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09 03 2012
EIOPA-FinReq-11/024
Pre-consultation on SCR related Level 3 Implementing Technical Standards and Guidelines & Recommendations
Dear Stakeholders,

EIOPA invites you to comment on these draft proposals on:

· Implementing Technical Standard on the specification of equity index for the calculation of the symmetric adjustment for the equity risk sub-module;
· Implementing Technical Standard on Currencies pegged to the Euro;
· Guidelines & Recommendations on Application of the Market Risk Module;

and on:

· Issue paper on the calculation of standard deviations for Health Risk Equalisation Systems 

***

In line with EIOPA practice on the pre-consultation, we kindly remind stakeholders that this material is being shared on a confidential basis.  The selected stakeholders may share the draft proposals with their members in order to collect views; EIOPA supports receiving concrete comments which help in further developing the proposals and as such welcomes the effort of stakeholders to summarise the key comments at European level. Nevertheless, no public debate should be started on the proposals: stakeholders are reminded not to distribute the documents more widely in the public domain, either in its entirety or in part.  It should therefore not be quoted in any publicly available material, whether hard copy material or electronic documents placed on publicly accessible areas of your website. 

Please note that whilst the Implementing Technical Standards and Guidelines and Recommendations refer in some instances to the working documents for (Level 2) delegated acts, we would be grateful if your comments were confined to the content of this draft proposal as this is the purpose of this pre-consultation.
***

Each draft proposal is split into individual sections covering the guidelines themselves, explanatory text and a technical annex. The status of each of these sections is different: the explanatory text will be included in the consultation paper and the final report only, but not in the final Implementing Technical Standard and Guidelines and Recommendations of EIOPA.  It is therefore important that comments are received on the whole paper, and any views you may have on the split of content between the different sections would be useful.

EIOPA would also welcome your input to a number of questions which are set out below and in the papers. These questions are aimed at collecting views on whether this draft proposal meets its objectives. EIOPA welcomes a concrete rationale, examples, concrete illustrations and methodological tests focussed on this draft proposal approach when you do not agree, or alternative suggestions to meet the objectives in a more efficient and effective manner.

***

Please use the relevant template provided for your comments by 12th of April 2012.

An introductory meeting (by telephone conference) could be potentially organised during the SCR subgroup meeting on the 21th of March to remind you of the process of the pre-consultation and collect your first views on the papers. EIOPA will contact you to check on the need for the meeting.

A restitution meeting (physical meeting) is planned on the 23th of April 2012 from 3pm to 5pm at EIOPA premises with the experts of the EIOPA FinReq SCR subgroup who have participated to the drafting of these draft papers. 

Thanks in advance for your engagement.

1. Implementing Technical Standard on the Specification of the Equity Index for the Calculation of the Symmetric Adjustment for the Equity Risk Sub-Module.

The object of this consultation is to gather comments from stakeholders on the current redaction of the implementing standard on the “equity dampener”. The objective of this standard is to define an index on which to base the calculation of the symmetric adjustment.

The chosen index is the MSCI Europe Index. EIOPA considers that this index largely complies with the requirements set out in the level 2 of Solvency II.  The level of the index is publicly available, and published on a daily basis, enabling the current level of the index and its average value over the last 36 months to be determined at any time. 

As an alternative option to choosing the MSCI Europe Index, EIOPA also considered an approach based on a composite index itself based on national MSCI indices for countries in the European Union.
 
The objective of this composite index would be to gather protection against currency risk and to be more fully representative of the nature of equities typically held by insurance and reinsurance undertakings. Such an index should be aggregated at EIOPA level, based on appropriate weightings yet to be determined.

It must be noted that a strong majority of representatives from supervisory authorities were not in favour of this alternative approach, and expressed themselves in favour of of choosing the MSCI Europe Index. Nevertheless stakeholders are invited to give their opinion on both options.

Questions to Stakeholders
Question 1: Please give your opinion on whether the index referred to in the technical standard is satisfactory, or if another approach would be preferable

2. Implementing Technical Standard on Currencies Pegged to the Euro

The object of this consultation is to gather comments from stakeholders on the current redaction of the implementing standard on currencies pegged to the Euro. The current standard has three objectives:

· Defining a list of currencies which are pegged to the Euro, as per the current Level 2 of Solvency II. These currencies are the Danish Krone (DKK), Lithuanian Litas (LTL), Latvian Lats (LVL), Comorian Franc (KMF), Central African CFA Franc (XAF), West African CFA Franc (XOF), and the Bulgarian Lev (BGN)

· Defining a method for the setting of reduced shock factors. This method unfolds in two steps: first, through the use of two approaches, de jure (as per the country’s or the Central Bank constitution) or de facto (through the use of time series). Then, a choice has to be made as to whether the highest or the lowest of the factor obtained by each of these methods for each currency is to be retained.

· Finally, defining the transitivity of shock factors between currencies pegged to the euro, as the product of the factors attached to each currency in the precedent standard.

Questions to Stakeholders

Question 1: do you agree that both methods (de jure & de facto) are valid in the definition of the reduced shock factor, or that only one should be retained?

Question 2: if both methods are retained, what should be the final retained factor: the “prudent” factor, or the “maximum reduction” factor?
Question 3: do you agree with the fact that shock factors should be transitive between currencies pegged to the Euro? If yes, do you agree that such factor should be the product of the two factors for each currency?
3. Guidelines & Recommendations on Application of the Market Risk Module
The purpose of this draft proposal on the application of the market risk module is to provide clarity on the interpretation of the implementing measures on the calculation of the market risk SCR and the counterparty default risk SCR according to the standard formula, and to encourage convergence of practice. 

This guidance will be updated periodically for developments in market risk which may lead to exposures or risks for which the treatment under the standard formula may not be clear, or may not exist. 

Questions to Stakeholders

Q1. Are the description of the standardised methods clear and will they help the user understand what they need to do?  Are there any aspects which could be made clearer?
Q2. Are there any practical or operational issues with the described methods? In particular, do you have any concern regarding the implementation of the described methods?  If so, what are your concerns and how could they be addressed? (Please kindly note we would appreciate some concrete examples as illustrations of your concerns.)
Q3. In the context of further developments, reference is made in the guidelines to technical standards that are to follow on allowance for material basis risk in the standard formula and the application of the look-through approach. Are there any particular points you would like to see addressed in these standards?
Q4. Are there any other areas relating to market or counterparty default risk where clarification of the treatment under the standard formula would be useful?

4. Issue paper on the calculation of standard deviations for Health Risk Equalisation Systems 

One of the areas where EIOPA is developing a technical standard is in establishing standard deviations in relation to specific national legislative measures of Member States which permit the sharing of claims payments in respect of health risk amongst insurance and reinsurance undertakings and which meet detailed criteria. EIOPA is currently in the process of developing the implementing technical standards (ITS). At this stage, this issue paper proposal does not include the numerical value for the standard deviations.
This issue paper was drafted with the intention to give stakeholders an early opportunity to provide comments on EIOPA’s development on the calculation of standard deviations for qualified health risk equalisation systems (HRES) for the purpose of facilitating the calculation of the health underwriting risk module.

� 	There are 22 national MSCI indices available for EU countries: Austria, Belgium, Bulgaria, Czech Republic, Denmark, Estonia,  Finland, France, Germany, Greece, Hungary, Ireland, Italy, Lithuania,  Netherlands, Poland, Portugal, Romania, Slovenia, Spain, Sweden, United Kingdom. The only countries missing are Cyprus, Latvia, Malta, Luxembourg and Slovakia, only one of which (Latvia) uses a currency different from the Euro.
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