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DRAFT COMMISSION DOCUMENT ON 
RULES RELATING TO THE MARKET RISK SUB-MODULE OF THE STANDARD FORMULA UNDER THE SOLVENCY II DIRECTIVE 2009/138/EC
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 Article 111 thereof,

Whereas:

(1) The time period for the symmetric adjustment mechanism to the equity risk sub-module should strike a balance between maintaining risk-sensitivity of the sub-module and reflecting the objectives of the symmetric adjustment, being to avoid the effects of pro-cyclicality.
(2) The supervisory authority of the insurance or reinsurance undertaking should require a 100% equity capital stress for holdings in related undertakings excluded from the scope of the group supervision according to Article 214 of Directive 2009/138/EC or deducted from the own funds for the group solvency in accordance with Article 229 of Directive 2009/138/EC where the circumstances for the exclusion or deduction result from a lack of information, as in this case the ability to determine a reliable valuation of the participation could be reduced. 

(3) Insurance and reinsurance undertakings should assess the participation in all related undertakings in order to identify those which are of a strategic nature. The calibration of the equity risk on the investments in related undertakings which are of strategic nature should reflect the likely reduction in the volatility of their value arising from the strategic nature and the influence exercised by the participating undertaking on those related undertakings. 
(4) The market risk module of the Solvency Capital Requirement calculated with the standard formula should be based on the assumption that the sensitivity of assets and liabilities to changes in the volatility of market parameters is not material. Where the risk profile of the insurance and reinsurance undertaking deviates significantly from this assumption, supervisory authorities should be able to take additional measures such as requiring the undertaking concerned to use an internal model or imposing capital add-ons.

(5) The duration-based approach should be based on the assumption that the typical holding period of equity investments’ referred to in Article 304 of Directive 2009/138/EC is consistent with the average duration of liabilities set out in point (iii) of paragraph 1 of Article 304 of Directive 2009/138/EC. . Where the risk profile of the insurance and reinsurance undertaking deviates significantly from this assumption, supervisory authorities should be able to take additional measures such as requiring the undertaking concerned to use an internal model or imposing capital add-ons. 
TITLE S

INSURANCE AND REINSURANCE UNDERTAKINGS

CHAPTER SCR
RULES RELATING TO THE SOLVENCY CAPITAL REQUIREMENT STANDARD FORMULA

SECTION XX

MARKET RISK MODULE 
SUBSECTION GMR

General provisions

Article MR1

(Art. 105 of Directive 2009/138/EC)

General provisions
1. When calculating their Solvency Capital Requirement in accordance with the standard formula referred to in Subsection 2 of Section 4 of Chapter VI of Title I of Directive 2009/138/EC, insurance and reinsurance undertakings shall calculate the capital requirement for market risk separately:

(a) for participations as defined in Article 92(2) of Directive 2009/138/EC in financial and credit institutions,

(b) for participations in related undertakings:

(i) 
excluded from the scope of the group supervision under Article 214 (a) of Directive 2009/138/EC; or

(ii) 
deducted from the own funds eligible for the group solvency in accordance with Article 229 of Directive 2009/138/EC,

where the supervisory authorities consider that the circumstances for the exclusion or deduction apply at solo level;

(c) for other assets and liabilities.

2. The capital requirement for market risk for participations referred to in paragraph 1 (a) shall be nil.

3. The capital requirement for market risk for investments in related undertakings referred to in paragraph 1 (b) shall be equal to the loss in the basic own funds that would result from an instantaneous decrease of 100% in the value of these investments. 
4. The capital requirement for market risk shall be calculated as the sum of the capital requirement corresponding respectively to points (a) to (c) of paragraph 1.

Article MR2

(Art. 105(5) of Directive 2009/138/EC)

Correlation coefficients
The correlation coefficient Corri,j referred to in point (4) of Annex IV of Directive 2009/138/EC denotes the item set out in row i and in column j of the following correlation matrix: 
	j

i
	Interest rate
	Equity
	Property
	Spread
	Concentration
	Currency

	Interest rate
	1
	A
	A
	A
	0
	0.25

	Equity
	A
	1
	0.75
	0.75
	0
	0.25

	Property
	A
	0.75
	1
	0.5
	0
	0.25

	Spread
	A
	0.75
	0.5
	1
	0
	0.25

	Concentration
	0
	0
	0
	0
	1
	0

	Currency
	0.25
	0.25
	0.25
	0.25
	0
	1


The factor A shall be equal to 0 when the capital requirement for interest rate risk referred to in point (a) of Article 105(5) is the capital requirement referred to in point (a) of Article IRR1. Otherwise, the factor A shall be equal to 0.5.
Article MR3

(Art. 105 of Directive 2009/138/EC)

Treatment of investment funds
1. Market risk shall be calculated on each of the underlying assets of collective investment vehicles and other investments packaged as funds (look-through approach).

SUBSECTION IRR

Interest rate risk sub-module

Article IRR1
(Art. 105(a) of Directive 2009/138/EC)

General provisions
1. The capital requirement for interest rate risk referred to in point (a) of Article 105(5) shall be equal to the larger of the following capital requirements:

(a) The capital requirement for the risk of an increase in the term structure of interest rates as referred to in Article IRR2;

(b) The capital requirement for the risk of a decrease in the term structure of interest rates as referred to in Article IRR3.
Article IRR2
(Art. 105(a) of Directive 2009/138/EC)

Increase in the term structure of interest rates
1. The capital requirement for the risk of an increase in the term structure of interest rates shall be equal to the loss in the basic own funds that would result from an instantaneous increase in interest rates at different maturities according to the following:

(a) Up to the maturity of 2 years, the increase shall be of 70%;

(b) At the maturity of 3 years, the increase shall be of 64%;

(c) At the maturity of 4 years, the increase shall be of 59%;
(d) At the maturity of 5 years, the increase shall be of 55%;
(e) At the maturity of 6 years, the increase shall be of 52%;
(f) At the maturity of 7 years, the increase shall be of 49%;
(g) At the maturity of 8 years, the increase shall be of 47%;
(h) At the maturity of 9 years, the increase shall be of 44%;
(i) At the maturity of 10 years, the increase shall be of 42%;

(j) At the maturity of 11 years, the increase shall be of 39%;
(k) At the maturity of 12 years, the increase shall be of 37%;
(l) At the maturity of 13 years, the increase shall be of 35%;
(m) At the maturity of 14 years, the increase shall be of 34%;
(n) At the maturity of 15 years, the increase shall be of 33%;
(o) At the maturity of 16 years, the increase shall be of 31%;
(p) At the maturity of 17 years, the increase shall be of 30%;
(q) At the maturity of 18 years, the increase shall be of 29%;
(r) At the maturity of 19 years, the increase shall be of 27%;
(s) From the maturity of 20 years up to the maturity of 29 years, the increase shall be of 26%;
(t) From the maturity of 30 years onwards, the increase shall be of 25%, with a minimum value of increase of one percentage point.

For maturities not specified above, the value of the increase shall be linearly interpolated. Notwithstanding the points (a) to (t), the increase of interest rates at any maturity shall not be lower than one percentage point.

Article IRR3

(Art. 105(a) of Directive 2009/138/EC)

Decrease in the term structure of interest rates
1. The capital requirement for the risk of a decrease in the term structure of interest rates shall be equal to the loss in the basic own funds that would result from an instantaneous decrease in interest rates at different maturities according to the following:

(a) Up to the maturity of 1 year, the decrease shall be of 75%;

(b) At the maturity of 2 years, the decrease shall be of 65%;

(c) At the maturity of 3 years, the decrease shall be of 56%;

(d) At the maturity of 4 years, the decrease shall be of 50%;

(e) At the maturity of 5 years, the decrease shall be of 46%;

(f) At the maturity of 6 years, the decrease shall be of 42%;

(g) At the maturity of 7 years, the decrease shall be of 39%;

(h) At the maturity of 8 years, the decrease shall be of 36%;

(i) At the maturity of 9 years, the decrease shall be of 33%;

(j) At the maturity of 10 years, the decrease shall be of 31%;

(k) At the maturity of 11 years, the decrease shall be of 30%;

(l) At the maturity of 12 years, the decrease shall be of 29%;

(m) At the maturity of 13 years, the decrease shall be of 28%;

(n) At the maturity of 14 years, the decrease shall be of 28%;

(o) At the maturity of 15 years, the decrease shall be of 27%;

(p) From the maturity of 16 years up to the maturity of 18 years, the decrease shall be of 28%;

(q) From the maturity of 19 years up to the maturity of 21 years, the decrease shall be of 29%;

(r) From the maturity of 22 years onwards, the decrease shall be of 30%;

For maturities not specified above, the value of the increase shall be linearly interpolated. Notwithstanding the points (a) to (r), the decrease of interest rates at any maturity shall not be lower than one percentage point. In case interest rates after the decrease are negative, it shall be assumed that these interest rates are nil.

SUBSECTION ER
Equity risk sub-module

Article ER1

(Art. 105 of Directive 2009/138/EC)

General provisions
1. When calculating their Solvency Capital Requirement in accordance with the standard formula referred to in Subsection 2 of Section 4 of Chapter VI of Title I of Directive 2009/138/EC, insurance and reinsurance undertakings shall calculate the capital requirement for equity risk referred to in point (b) of Article 105(5) of Directive 2009/138/EC separately:

(d) for assets and liabilities referred to in point (i) of paragraph 1 of Article 304 of Directive 2009/138/EC, where the insurance or reinsurance undertaking has received supervisory approval to apply the provisions set out in Article 304 of Directive 2009/138/EC, 

(e) for other assets and liabilities.
2.
The capital requirement for equity risk shall be calculated as the sum of the capital requirement corresponding respectively to point (a) and (b) of paragraph 1.

Article ER2

(Art. 304 of Directive 2009/138/EC)

Duration-based equity risk sub-module
The capital requirement for equity risk on the assets and liabilities referred to in point (a) in paragraph 1 of Article ER1 shall be equal to the loss in the basic own funds that would result from an instantaneous decrease of 22 % in the value of the equity investments corresponding to the business referred to in point (i) of paragraph 1 of Article 304 of Directive 2009/138/EC, other than those included in subparagraphs (a) or (b) of Article MR1. 

Article ER3
(Art. 105(5)(b) of Directive 2009/138/EC)

Standard equity risk sub-module
1. The capital requirement for equity risk on the assets and liabilities referred to in point (b) in paragraph 1 of Article ER1 shall be equal to the loss in the basic own funds that would result from an instantaneous decrease of:

(f) 22% in the value of equity investments in related undertakings within the meaning of Article 212 of Directive 2009/138/EC, not included in subparagraphs (a) or (b) of Article MR1 and which are of a strategic nature; 

(g) 39% + SA in the value of equities, other than those referred to in (a) or in subparagraphs (a) or (b) of Article MR1, listed in regulated markets in the countries which are members of the EEA or the OECD; 

(h) 49% + SA in the value of other equities.

2.
The factor SA referred to in points (b) and (c) of paragraph 1 shall be calculated according to Article SA
3.
Other equities referred to in point (c) of paragraph 1 comprise equities listed in stock exchanges in the countries which are not members of the EEA or the OECD, equities which are not listed, private equities, hedge funds, commodities and other alternative investments. They shall also comprise all investments other than those covered in the interest-rate risk sub-module, the property risk sub-module or the spread risk sub-module. They shall not comprise investments referred to in (a) or (b) of paragraph 1 or in subparagraphs (a) or (b) of Article MR1. 
 Article ER4

(Art. 105(5)(b) of Directive 2009/138/EC)

Strategic participations
For the purposes of paragraph 1 (a), equity investments of a strategic nature shall mean equity investments where the insurance or reinsurance undertaking demonstrates:

(i) that the value of such equities is likely to be materially less volatile for the following 12 months than the value of other equities over the same period as a result of both the nature of such investments and the influence exercised by the participating undertaking in the related undertaking; and

(j) that the nature of the investment is strategic, taking into account all relevant factors, including:

i. 
the value of the participation in the related undertaking relative to the value of the total basic own funds of the insurance or reinsurance undertaking;

ii. 
the existence of a clear decisive policy to continue holding the participation for long term period;

iii. 
the consistency of such strategy with the main policies guiding or limiting the actions of the undertaking;

iv. 
the insurance or reinsurance undertaking’s ability to continue holding the participation in the related undertaking;

v. 
the existence of a durable link and the length of time that such investments have been held previously by the insurance or reinsurance undertaking;

vi.
the business model of the insurance or reinsurance undertaking and the compatibility of the policy referred to in sub-paragraph (ii) with that business model;

vii.
any representations made publicly or actions taken by the insurance or reinsurance undertaking which are relevant to assessing its intentions in relation to its investment in the related undertaking;

viii. the probable impact of the strategy on the undertaking’s competitiveness; 
ix.
where the insurance or reinsurance participating company is part of a group, the consistency of such strategy with the main policies guiding or limiting the actions of the group; and

ix. 
that the crisis management plans of the insurance and reinsurance undertaking and of the group expressly reflect the intention for the insurance or reinsurance  undertaking to continue holding the participation unless it must be divested as measure of last resort to enable the insurance or reinsurance undertaking to continue as a going concern.

Article SA

(Art. 106 of Directive 2009/138/EC)

Symmetric adjustment to the equity capital charge
1. The equity index referred to in Article 106 of Directive 2009/138/EC shall be the MSCI World index as provided by MSCI Inc. provided that index continues to meet the requirements set out in paragraph 2.

2. The equity index shall comply with the following requirements:

(a) the equity index measures the market price of a diversified portfolio of equities which is representative of the nature of equities typically held by insurance and reinsurance undertakings;

(b) the level of the equity index is publicly available; 

(c) the frequency of published levels of the equity index is sufficient to enable the current level of the index and its average value over the last 36 months to be determined.

3. Subject to paragraph 5 the symmetric adjustment shall be equal to the following:
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where SA denotes the symmetric adjustment, CI denotes the current level of the equity index and AI denotes the weighted average of the daily levels of the equity index over the last 36 months. 

4. For the purpose of calculating the weighted average of the daily levels of the equity index, the weights for all daily levels shall be equal. The days during the last 36 months where the index was not determined shall not be included in the average.  

5. The symmetric adjustment shall not be lower than -10 % or higher than 10 %.

SUBSECTION PR
Property risk sub-module

Article PR1

(Art. 105(c) of Directive 2009/138/EC)

General provisions
1. The capital requirement for property risk referred to in point (c) of Article 105(5) shall be equal to the loss in the basic own funds that would result from an instantaneous decrease of 25 % in the value of investments in real estate..

2. Investments referred to in paragraph 1 shall not include:

(a) investments in companies engaged in real estate management, or
(b) investments in companies engaged in real estate project development or similar activities, or
(c) investments in companies which took out loans from institutions outside the scope of the insurance group in order to leverage their investments in properties.

SUBSECTION CR
Currency risk sub-module

Article CR1

(Art. 105(e) of Directive 2009/138/EC)

General provisions
1. The capital requirement for currency risk referred to in point (e) of Article 105(5) shall be equal to the sum of capital requirements for currency risk on each foreign currency. Foreign currencies are currencies other than the currency used for the preparation of the insurance or reinsurance undertaking's financial statements (the local currency). Investments in listed equity shall be assumed to be sensitive to the currency of its main listing. Non-listed equity and property shall be assumed to be sensitive to the currency of its location.  
2. For each foreign currency, the capital requirement for currency risk referred to in point (e) of Article 105(5) shall be equal to the larger of the following capital requirements:

(a) The capital requirement for the risk of an increase in value of the foreign currencies against the local currency;

(b) The capital requirement for the risk of a decrease in value of the foreign currencies against the local currency.
3. The capital requirement for the risk of an increase in value of the foreign currency against the local currency shall be equal to the loss in the basic own funds that would result from an instantaneous increase of 25% in the value of the foreign currency against the local currency.

4. The capital requirement for the risk of a decrease in value of the foreign currency against the local currency shall be equal to the loss in the basic own funds that would result from an instantaneous decrease of 25% in the value of the foreign currency against the local currency.
5. The factor referred to in paragraphs 2 and 3 shall be replaced by the factor Facti,j depending on the local currency i and on the foreign currency j. Facti,j denotes the item set out in row i and in column j of the following matrix: 
	j

i
	Danish Krone
	Euro
	Lithuanian litas
	Estonian Kroon
	Latvian lats

	Danish Krone
	1
	0.0225
	0.0225
	0.0225
	0.035

	Euro
	0.0225
	1
	0
	0
	0.01

	Lithuanian litas
	0.0225
	0
	1
	0
	0.01

	Estonian Kroon
	0.0225
	0
	0
	1
	0.01

	Latvian lats
	0.035
	0.01
	0.01
	0.01
	1
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