculation of the group solvency:
a) when the entities of other financial sectors form a group for which a specific capital requirement is required and where not excluded from the scope of group supervision, such a requirement should be used instead of the sum of the requirements of each solo entity;

b) the solvency requirements and the related own funds items of non-EEA undertakings of other financial sectors or which are institutions for occupational retirement should be taken into account as calculated according to the relevant sectoral rules.
For the purposes of group solvency calculation, equivalence considerations do not apply to other financial sectors besides the (re)insurance sector. For this reason, the solvency requirements and own funds items of non-EEA undertakings of other financial sectors or which are institutions for occupational retirement should be taken into account as calculated according to the relevant sectoral rules (and not according to the relevant local sectoral rules).

Notional SCR for an insurance holding company included in the group solvency calculation
2.9.
Guideline 9 (Article 235 of the Directive and Article 322 SCG2 of L2) 
A notional solo SCR should be calculated both for parent and intermediate insurance holding companies.
The notional SCR for insurance holding companies is the SCR according to Solvency II rules and it is calculated in accordance with Title I, Chapter VI, Section 4, Subsections 1, 2 and 3 of the Directive.

The notional SCR for the insurance holding company is derived by applying the SCR calculation to assets and liabilities of the insurance holding company as if it was an insurance undertaking.
Availability at group level of the eligible own funds of related undertakings
2.10.
Guideline 10 (Articles 222 (2) to (5) of the Directive and Article 323 SCG3 of L2)

In order to calculate the amount of own funds that cannot effectively be made available to cover the group SCR, the participating (re)insurance undertaking or the insurance holding company should sum up, for each related (re)insurance undertaking and intermediate insurance holding company, own funds indicated in Article 222(2) of the directive and in Article 323 SCG3(4) of L2.
These non available own funds should be considered as available to cover the group SCR only up to the contribution of the related undertaking to the group SCR (for the calculation of the contribution of the related undertaking to the group SCR see next guidelines 11, 12 and 13).
The part of the non available own funds that exceed the contribution of the related undertaking to the group SCR cannot be considered as available for covering the group SCR.

The group assesses if own funds available at solo level are available at group level as well. In other terms, it assesses if there are restrictions to their availability or fungibility at group level.

According to Article 222(4) of the directive, the total non available own funds is calculated, entity by entity, by adding up own funds indicated in Article 222(2) of the directive (i.e. surplus funds and any subscribed but not paid-up capital) and in Article 323 SCG3(3) of L2 (i.e. ancillary own funds, preferences shares, subordinated mutual members account, subordinated liabilities and the value of net deferred tax assets).
Own funds listed in Article 323 SCG3(3) of L2 for which the participating (re)insurance undertaking or the parent insurance holding company has demonstrated they are fungible and transferable at group level are not included in the sum.

The part of such own funds that exceeds the contribution of the related undertaking to the group SCR cannot be considered as available for covering the group SCR.
If the total amount of such own funds does not exceed the contribution of the related undertaking to the group SCR, such limitation doesn’t apply.

Minority interests and ring fenced funds are not included in this sum and should be dealt with separately (see guidelines 14 and 15).
2.11.
Guideline 11: calculation of the contribution of a subsidiary undertaking to the group SCR (Article 323 SCG3(a) of L2)
AC method
When using the AC method and the standard formula is applied, the contribution of a subsidiary undertaking j to the group SCR should be calculated as follows:

Contrj = SCRj × SCRdiversified /∑i SCRisolo
Where:

-SCRj is the solo SCR of the undertaking j

-SCRdiversified = SCR calculated in accordance to Article 323ter SCG3, letters (a) and (d)
- SCRisolo is the solo SCR of the parent undertaking and each (re)insurance undertaking and intermediate insurance holding company that is included in the calculation of the SCRdiversified
- the ratio is the proportional adjustment due to the recognition of diversification effects at group level.

For (re)insurance undertakings or intermediate insurance holding company managed as defined in Article 323bis SCG3 letter c) of L2 (i.e. the case of a joint venture), the contribution of the solo SCR should be calculated taking into account the proportional share used for the determination of the consolidated data.

If the consolidated group SCR is calculated on the basis of an internal model, the contribution of a subsidiary to the group SCR is the product of the SCR of that undertaking and the percentage corresponding to the diversification effects attributed to that undertaking according to the internal model.

D&A method
When using the D&A method, the contribution of a subsidiary undertaking j to the group SCR is the solo SCR since no diversification effects at group level are taken into account.
When using the AC method, the objective of the calculation of the contribution of a subsidiary undertaking to the group SCR is to take account of the effect of diversification benefits that arises at group level on its solo SCR. Such a calculation is made, when applying the standard formula, through a proxy tested in the QIS tests, based on the assumption that diversification benefits derive equally from each undertaking of the group.
In the sum of the solo entities (SCRisolo) neither ancillary services undertakings nor SPV are included (even though they are included in the calculation of SCR at the numerator of the ratio) because the calculation of a notional SCR is not required for them neither in the directive nor in the L2 measures. This may cause an overestimation of availability of solo own funds to cover the group SCR.
In order to avoid the calculation of a notional solo SCR for insurance entities in non-EEA countries  only for the purpose of the calculation of the contribution of such subsidiaries to the group SCR, the group may use the local capital requirement as a proxy for its solo SCR, independent from any equivalence decision.
Related undertakings of other financial sectors are not included in such a calculation because both own funds and capital requirements follow the relevant sectoral rules.
2.12.
Guideline 12: calculation of the contribution of a related undertaking that is not a subsidiary to the group SCR (Article 323 SCG3 of L2)

The participating (re)insurance undertaking or the insurance holding company should assess the availability of own funds indicated in Article 222(2) of the directive and in Article 323 SCG3(3) of L2 also for (re)insurance undertaking and intermediate insurance holding companies over which a significant influence is exercised, taking into account the proportionality principle.
It should explain to the group supervisor how the assessment has been made.

The group supervisor should check such an assessment in close cooperation with solo supervisors involved.
2.13.
Guideline 13: calculation of the contribution of ancillary services undertakings and SPVs to the group SCR (Article 323 SCG3 of L2)

The participating (re)insurance undertaking or the insurance holding company should assess the availability of own funds indicated in Article 222(2) of the directive and in Article 323 SCG3(3) of L2 also for related ancillary services undertakings and SPVs.
It should explain to group supervisor how the assessment has been made.

The group supervisor should check such an assessment in close cooperation with solo supervisors involved.

For ancillary services undertakings and SPVs the calculation of a notional SCR is not required neither in the directive nor in the L2 measures.

For this reason the solo supervisor should provide the group supervisor with other information which is necessary to assess compliance with Article 222(2) to (5) of the directive.

2.14. Guideline 14: treatment of minority interests for covering the group SCR (Article 323 SCG3 of L2)
When applying the AC method, the parent (re)insurance undertaking or the insurance holding company should consider as non available for covering the group SCR the amount of minority interests in the eligible own funds exceeding the contribution of the (re)insurance subsidiary undertaking to the group SCR.
The contribution of the (re)insurance subsidiary (j)to the group SCR should be calculated as follows:

Contrmi(j) = SCRmi(j) × SCRdiversified /∑i SCRisolo

Where:

-SCRmi(j)j is the contribution of the minority interest of the subsidiary j to the solo SCR
-SCRdiversified = SCR calculated in accordance to Article 323ter SCG3, letters (a) and (d)
- SCRisolo is the solo SCR of the parent undertaking and each (re)insurance undertaking and intermediate insurance holding company that is included in the SCRdiversified
- the ratio is the proportional adjustment due to the recognition of diversification effects at group level.
As mentioned in guideline 10, the part of minority interests that is not available for covering the group SCR is calculated for each (re)insurance undertaking and insurance holding company included in the group solvency calculation separately from the calculation related to non available own funds indicated in Article 222(2) of the directive and in Article 323 SCG3(3) of L2.

This means that there is not possibility for the group to demonstrate that the total amount of minority interests is available at group level, because, in any case, the part of minority interests in the eligible own funds of the subsidiary that exceeds the contribution of the subsidiary to the group SCR cannot be considered as available for covering the group SCR.

The proxy used for calculating the contribution of the subsidiary to the group SCR taking into account the effects of the diversification is the same described in guideline 11.
The total amount of minority interests in ancillary services undertakings, over which a dominant influence is exercised have to be deducted.
2.15. Guideline 15: treatment of ring fenced funds for covering the group SCR (Article 323(5)(c) SCG3C of L2)
If an arrangement is considered as a ring-fenced fund at solo level, it should also be considered as a ring-fenced fund at group level. Any additional ring fenced funds at the group level should also be taken into account.

Therefore when calculating group own funds, the participating (re)insurance undertaking or the parent insurance holding company should adjust own funds to reflect the existence of ring-fenced funds both at solo and group level.

In case of ring-fenced undertakings, the group SCR should be calculated as the sum of the SCRs for each of the ring-fenced undertakings and the (diversified) SCR for the remaining part of the group. No diversification effects should be  taken into account between ring fenced undertakings and the rest of the group.
Any adjustment done for the calculation of the capital requirement and own funds at solo level for those ring-fenced funds applies also at group level when calculating group own funds and the group SCR. Therefore the calculation of capital requirements and own funds at group level is adjusted in accordance with Article 70 RFFOF2 and Article195 RFFSCR2.
In particular, where the group has related (re)insurance undertakings that are at the level of undertaking effectively ring-fenced funds in accordance with Article 69 RFFOF1, the calculation of capital requirements and own funds at the group level, as regards the ring-fenced undertakings concerned, is adjusted in accordance with Article195 RFFSCR2 and Article 70 RFFOF2. There are no diversification benefits between each of these ring-fenced undertakings and the remaining part of the group, and the group SCR is calculated as the sum of the SCRs for each of the ring-fenced undertakings and the (diversified) SCR for the remaining part of the group.

2.16. Guideline 16: treatment of non available own funds of non-EEA entities for covering the group SCR (Article 323SCG3(5) of L2)
AC method
In the case where all own funds of a non-EEA (re)insurance subsidiary are considered to be non available due to restriction to their fungibility and/or transferability at group level, they should be included at group level only up to the contribution of such a subsidiary to the group SCR. For the calculation of this contribution refer to guideline 11.
When assessing if non-EEA own funds are not available at group level, the group supervisor should take into account the criteria indicated in Article 323 SCG3 and discuss its assessment with the other supervisors in the college, including the supervisors of the non-EEA countries involved, and with the participating (re)insurance undertaking or the insurance holding company.

D&A method

Where the group calculates group solvency according to the D&A method, the non-available own funds of a (re)insurance subsidiary in non-EEA countries should be included up to the level of solo SCR, as calculated according to Solvency II rules when the relevant third country is not deemed to be equivalent.
The non-available own funds in non-EEA countries can be included up to the level of the local capital requirement that is included in the group solvency calculation, when the relevant third country is deemed to be equivalent.
2.17. Guideline 17: adjustments related to non available own funds for the calculation of group eligible own funds (Article 323 SCG3 of L2)
AC method
The part of own funds of related undertakings not available for covering the group SCR should be deducted from the relevant item of the consolidated group own funds and relevant tiering (i.e. non available subordinated liabilities from the consolidated subordinated liabilities, non available surplus funds from the consolidated surplus funds, etc.).
The process for calculating eligible group own funds to cover the group SCR and the group SCR floor should be as follows:

1. group own funds are calculated on the basis of the consolidated data defined in Article 323bis letters (a) to (e) net of any intra-group transactions;
2. group own funds are classified into tiers in order to be eligible to cover the group SCR;
3. eligible own funds are calculated net of group adjustments relevant at group level like: the elimination of double gearing and reciprocal financing if not already eliminated in the consolidation process; the deduction of non available own funds; the deduction of the book value of the participation in the case of Article 229 of the directive;
4. eligible own funds net of the group adjustments are subject to the same tiering limits as at solo level for being qualified to cover the group SCR and the group SCR floor.
D&A method
For calculating the aggregated eligible group own funds, the solo eligible own funds of related undertakings should be summed after the deduction of non available own funds at group level.
For both AC method and D&A method, where the non available own funds have been classified into more than one tier, the order in which the non-available fund is deducted from the different tiers by the participating (re)insurance undertaking or the insurance holding company should be carried out and explained to the group supervisor in an appropriate manner.
2.18. Guideline 18: process for the assessment of non available own funds by the group supervisor (Article 323(1) SCG3 of L2)
The group supervisor should discuss its assessment of non available own funds within the college and with the participating (re)insurance undertaking or the insurance holding company.
The process should be as follows:

1.
in its Regular Supervisory Report, the participating (re)insurance undertaking or the insurance holding company should provide the group supervisor with the information and its assessment of the non available own funds for all the entities included in the calculation of the group solvency. The participating (re)insurance undertaking or the insurance holding company should also explain the adjustments made in order to deduct non available own funds for the purpose of the calculation of the total group own funds;
2.
the group supervisor should discuss its assessment of non available own funds within the college for a cross border group and with the group itself;
3.
each solo supervisor should provide its assessment of the availability at group level of own funds related to the supervised entity;
4.
both solo and group supervisors should discuss if the availability of own funds changes when assessing it at solo and at group level.
Reconciliation reserve at group level

2.19. Guideline 19 (Article 324 c SCG3 of L2)
The reconciliation reserve at group level should equal the total excess of assets over liabilities reduced by the all other basic own fund items except:
- subordinated liabilities,
- the amount of own shares held by the participating (re)insurance undertaking, the insurance holding company and the related undertakings,
- the foreseeable dividends and distributions,
- the restricted own fund items that exceed the notional SCR in the case of ring fenced funds at group level.
The amount should then be adjusted to reflect any non availability of basic own fund items included in the reconciliation reserve at group level.

Method 1: determination of consolidated data for the group solvency calculation
2.20. Guideline 20: determination of consolidated data (Article 323 bis SCG3 of L2)

Consolidated data should be all the data needed in order to calculate the eligible group own funds and consolidated group SCR. Consolidated data should be calculated on the basis of the consolidated accounts that has been adjusted according to Solvency II rules in respect of recognition and valuation of balance sheet items as well as inclusion and treatment of related undertakings within the scope of the group.
In case of a related undertaking linked with another undertaking by a relationship as set out in Article 12 (1) or Directive 83/349/EEC or undertaking referred to in Article 212 (c) (ii) of Directive 2009/138/EC, it should be determined which proportional share should be used when calculating group solvency. Such relationship should imply an inclusion of 100% of that entity by default. The way of including that entity is dependent on the type of undertaking. If the participating (re)insurance undertaking or the insurance holding company wants to include a related undertaking differently with reference to the proportionality principle, it should explain its rationale behind the request. The group supervisor should consult the other supervisory authorities concerned and the group itself before a decision is taken.
At group level, differences may exist between the balance sheet prepared on the basis of consolidated accounts (IFRS, local GAAP) and Solvency II consolidation (consolidated data) due to recognition and valuation rules, as well as scope and treatment of related undertakings. With treatment of related undertakings is meant how these undertakings are included in the consolidated data, in accordance with Article 323 bis SCG3.

2.21. Guideline 21: treatment of special purpose vehicles
 (Article 323 bis SCG3 of L2)
AC method

Art 323 bis SCG3 1. (b) refers to full consolidation of data of special purpose vehicles to which the participating (re) insurance undertaking or insurance holding company and any related undertaking within the scope of group solvency calculation have transferred risks.

Full consolidation of data of SPVs should be understood as the elimination of the risk transfer effects by reintegrating the risks transferred to the SPV into the balance sheet of the undertaking which is the sponsor of the SPV.

D&A method

The participating (re) insurance undertaking or insurance holding company and any related undertaking within the scope of group solvency calculation have transferred risks should calculate its SCR by reintegrating all the risks it has transferred into its own balance sheet before calculating the aggregated group SCR.
2.22. Guideline 22: calculation of consolidated group own funds (Article 323 bis SCG3 of L2)

The calculation of consolidated group own funds is a summation of group own funds derived from consolidated data calculated in accordance to Art. 323 bis letters (a), (b), (c), (d) and (f) and the proportional share of own funds in related undertakings in other financial sectors calculated in accordance to Art. 323 bis letter (e).
Consolidated group own funds should be net of any intra-group transactions. “Net of any intra group transactions” in this context includes elimination of investments, balances, income and expenses where relevant.

2.23.
Guideline 23: calculation of the consolidated group SCR (Article 323 ter SCG3 of L2)
The calculation of the consolidated group SCR is a summation of several capital requirements components:
- the SCR of related undertakings included with full [or proportional] consolidation referred to in Art. 323ter SCG3 (a) together with other related undertakings referred to in Art. 323ter SCG3 (d);
- the proportional share of related (re)insurance undertakings and insurance holding companies which are not subsidiary undertakings referred to Art. 323ter SCG3 (c). Also for related (re)insurance undertakings in non-EEA countries, which are not subsidiaries outside EEA countries, the solo SCR for the purpose of the group solvency calculation should be calculated according to Solvency II;

- the proportional share of capital requirements of related undertakings in other financial sectors referred to Art. 323ter SCG3 (b).
The calculation of the consolidated group SCR is a summation of several capital requirements components and is based on consolidated data.

When the related undertakings are included in consolidated data with full [or proportional] consolidation in accordance with Article 323bis SCG3 (a)-(c), this means that these related undertakings assets and liabilities are included line by line in the consolidated data. These related undertakings referred to in Article 323ter SCG3 (a) together with other related undertakings referred to in Article 323 ter SCG3 (d) contribute to diversification effects recognised at group level when calculating the consolidated group SCR. The SCR result will form SCR diversified at group level.
For related (re)insurance undertakings and insurance holding companies which are not subsidiary undertakings the proportional share of the related undertakings SCR is calculated as referred to in Article 323ter SCG3 (c) and will form SCRNCP. For related third country (re) insurance undertakings which are not subsidiaries, the solo SCR for the purpose of the group solvency calculation is calculated according to Solvency II as well. This is due to the fact that, according to the directive, equivalence considerations do not apply when using the AC method. No diversification effect is recognised at group level.

For related undertakings which are credit institutions, investment firms, financial institutions and IORPs the proportional share of the related undertakings CR is calculated according to the relevant sectoral rules. For non-regulated entities undertakings carrying out financial activities the proportional share of the notional capital requirements are added. No diversification effect is recognised at group level.

The diagram below shows the consolidated group SCR components:


[image: image1]
Where:
· SCRdiversified = SCR for the fully consolidated undertakings calculated in accordance to Article 323ter SCG3, letters (a) and (d) 
· SCRNCP = SCR for non controlled participations calculated in accordance to Article 323ter SCG3, letters (c)
· CROFS = CR for other financial sectors calculated in accordance to Article 323ter SCG3, letters (b).
2.24.
Guideline 24: determination of the currency for the purpose of the currency risk calculation (Article 324 SCG4 of L2)

	Currency risk at the group level needs to take into account the currency risk which the group is exposed to. This includes the currency risk due to potential movement of capital deemed fungible between related entities of a group which are denominated in different currencies. For each relevant foreign currency, the currency position subject to currency risk should be net of currency hedging.
Where the consolidated group Solvency Calculation Requirement is calculated, wholly or in part, on the basis of a group internal model, the above considerations should be taken into account for compliance with Level 2 Article 222 TSIM 12.
Where the consolidated group Solvency Calculation Requirement is calculated, wholly or in part, on the basis of the standard formula, the foreign currency referred to in the currency risk calculation under the standard formula refers to all other currencies which the group is exposed to other than the local currency.


Floor to the group SCR

2.25.
Guideline 25: (Article 230 of the directive and Article 325 SCG5 of L2)

A group SCR floor applies when using the AC method and the combination of the methods for the consolidated part.

The group SCR floor is determined as the sum of the following:

a) the MCR of the participating (re)insurance undertaking or the notional MCR of the insurance holding company, 

b) the proportional share of the MCR of the related (re)insurance undertakings and intermediate insurance holding company.

The calculation of the proportional share of the MCR of the related undertakings should be based on the proportional share that is included in the consolidated data. Therefore, when the proportional share used in the consolidated account is 100% for a subsidiary the proportional share should be 100%.

The solo MCR for insurance undertaking used for the calculation of the minimum group SCR should be the MCR determined after applying the relative specifications on the MCR.

For insurance holding companies, the notional MCR should be the 35 % of their notional SCR.

The solo MCR of non-EEA (re)insurance undertakings to be taken into account when calculating the group SCR floor should be the local capital requirement under which the authorisation would be withdrawn.

A group SCR floor applies when using the AC method and the combination of the methods for the consolidated part.

The group SCR calculated based on the AC method cannot be less than the group SCR floor as determined below.

Ancillary entities and SPV are not included in the sum of MCR since no notional requirement is required for them. Therefore, the group and the group supervisor should be careful in assessing the group SCR floor since it may be under-estimated. 

The notional MCR for the insurance holding company should be 35% of the notional SCR since it is the percentage in the middle of the corridor for the (re)insurance undertaking’s MCR (25%-45%) prescribed in art 129(3) of the Directive.
In order to avoid the requirement for a related (re)insurance undertakings in non-EEA countries to calculate a notional solo MCR for the purpose of the calculation of the group SCR floor, they may use the local capital requirement under which the authorisation would be withdrawn as a proxy for their solo MCR, independent from any equivalence decision.

2.26.
Guideline 26 (Article 230 of the directive and Article 325 SCG5 of L2)

When the group SCR floor is no longer complied with or when there is a risk of non-compliance in the following three months, the supervisory measures indicated in Article 139 paragraphs 1 and 2 of the directive for the case of non compliance with the solo MCR should apply at the level of the group.

When the group SCR floor is no longer complied with or when there is a risk of non-compliance in the following three months, the participating (re)insurance undertaking or the insurance holding company informs immediately the group supervisor. Then, the group supervisor informs the other supervisory authorities within the college of supervisors in order to analyse, cooperatively, the solvency position of the group.

Within one month from the observation of non-compliance with the group SCR floor, the participating (re)insurance undertaking or the insurance holding company submits to the group supervisor a short-term realistic finance scheme to restore, within three months, compliance with the group SCR floor.

Article 139 paragraph 3 doesn’t apply since at group level it’s not possible to restrict or prohibit the free disposal of assets.

Method 2: determination of aggregated data for group solvency calculation
2.27.
Guideline 27: calculation of aggregated group own funds (Articles 212, 227, 228 and 233 of the directive)

When applying the D&A method, the aggregated group own funds should be calculated as the sum of:
a) own funds of the participating (re)insurance undertaking or the insurance holding company;

b) the proportional share of own funds of the related (re)insurance undertakings or intermediate insurance holding company;
c) the proportional share of own funds of the related non-EEA (re)insurance undertakings or intermediate insurance holding company calculated according to Solvency II rules or according to the local rules if the third country regime is equivalent or on the list of countries for temporary/transitional equivalence under Article 227 of the directive;

d) the proportional share of own funds of credit institutions, investment firms, financial institutions and institutions for occupational retirement provision within the meaning of Directive 2003/41/EC, calculated according to the relevant sectoral rules and the proportional share of own funds of non-regulated undertakings carrying out financial activities; for related non-EEA undertakings own funds should be calculated according to relevant sectoral rules;
e) own funds in related undertakings other than those included in points a) to  e) of Article 323 bis SCG3), including ancillary entities, are included in accordance with Article 9 V5.

Own funds should be calculated net of any intra-group transactions and net of the adjustments related to non-available own funds.
2.28.
Guideline 28: calculation of aggregated group SCR (Articles 212, 227, 228 and 233 of the Directive)

When applying the D&A method, the aggregated group SCR is calculated as the sum of:
a) the solo SCR of the participating (re)insurance undertaking, the notional SCR of the insurance holding company;

b) the proportional share of the SCR of each related re(insurance) undertaking and the proportional share of the notional SCR of the intermediate insurance holding companies;

c) the proportional share of SCR of the related non-EEA (re)insurance undertakings and the proportional share of the notional SCR of the intermediate insurance holding calculated according to Solvency II rules or according to the local rules if the third country regime is equivalent or on the list of countries for temporary/transitional equivalence under Article 227 of the directive;

d) the proportional share of the capital requirements for credit institutions, investment firms, financial institutions and institutions for occupational retirement provision within the meaning of Directive 2003/41/EC, calculated according to the relevant sectoral rules and the proportional share of the notional SCRs of non-regulated undertakings carrying out financial activities; for related non-EEA undertakings the capital requirement should be calculated according to relevant sectoral rules;
e) for other entities that are included in the scope for the group solvency calculation as an asset valued in accordance with Article 9 V5 (L2), the asset is subject to capital risk charge as set out in Articles ER1 to ER4, Articles CO1 to CO6 and Article CR1.
Group specific parameters (Article 200bis USP5bis and Article 200ter USP5ter of L2)

For the use of group specific parameter, please refer to the Draft proposal for L3 Guidelines on SCR Standard Formula: Undertaking-specific parameters released in December.
2.29.
Guideline 29: risk margin (Article 326bis of L2)
The group risk margin should be the sum of the solo risk margins, only making a correction for intra-group reinsurance contracts, equivalent with the calculation of the best estimate of group technical provisions.

In contrast with the calculation of the risk margin at solo level, at group level it is assumed that the whole portfolio of the group insurance and reinsurance obligations is not transferred to another undertaking, but the transfer is split in separate portfolios. Therefore no diversification benefits in the calculation of the group risk margin are taken into account.

Treatment of group specific risks
2.30 Guideline 30 (Articles 230 and 232 of the Directive)
When calculating the group SCR all material risks which arise at the level of the group (are specific for the group) and cause a significant deviation from the standard formula assumptions should be taken into account.

The calculation should includes the analysis of risk factors which may impact the solvency position of the group entities and the group itself and which have not been reflected in the calculation of the solo SCR.
Risks that deserve a particular attention at group level are: risks related to group governance, reputational risk, contagion risk, concentration risks, and risks related to intra group transactions including internal reinsurance.

All group-specific risks shall be addressed using the following approach:
1. first, the group shall be required to calculate the group SCR either with the standard formula or an internal model;
2. second, supervisors shall acquire information on group-specific risks through, among other means, the group supervisory review process (including the ORSA), stress tests, scenario analysis or other quantitative or qualitative measures;

3. third, if the group uses the standard formula and under the second step it has become clear that there is a significant deviation from the assumptions underlying the standard formula calculation (e.g. due to complex structures, etc.), the group supervisor shall adopt the necessary measures to correct this situation. For this purpose the group supervisor according to Article 119 or Article 110 of the Directive may require:

a. the use of an internal model; or

b. the use of group specific parameters for underwriting modules where the deviation arises from the application of those modules.
c. alternatively, if the group uses an internal model the requirements of Articles 110 to 124 shall apply meaning that any deficiency due to group specific risks will have to be addressed in the same way as for any other risks;
4. finally, if the group is unable to fulfil the requirements above within an appropriate timeframe, the group supervisor, in consultation with the supervisors concerned, may decide to impose a group capital add-on.

In the process mentioned above, supervisors will ensure that risks are not counted twice and that no risk is omitted.
Treatment of internal reinsurance
2.31 Guideline 31 (Article Articles 230 and 232 of the Directive)
When the AC method is used, a reinsurance arrangement concluded within a group should not result in a decrease of the group SCR in the absence of additional external financing of the group. Group SCR should only be permitted to be reduced if risks are transferred outside of the group.
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� 17 December 2009, Official Journal L 335.


� When in the guidelines is made reference to the directive, this means to Directive 2009/138/EC.


� Participating insurance and reinsurance undertakings or insurance holding companies should provide information on how the group Solvency II accounts has been prepared as well as the processes in place to prepare them.


� The guideline, according to Art 323 bis SCG3 1. (b), makes reference to special purpose vehicles other than special purpose vehicles defined in Art. 13(26) of the directive and which either comply with the requirements set out in Art. 211 of the directive or are regulated by a third country supervisory authority and comply with requirements equivalent to those set out in Art. 211(2) of the directive.
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