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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 Articles 86 thereof,

Whereas:

(1) [Revised versions of Recitals 1 and 2 have already been discussed.]
(2) In order to ensure that the analysis of the financial position of the insurance or reinsurance undertaking is not distorted, the technical provisions of a portfolio of insurance and reinsurance obligations may be negative. Such results should not be set to zero. 
(3) The transfer value of an insurance or reinsurance obligation may be lower than the surrender values of the underlying contracts. The calculation of technical provisions should not be subject to surrender value floors.

(4) In order to arrive at a best estimate that corresponds to the probability-weighted average of future cash-flows as referred to in Article 77(2) of Directive 2009/138/EC, the cash-flows projection used in the calculation of the best estimate should take account of all uncertainties in the cash-flows.

(5) The choice of the method to calculate the best estimate should be proportionate to the nature, scale and complexity of the risks supported by the insurance or reinsurance undertaking. The range of methods to calculate the best estimate includes simulation, deterministic and analytical techniques. For certain life insurance contracts, in particular where they give rise to discretionary benefits depending on investment returns or where they include financial guarantees and contractual options, simulation methods may lead to a more appropriate calculation of the best estimate.

(6) The definition of future discretionary bonuses should capture the benefits of insurance and reinsurance contracts that are paid in addition to guaranteed benefits and result from profit participation by the policy holder. It should not capture index-linked or unit-linked benefits.  

(7) The calculation of the risk margin should be based on the assumption that the whole portfolio of insurance and reinsurance obligations is transferred to another insurance or reinsurance undertaking. In particular, the calculation should take the diversification of the whole portfolio into account.

(8) The calculation of the risk margin should be based on a projection of the Solvency Capital Requirement that takes the risk mitigation of reinsurance contracts and special purpose vehicles into account. No separate calculations of the risk margin gross and net of reinsurance contracts and special purpose vehicles should be stipulated.
(9) Future cash flows of life insurance obligations depend on the biometrical risk of each policyholder and other policy-specific characteristics. As a consequence, cash-flow projections of life insurance obligations should be based, where it is in line with the principle of proportionality, on a policy-by-policy approach.
TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER TP
RULES RELATING TO TECHNICAL PROVISIONS
SECTION 1

GENERAL PROVISIONS 

[A revised version of Section 1 has already been discussed]
SECTION 2
DATA QUALITY
Article TP3
(Art. 82 of Directive 2009/138/EC)

Data used in the calculation of technical provisions
1. All data used in the calculation of the technical provisions, whether from an internal or external source, shall comply with the requirements set out in paragraphs 2 to 8.

2. Insurance and reinsurance undertakings shall compile a directory of all data used in the calculation of the technical provisions, specifying the source, characteristics and usage of the data in that calculation.

3. In relation to the data used in the calculation of the technical provisions, insurance and reinsurance undertakings shall establish a data policy which covers at least the following areas:

(a) a concept of data quality;

(b) the use of assumptions made in the collection, processing and application of data, in particular the use of expert judgement as referred to in paragraph 9;

(c) the processes for updating data, including the frequency of regular updates and the circumstances that trigger additional updates.
4. Insurance and reinsurance undertakings shall have a concept of data quality and shall establish internal processes, including qualitative and quantitative standards and back testing, to ensure that data used in the calculation of technical provisions meets the criteria of appropriateness, completeness and accuracy stated in the first paragraph of the Article 82 of Directive 2009/138/EC.
5. Insurance and reinsurance undertakings may only consider the data used in the calculation of the technical provisions to be accurate if at least the following conditions are met:

(a) the data are free from material errors;

(b) data from different time periods used for the same estimation are consistent, where appropriate;

(c) the data are recorded in a timely manner and consistently over time.
6. Insurance and reinsurance undertakings may only consider the data used in the calculation of the technical provisions to be complete if at least the following conditions are met:

(d) there are available data satisfying condition (b) for each of the relevant homogenous risk groups used in the calculation of the technical provisions;

(e) the data are expressed at a sufficient level of detail and include sufficient historical information to identify trends and assess the characteristics of the underlying risk.
7. Insurance and reinsurance undertakings may only consider the data used in the calculation of the technical provisions to be appropriate if at least the following conditions are met:

(f) the data fit the intended purposes;

(g) the amount and nature of the data ensure that the estimations made in the calculation of the technical provisions on the basis of the data do not include an material estimation error;

(h) the data are consistent with the underlying assumptions of the actuarial and statistical techniques that are applied to them in the calculation of the technical provisions;

(i) the data appropriately reflect the risks to which the insurance or reinsurance undertaking is exposed with regard to its insurance and reinsurance obligations.
8. Insurance or reinsurance undertakings shall ensure that their data is used consistently over time in the calculation of the technical provisions unless any deviations are properly justified and recorded. No relevant data shall be excluded from being useed in the calculation of the technical provisions except in duly justified circumstances.
9. Where insurance and reinsurance undertakings complement or substitute data with appropriate, relevant and realistic assumptions based on the opinion of persons with relevant knowledge, experience and understanding of the risks inherent in the insurance or reinsurance business thereof (expert judgment), the assumptions shall be consistent with the data to which they relate and shall comply with the requirements set out in Subsection 1 of Section 3.     

Article TP4
(Art. 82 of Directive 2009/138/EC)

Specific circumstances in which it would be appropriate to use approximations to calculate the best estimate
1. 
2. The absence of data shall be considered as a material limitation
3. In deciding whether or not to apply adjustments to the data in order to overcome the limitations referred to in paragraph 1 insurance and reinsurance undertakings shall use expert judgement consistent with the requirements of paragraph 9 of Article TP3 and shall justify and document the decision. The original data shall be recorded and stored appropriately. 

4. The documentation of the adjustments to the data referred to in paragraph 1 shall include:
(a) identification of the corresponding experts and evidence of their  knowledge, experience and understanding of the subject;

(b) inputs on which expert judgement is based;
(c) the objectives and criteria used for making adjustments;

(d) any material limitations;
(e) processes in place to review the adjustments and to validate their adequacy.
5. Insurance and reinsurance undertakings shall ensure that internal users of the results of expert judgement are informed about any relevant information of its content, degree of reliance and limitations, including appropriate sensitivity analysis. Where relevant, service providers to whom functions have been outsourced shall be considered as internal users.
6. Where they have insufficient data of appropriate quality to apply a reliable actuarial method, insurance and reinsurance undertakings may use appropriate approximations to calculate the best estimate in particular in the following situations:

(a) where they calculate the best estimate for dates other than the end of the financial year;
(b) where they calculate the best estimate for insurance or reinsurance obligations relating to new insurance or reinsurance products.
SECTION 3
METHODOLOGIES TO CALCULATE THE TECHNICAL PROVISIONS 
SUBSECTION 1

Assumptions underlying the calculation of technical provisions
Article TP5
(Art. 77 (2) of Directive 2009/138/EC)

General provisions
1. Unless otherwise stated, assumptions underlying the calculation of technical provisions shall be based on the characteristics of the portfolio of insurance and reinsurance obligations, where possible regardless of the undertaking holding the portfolio. Undertaking-specific information, such as information on claims management and expenses, shall be used in the calculation only insofar as that information enables insurance and reinsurance undertakings better to reflect the characteristics of the portfolio or where the calculation of technical provisions in a prudent, reliable and objective manner without that information is not possible.

2. Insurance and reinsurance undertakings shall ensure assumptions underlying the calculation of the technical provisions are derived consistently over time and within homogeneous risk groups and lines of business, without arbitrary changes. They shall adequately reflect uncertainty underlying the cash-flows.

3. Insurance and reinsurance undertakings shall monitor, justify and document the changes of assumptions from one period to another. They shall estimate the impact of all material changes of assumptions from one period to another. 
4. Insurance and reinsurance undertakings shall derive assumptions on future financial market parameters or scenarios according to the following requirements:
(a) the insurance or reinsurance undertaking is able to demonstrate that the choice of the assumptions is appropriate and consistent with Article 75 of Directive 2009/138/EC; 
(b) where the undertaking uses a model to produce future projections of market parameters, the undertaking shall ensure that the model complies with the following requirements:

i. it generates asset prices that are consistent with financial markets that meet the requirements set out in Article TP21(3);

ii. it assumes no arbitrage opportunity; 
iii. the calibration of the parameters or scenarios is consistent with the current relevant risk-free interest rate term structure as referred to in Article 77(2) of Directive 2009/138/EC;.
5. Where insurance and reinsurance undertakings use data from an external source, they shall derive assumptions on underwriting risks that are based on that data according to the following requirements:
(a) undertakings are able to demonstrate that the sole use of data which are exclusively available from an internal source is not more suitable than the use of data which includes data from an external source; and

(b) the origin of the data and assumptions or methodologies used to process them is known to the undertaking and the undertaking is able to demonstrate that these assumptions and methodologies appropriately reflect the characteristics of the portfolio.
Article TP6
(Art. 77 (2) of Directive 2009/138/EC)

Future management actions
1. Insurance and reinsurance undertakings shall be able to demonstrate that assumptions on future management actions comply with the requirements set out in paragraphs 2 to 5.

2. The assumptions on future management actions used in the calculation of the technical provisions shall be determined in an objective manner. For this purpose insurance and reinsurance undertakings shall establish a comprehensive future management actions plan, approved and signed by the administrative, management or supervisory body of the insurance and reinsurance undertaking, which covers at least the following areas:
(a) identification of future management actions that are relevant to the valuation of the technical provisions;

(b) identification of the specific circumstances in which the insurance or reinsurance undertaking would reasonably expect to carry out each future management action identified in (a);

(c) identification of the specific circumstances in which the insurance or reinsurance undertaking might not be able to carry out each future management action identified in (a), and a description of how these circumstances are considered in the calculation of technical provisions;

(d) the order in which future management actions would be carried out;

(e) description of any ongoing work required to ensure the insurance or reinsurance undertaking is in a position to carry out each future management action identified in (a);

(f) a description of how future management actions have been reflected in the calculation of the best estimate;
(g) a description of the applicable reporting procedures to apply, which should include at least an annual report to the administrative, supervisory or management body.
3. Assumed future management actions shall be realistic and consistent with the insurance or reinsurance undertaking’s current business practice and business strategy unless there is sufficient current evidence that the undertaking will change its practices. 
4. Assumed future management actions shall be consistent with each other. 
5. Insurance and reinsurance undertakings shall not assume that future management actions would be taken that would be contrary to their obligations towards policy holders and beneficiaries or to legal provisions applicable to the insurance and reinsurance undertakings. The assumed future management actions shall take account of any public indications by the insurance or reinsurance undertaking as to the actions that it would expect to take, or not take in the circumstances being considered.
6. Assumptions about future management actions shall take account of the time needed to implement the management actions and any expenses caused by them.
7. Insurance and reinsurance undertakings shall be able to verify that assumptions about future management actions are realistic through: 

(a) a comparison of assumed future managements actions with management actions taken previously by the insurance or reinsurance undertaking;

(b) a comparison of future management actions taken into account in the current and past calculations of the best estimate. 

Insurance and reinsurance undertakings shall document and be able to explain any relevant deviations in relation to point (a) and (b).

Article TP7
(Art. 78(3), 108 of Directive 2009/138/EC)
Future discretionary benefits
1. Future discretionary bonuses or future discretionary benefits means benefits of insurance or reinsurance contracts which have one of the following characteristics: 

(a) the benefits are legally or contractually based on one or several of the following results:

· the performance of a specified pool of contracts or a specified type of contract or a single contract;

· realised or unrealised investment return on a specified pool of assets held by the insurance or reinsurance undertaking;

· the profit or loss of the insurance or reinsurance undertaking or fund that issues the contract that gives rise to the benefits;

(b) the benefits are based on a declaration of the insurance or reinsurance undertaking and the timing or the amount of the benefits is at its full or partial discretion.

2. Where the future discretionary benefits depend on the assets held by the insurance or reinsurance undertaking, the calculation of the best estimate shall be based on the assets currently held by the insurance or reinsurance undertaking. Future expected changes of the asset allocation shall be taken into account according to Article TP6. The assumptions on the future returns of the assets, valued according to Article 75 of Directive 2009/138/EC, should be consistent with the relevant risk-free interest term structure referred to in Article 77(2) of Directive 2009/138/EC.

Article TP8
(Art. 79 of Directive 2009/138/EC)

Policyholders' behaviour
1. Assumptions about the likelihood that policy holders will exercise contractual options shall be based on analysis of past policy holder behaviour. This analysis shall take into account the following:

(a) how beneficial the exercise of the options was or would have been to the policyholders under past circumstances,

(b) the influence of past economic conditions,

(c) the impact of past management actions,

(d) where relevant, how past projections compared to the actual outcome,

(e) any other circumstances that are likely to influence a decision on whether to exercise the option. 
2. The likelihood that policy holders will exercise contractual options, including lapses and surrenders, shall not be assumed to be independent of the elements mentioned in points (a) to (e) in paragraph 1, unless proper evidence to support such an assumption can be observed or where the impact would not be material.
SUBSECTION 2

Cash flow projections for the calculation of the best estimate
Article TP9
(Art. 77(2) of Directive 2009/138/EC)

Future developments in the external environment
The calculation of the best estimate shall take into account future expected developments that will have a material impact on the cash in- and outflows required to settle the insurance and reinsurance obligations thereof. For this purpose future developments shall include demographic, legal, medical, technological, social, environmental and economical developments including inflation as referred to in Article 78 of Directive 2009/138/EC. 

Article TP10  

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

Uncertainty of cash-flows

The cash-flows projection used in the calculation of the best estimate shall, explicitly or implicitly, take account of all uncertainties in the cash-flows, including where relevant the following characteristics:

(a) uncertainty in the timing, frequency and severity of insured events;

(b) uncertainty in claim amounts and in the period needed to settle claims;

(c) uncertainty in the amount of expenses as referred to in Article 78(1) of Directive 2009/138/EC;

(d) uncertainty in future developments referred to in Article TP9 to the extent it is practicable;

(e) uncertainty in policy holder behaviour;

(f) interdependency between two or more causes of uncertainty;

(g) dependency of cash-flows on circumstances prior to the date of the cash-flow.

Article TP11
(Art. 78(1) of Directive 2009/138/EC)
Expenses 

1. The expenses referred to in Article 78(1) of Directive 2009/138/EC shall include, but are not limited to, administrative expenses, investment management expenses, claims management expenses and acquisition expenses which relate to recognised insurance and reinsurance obligations  of insurance and reinsurance undertakings.
2. The expenses referred to in Article 78(1) of Directive 2009/138/EC shall also include overhead expenses incurred in servicing the insurance and reinsurance obligations. 
3. The allocation of overhead expenses to lines of business, homogeneous risk groups or premium provisions and provision for claims outstanding as referred to in Article TP17shall be done in a realistic and objective manner and on a consistent basis over time.  The same principles shall apply to the allocation of expenses to existing and future business. 
4. Expenses in respect of reinsurance contracts and special purpose vehicles shall be taken into account in the gross calculation of the best estimate.
5. Expenses shall be assessed on the assumption that the undertaking continues to write new business.   
Article TP12
(Art. 77(2) of Directive 2009/138/EC)

Taxation

The calculation of the best estimate shall take account of taxation payments which are, or are expected to be, charged to policy holders or are required to settle the insurance or reinsurance obligations. All other taxation payments shall be accounted for outside of technical provisions.
Article TP13
(Art. 79 of Directive 2009/138/EC)

Valuation of options and guarantees
When calculating the best estimate, insurance and reinsurance undertakings shall identify and take into account:
(a) all financial guarantees and contractual options included in their insurance and reinsurance policies;

(b) factors which may materially affect the frequency of option exercise rates or the value of the option or guarantee.

Article TP14  

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

Currency of the obligation

The best estimate shall be calculated separately for cash-flows in different currencies.

Article TP15  

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

Calculation methods
1. The choice of actuarial and statistical methods for the calculation of the best estimate shall be based on their appropriateness to reflect the risks which affect the underlying cash-flows. The actuarial and statistical methods shall be consistent with and make use of all relevant statistical data available for the calculation of the best estimate. 
2. Where a calculation method is based on grouped policy data, insurance and reinsurance undertakings shall be able to demonstrate that the grouping of policies creates homogeneous risk groups which appropriately reflect the risk characteristics of the individual policies included.

3. Where a future event may impact the cash-flows in such a manner that their present value does not only depend on the expected outcome of the event, but also materially depends on the way the outcome could deviate from the expected outcome, including where policies include financial guarantees and contractual options, the method to calculate the best estimate for these cash-flows shall take this characteristic into account.  

4. The best estimate shall be calculated in a transparent manner and in such a way as to ensure that the calculation method and the results that derive from it can be audited.

Article TP16  

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

Life insurance obligations

The cash-flow projections used in the calculation of best estimates for technical provisions relating to life insurance obligations shall be made separately for each policy. Where the separate calculation for each policy would be an undue burden on the insurance or reinsurance undertaking, it may carry out the projection by grouping policies, provided that the grouping complies with the following requirements:

(a) there are no significant differences in the nature, scale and complexity of the risks underlying the policies that belong to the same group;

(b) the grouping of policies does not misrepresent the risk underlying the policies and does not misstate their expenses;

(c) the grouping of policies is likely to give approximately the same results for the best estimate calculation as a calculation on per policy basis, in particular in relation to financial guarantees and contractual options included in the policies.

Article TP17  

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

Non-life insurance obligations

The best estimate for non-life insurance obligations shall be calculated separately for the provisions for claims outstanding and for the premium provisions.

The premium provision shall relate to future claim events within the boundaries of the contracts as referred to in Article TP2. Cash-flow projections for the calculation of the premium provision shall include benefits, expenses, receivables for salvage and subrogation and premiums relating to these events.

The provision for claims outstanding shall relate to claim events that have already occurred, regardless of whether the claims arising from these events have been reported or not. Cash-flow projections for the calculation of the provision for claims outstanding shall include benefits, expenses, receivables for salvage and subrogation and premiums relating to these events.

SUBSECTION 3
Risk margin

[A revised version of Subsection 3 was already discussed]

SUBSECTION 4
Calculation of technical provisions as a whole

Article TP21
(Art. 77 (4) of Directive 2009/138/EC)

Circumstances in which technical provisions shall be calculated as a whole
1. For the purpose of determining the circumstances where some or all future cash flows associated with insurance or reinsurance obligations can be replicated reliably using financial instruments for which a reliable market value is observable as referred to in the second subparagraph of paragraph 4 of Article 77 of Directive 2009/138/EC, undertakings shall assess whether all the criteria set out in paragraph 2 and 3 are met. In this case, the value of technical provisions associated with those future cash-flows shall be equal to the market value of the financial instruments used in the replication.

2. The cash-flows of the financial instruments used in the replications shall replicate the uncertainty in amount and timing of the cash-flows associated with the insurance or reinsurance obligations, in relation to the risks underlying the cash-flows associated with the insurance and reinsurance obligations in all possible scenarios. In particular, the following cash-flows associated with insurance or reinsurance obligations cannot be reliably replicated:
(a) cash-flows associated with insurance or reinsurance obligations that depend on the likelihood that policy holders will exercise contractual options, including lapses and surrenders;

(b) cash-flows associated with insurance or reinsurance obligations that depend on the level, trend, or volatility of mortality, disability, sickness and morbidity rates;

(c) all expenses that will be incurred in servicing insurance and reinsurance obligations.

3. To be used in the replications, the financial instruments shall be traded in active markets as defined in international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002, which also meet all of the following criteria:

(a) a large number of assets can be transacted without significantly affecting the price of the financial instruments used in the replications (deep),

(b) assets can be easily bought and sold without causing a significant movement in the price (liquid),

(c) current trade and price information are normally readily available to the public, in particular to the undertakings (transparent).

SUBSECTION 5
Recoverables from reinsurance contracts and special purpose vehicles
Article TP22
(Art. 77 (2) of Directive 2009/138/EC)

General provisions 
1. The amounts recoverable from special purpose vehicles, the amounts recoverable from finite reinsurance contracts as referred to in Article 210 of Directive 2009/138/EC and the amounts recoverable from other reinsurance contracts shall each be calculated separately. The amounts recoverable from a special purpose vehicle shall not exceed the value of the assets recoverable from this special purpose vehicle that the insurance or reinsurance undertaking would be able to receive.
2. Adjustments for the expected losses due to default for whatever reason, including insolvency or dispute, of the counterparty referred to in Article 81 of Directive 2009/138/EC shall be calculated separately in accordance with Article TP23.

3. For the purpose of calculating the amounts recoverable from reinsurance contracts and special purpose vehicles, the cash-flows shall only include payments in relation to compensation of insurance events and unsettled insurance claims. Payments in relation to other events or settled insurance claims shall be accounted for outside of technical provisions. Where a deposit has been made for the mentioned cash-flows, the amounts recoverable shall be adjusted accordingly to avoid a double counting of the assets and liabilities relating to the deposit.   
4. The best estimate of amounts recoverable from reinsurance contracts and special purpose vehicles for non-life insurance obligations shall be calculated separately for premium provisions and provisions for claims outstanding:
(a) the cash-flows relating to provisions for claims outstanding shall include the compensation payments relating to the claims accounted for in the gross provisions for claims outstanding of the insurance or reinsurance undertaking ceding risks; 
(b) the cash-flows relating to premium provisions shall include all other payments. 
5. If payments from the special purpose vehicles to the insurance or reinsurance undertaking do not directly depend on the claims against the insurance or reinsurance undertaking ceding risks, the amounts recoverable from these special purpose vehicles for future claims shall only be taken into account to the extent it can be verified in a prudent, reliable and objective manner that the structural mismatch between claims and amounts recoverable is not material.
Article TP23
(Art. 81 of Directive 2009/138/EC)

Counterparty default adjustment 
1. The adjustment to take account of expected losses of a counterparty, referred to in Article 81 of Directive 2009/138/EC, shall be calculated as the expected present value of the change in cash-flows underlying the amounts recoverable from that counterparty, resulting from a default of the counterparty at a certain point in time and after allowing for the effect of any additional risk mitigating instrument. 
2. This calculation shall take into account possible default events over the lifetime of the rights arising from the corresponding reinsurance contract or special purpose vehicle and the dependence on time of the probability of default. It shall be carried out separately by counterparty and each line of business, and in non-life insurance for premium provisions and provisions for claims outstanding.

3. The average loss resulting from a default of a counterparty, referred to in Article 81 of Directive 2009/138/EC, shall not be assessed at lower than 50 % of the amounts recoverable without the adjustment referred to in paragraph 1, unless there is a reliable basis for another assessment. The average loss resulting from a default of a counterparty shall include an estimation of the credit risk of any risk-mitigating instruments that the counterparty provided to the insurance or reinsurance undertaking ceding risks to the counterparty.

4. The probability of default of special purpose vehicles referred to in Article 211 of Directive 2009/138/EC shall be calculated according to the average rating of assets held by the special purpose vehicle, unless there is a reliable basis for an alternative calculation. 
SUBSECTION 6
Validation and documentation
Article TP24
(Art. 77 (2) of Directive 2009/138/EC)

Validation process
1. The validation of:
(a) the appropriateness, completeness and accuracy of data used in the calculation of technical provisions;
(b) the data policy referred to in Article TP3 and the adjustments to data referred to in Article TP4;
(c) the adequacy and realism of assumptions used in the calculation of technical provisions;
(d) the adequacy and applicability and relevance of the methods applied in the calculation of technical provisions;
(e) the appropriateness of the level of the technical provisions as referred to in Article 84 of Directive 2009/138/EC;
(f) the appropriateness of grouping of policies according to Article TP15.

shall be carried out, in particular by comparison against experience as referred to in Article 83 of Directive 2009/138/EC, at least once a year and in any case where there are indications of substantial changes in data, assumptions, methods or level of the technical provisions.  

2. The validation shall be carried out at least at the level of homogeneous risk groups and, for life insurance obligations, at least at the level of product types. It shall be carried out separately for best estimate and amounts recoverable from reinsurance contracts and special purpose vehicles. For non-life insurance obligations, it shall be carried out separately for premium provisions and provisions for claims outstanding. Each material assumption referred to in point (c) of paragraph 1 shall be validated separately.
3. Insurance and reinsurance undertakings shall ensure that the persons overseeing the validation process are qualified with regard to their knowledge, experience and understanding of the subject and that they have a reasonable degree of independence.
Article TP25
(Art. 77(2) of Directive 2009/138/EC)
Documentation
Insurance and reinsurance undertakings shall document the following processes:

(a) the collection of data and analysis of its quality and other information that relate to the insurance or reinsurance obligations;

(b) the determination of assumptions about the insurance or reinsurance obligations, in particular the use of expert judgment and the allocation of expenses;

(c) the selection and application of actuarial and statistical methods for the calculation of the technical provisions;

(d) the validation of the technical provisions. 

SECTION 4
RELEVANT RISK-FREE INTEREST RATE TERM STRUCTURE 
[This section is included in working document IM20rev1.]

 SECTION 5
LINES OF BUSINESS 
[A revised version of Section 5 has already been discussed]

SECTION 6
SIMPLIFICATIONS
[This section of the draft implementing measure is tabled in working document IM19rev1.]
[This drafting does not incorporate comments received since draft IM2 was last discussed]

CHAPTER PD

PUBLIC DISCLOSURE

SECTION 1

SOLVENCY AND FINANCIAL CONDITION REPORT: STRUCTURE AND CONTENTS
Article PDS6

(Art. 51 (1) (d) of the Framework Directive)

Valuation for solvency purposes

2. The following information shall be disclosed by insurance and reinsurance undertakings regarding the valuation of their assets for solvency purposes:

(a) The amount of assets by material class, as well as a description of the basis, methods and assumptions used for their valuation for solvency purposes;

(b) Separately for each material class of assets, a quantitative and qualitative explanation of any material differences with the valuation basis, methods and assumptions used by the undertaking for accounting purposes.

3. The following information shall be disclosed by insurance and reinsurance undertakings regarding the valuation of their technical provisions for solvency purposes:

(c) The amount of technical provisions for each material line of business, as well as a description of the basis, methods and assumptions (including the impact of reinsurance and of management actions and policyholder behaviours and of material changes of assumptions) used for their valuation for solvency purposes (regarding both the best estimate and the risk margin);

(d) An indication of the level of uncertainty associated with the amount of technical provisions;

(e) Separately for each material line of business, a quantitative and qualitative explanation of any material differences with the valuation basis, methods and assumptions used by the undertaking for accounting purposes.

4. The following information shall be disclosed by insurance and reinsurance undertakings regarding the valuation of their other liabilities for solvency purposes:

(f) The amount of other liabilities by material class, as well as a description of the basis, methods and assumptions used for their valuation for solvency purposes;

(g) Separately for each material class of other liabilities, a quantitative and qualitative explanation of any material differences with the valuation basis, methods and assumptions used by the undertaking for accounting purposes;

5. Insurance and reinsurance undertakings shall disclose in a separate section any other information which they consider important regarding their valuation for solvency purposes.

[This drafting does not incorporate comments received since draft IM24 was last discussed]
CHAPTER SCR
RULES RELATING TO THE SOLVENCY CAPITAL REQUREMENT STANDARD FORMULA
SECTION 1
GENERAL PROVISIONS 

Article BSCRx

(Art. 105 of Directive 2009/138/EC)
Scenario based calculations
1. Where the calculation of a module or sub-module of the Basic Solvency Capital Requirement is based on the impact of a scenario on the basic own funds of insurance and reinsurance undertakings, the following assumptions shall be made in that calculation:

(a) the scenario does not change the amount of any risk margin in the technical provisions;

(b) the scenario does not change the value of deferred tax assets and liabilities;

(c) the scenario does not change the value of future discretionary benefits included in technical provisions;

(d) no management actions can be taken by the undertaking by during the scenario.

2. The recalculation of technical provisions arising as a result of considering the impact of a scenario as referred to in paragraph 1 shall take account of the following:

(a) without prejudice to points (c) and (d) of paragraph 1, future management actions following the scenario provided they comply with the requirements set out in Article TP6 and are consistent with the approach taken initially for the valuation of technical provisions; 

(b) any material adverse impact of the scenario or the management actions referred to in point (a) on the likelihood that policy holders will exercise contractual options.

3. The recalculation of assets and liabilities arising as a result of considering the impact of a scenario as referred to in paragraph 1 shall take account of the impact of the scenario on the value of any relevant risk mitigation instruments held by the undertaking which meet the requirements set out in [reference to IM25].
4. Where the scenario would result in an increase in the basic own funds of insurance and reinsurance undertakings, the calculation of the module or sub-module shall be based on the assumption that the scenario has no impact on the basic own funds. 
Annex I

LINES OF BUSINESS
[A revised version of Annex 1 has already been discussed]
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