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Having regard to the Treaty (…),

Having regard to Directive 2009/138/EC (…), and in particular Article 127 thereof,

Whereas:

(1) Insurance and reinsurance undertakings calculating the SCR on the basis of an internal model should use the internal model in their risk-management system and decision-making processes in a way that creates incentives to improve the quality of the internal model itself. 
(2) Insurance and reinsurance undertakings should not make decisions that follow the output of the internal model without challenging the appropriateness of the model. They should be aware of the shortcomings of the internal model and take them into account in their decisions. 
(3) It is likely that many aspects of internal models will change over time as knowledge about risk modelling improves, and accordingly supervisory authorities should have regard to current information and practice in making their assessment to ensure that insurance and reinsurance undertakings keep pace with recent developments.
(4) In order to ensure that the internal model is up to date and reflects the risk profile in the best possible manner, insurance and reinsurance undertakings should be aware of the relevant actuarial progress and the modelling best practice of the insurance industry. However, this does not imply that insurance and reinsurance undertakings should always adapt their internal model to the current market practices. In many cases it might be necessary to depart from the current best practice in order to arrive at an appropriate internal model.   
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TESTS AND STANDARDS FOR THE USE OF AN INTERNAL MODEL FOR THE CALCULATION OF THE SOLVENCY CAPITAL REQUIREMENT

SUBSECTION 1
USE TEST

Article TSIM1

(Art. 120 of Directive 2009/138/EC)
Use of the internal model
Insurance and reinsurance undertakings shall be able to explain the different uses of their internal model and how they ensure consistency between the different outputs where the internal model is used for different purposes. Where insurance and reinsurance undertakings decide not to use the internal model for a relevant part of the system of governance, they shall be able to explain this decision. 
Article TSIM2

(Art. 120 of Directive 2009/138/EC)
Fit to the business 

Insurance and reinsurance undertakings shall ensure that the design of the internal model is aligned with their business and shall ensure that at least:

(a) the modelling approaches reflect the nature, scale and complexity of the risks inherent in the business of the insurance or reinsurance undertaking;
(b) the outputs of the internal model are consistent with the internal and external reporting of the insurance or reinsurance undertaking;
(c) the internal model is capable of producing outputs that are at least as granular as the decision-making process of the insurance or reinsurance undertaking. As a minimum, the outputs of the internal model shall differentiate between material lines of business and between risk categories;
(d) the internal model is adjusted for changes in the scope or nature of the business of the insurance or reinsurance undertaking.

Article TSIM3

(Art. 120 of Directive 2009/138/EC)
Understanding of the internal model
1. Each member of the administrative, management or supervisory body of the insurance or reinsurance undertaking and the other persons who effectively run the undertaking shall be able to demonstrate an overall understanding of the internal model.
2. In addition, the persons who effectively run the undertaking shall be able to demonstrate a sufficiently detailed understanding of the parts of the internal model used in the area for which they are responsible. 

3. Overall understanding of the internal model shall mean knowledge about:

(e) the structure of the internal model and the way the model fits with the business and is integrated in the risk-management system of the insurance or reinsurance undertaking;
(f) the scope and purpose of the internal model and the risks covered by the internal model, as well as those not covered;
(g) the general methodology applied in the internal model calculations; 
(h) the limitations of the internal model;
(i) the diversification effects taken into account in the internal model.
Article TSIM4
(Art. 120 of Directive 2009/138/EC)
Support of decision-making

4. The internal model shall be used to support the relevant decision-making processes in the insurance or reinsurance undertaking, including the setting of the business strategy. 
5. The internal model shall be used by insurance and reinsurance undertakings to assess the impact of potential decisions including the expected profit or losses of potential decisions and their variability. 

6. The internal model and its results shall be regularly discussed and reviewed in the administrative, management or supervisory body of the insurance or reinsurance undertaking. 
Article TSIM5
(Art. 120 of Directive 2009/138/EC)
Integration with risk management

Insurance and reinsurance undertakings shall demonstrate that the internal model is widely integrated in their risk-management system in the following manner: 
(j) all material risks identified by the risk management system are covered by the internal model;
(k) the outputs of the internal model, including the measurement of diversification effects, are taken into account in formulating risk strategies, including the development of risk tolerance limits and risk mitigation strategies; 
(l) the relevant outputs of the internal model form part of the internal reporting procedures of the risk management system;
(m) the quantifications of risks and the risk ranking produced by the internal model trigger risk management actions;
(n) the internal model is changed, where relevant, to reflect changes in the risk management system.
Article TSIM6
(Art. 120 of Directive 2009/138/EC)
Frequency of calculation
7. Notwithstanding Articles 102 and 129 of Directive 2009/138/EC, insurance and reinsurance undertakings may satisfy the requirement to calculate the Solvency Capital Requirement with a frequency consistent with the uses for other purposes as referred to in the second paragraph of Article 120 of Directive 2009/138/EC by means of the simplified calculation of the Solvency Capital Requirement set out in paragraph 2: 
8. In order to calculate a simplified calculation of the Solvency Capital Requirement, insurance and reinsurance undertakings do not carry out all the calculations which are usually necessary to determine the Solvency Capital Requirement, but only a part of these calculations. For the remaining part of the calculations, the results from the previous calculation of the Solvency Capital Requirement are used. 
9. Insurance and reinsurance undertakings may use the approach set out in paragraph 2 provided that they are able to justify that the results taken from the previous calculation of the Solvency Capital Requirement would not be materially different from the results of a new calculation. 
SUBSECTION 2

STATISTICAL QUALITY STANDARDS

Article TSIM7
(Art. 121 of Directive 2009/138/EC)
Probability distribution forecast

The probability distribution forecast underlying the internal model shall assign probabilities to changes in either the amount of basic own funds of the insurance or reinsurance undertaking or to other monetary amounts, such as profit and loss, provided that these monetary amounts can be used to determine the changes in basic own funds.  The exhaustive set of mutually exclusive future events, referred to in Article 13(18) of Directive 2009/138/EC, of the probability distribution forecast underlying the internal model may consist of a finite number of events, provided that the probability distribution forecast adequately describes the risk profile of the undertaking.
Article TSIM8
(Art. 121 of Directive 2009/138/EC)
 Methods for the calculation of the probability distribution forecast

1. For the purpose of ascertaining that the requirements set out in Article 121 of Directive 2009/138/EC on methods to calculate the probability distribution forecast underlying the internal model are met, the assessment of the adequacy of the actuarial and statistical techniques that these methods are based upon shall include an assessment of compliance with the criteria set out in paragraphs 2 to 4 of this Article.

2. Insurance or reinsurance undertakings shall choose the actuarial and statistical techniques to be used based on 
(o) current information, taking into account, where it is relevant and appropriate, the actuarial progress and the insurance industry's best practice;
(p) a detailed understanding of the theory and assumptions underlying them. 
3. Insurance and reinsurance undertakings shall choose the actuarial and statistical techniques with a view to ensuring that 

(q) the outputs of the internal model indicate relevant changes in the risk profile of the insurance or reinsurance undertaking;
(r) the outputs of the internal model are stable in relation to changes of the input data that do not correspond to a relevant change of the risk profile of the insurance or reinsurance undertaking;
(s) the internal model reflects the complexity of the risk profile of the insurance or reinsurance undertaking and captures all the relevant characteristics of its risk profile;
(t) the outputs of the internal model do not include an undue model error or estimation error. Where practicable, the probability distribution forecast should take these errors into account. 

4. Insurance and reinsurance undertakings shall be able to demonstrate that the methods used to calculate the probability distribution are consistent with the methods used for the valuation of assets and liabilities according to Article 75 of Directive 2009/138/EC. 

Article TSIM9
(Art. 121 of Directive 2009/138/EC)
Information and assumptions concerning the methods used for the calculation of probability distribution forecast
10. 
11. Insurance and reinsurance undertakings shall be able to provide evidence of the credibility of the information that the choice of actuarial and statistical methods used for the calculation of the probability distribution forecast are based on, taking into account the consistency and objectivity of that information, the reliability of the source of information and the transparency of the way the information is generated and processed.

12. Insurance and reinsurance undertaking shall identify all relevant assumptions that the chosen actuarial and statistical methods are based upon. The derivation and usage of these assumptions shall comply with the following conditions:

13. insurance and reinsurance undertakings are able to explain and justify each of these assumptions, taking into account the significance of the assumption, the uncertainty involved in the assumption as well as possible alternative assumptions and their implications;

14. the circumstances under which the assumptions would be considered false can be clearly defined;

15. written standards on the methodology to derive the assumptions exist.    

Article TSIM10
(Art. 121 of Directive 2009/138/EC)
Data used in the internal model
16. All data used to develop, operate and validate the internal model, irrespective of whether the data is from an internal or external source, shall comply with the criteria set out in paragraphs 2 to 10.

17. Insurance and reinsurance undertakings shall compile a directory of all data used in the internal model, specifying their source, characteristics and usage.

18. In relation to the data used in the internal model, 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 judgment;
(c) the processes for updating data, including the frequency of regular updates and the circumstances that trigger additional updates, and recalculations of the probability distribution forecast.
19. The concept of data quality shall assign to the different data sets specific qualitative and quantitative criteria which, if satisfied, qualify them for use in the internal model. The concept of data quality shall be based on the criteria stated in Article 121(3) of Directive 2009/138/EC. It shall set out the processes for checking the data quality.  
20. Insurance and reinsurance undertakings shall not consider the data used in the internal model to be accurate unless the following conditions are met:

(u) the data are free of material mistakes;
(v) data from different time periods used for the same estimation are consistent;
4.1. Insurance and reinsurance undertakings shall not consider the data used in the internal model to be complete unless the following conditions are met:
(w) there are available data for all relevant model variables and no relevant data are excluded from the use in the internal model without justification;
(x) 
(y) the amount and nature of the data ensure that the estimations made in the internal model on the basis of the data do not include an undue estimation error;
4.2. Insurance and reinsurance undertakings shall not consider the data used in the internal model to be appropriate unless the following conditions are met:
(z) the data are consistent with the underlying assumptions of the actuarial and statistical techniques that are applied to them in the internal model and are in particular of sufficient granularity;

(aa) the data appropriately reflect the risks to which the insurance or reinsurance undertaking is exposed.

21. The data used in the internal model shall be updated with a frequency that is consistent with that of the use of the internal model in accordance with the use test referred to in Article 120 of Directive 2009/138/EC.
22. The data policy shall ensure that the data are used consistently over time in the internal model.

23. 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 Article TSIM9.    

Article TSIM11
(Art. 121 of Directive 2009/138/EC)
Ability to rank risk

24. In demonstrating their compliance with the requirement referred to in Article 121(4) second subparagraph of Directive 209/138/EC, insurance and reinsurance undertakings shall have regard to the criteria set out in paragraphs 2 to 5.

25. The ability of the internal model to rank risks shall exist for all material risks covered by the internal model.

26. The ability to rank risks shall imply the possibility to provide a risk-ranking that is sufficiently precise for the purposes of risk-management, decision-making and capital allocation in accordance with Article 120 of Directive 2009/138/EC.

27. The ability to rank risk shall be consistent with the classification of risks used in the internal model and used in the risk management system.

28. Risks of similar nature shall be ranked consistently throughout the undertaking and over time. The risk-ranking shall be reconciled with the capital allocation. 

Article TSIM12
(Art. 121 of Directive 2009/138/EC)
Coverage of all material risks

29. Insurance and reinsurance undertakings shall be able to demonstrate that the internal model covers all material quantifiable risks within its scope. The assessment whether no material risk has been omitted shall take into account an appropriate set of qualitative and quantitative indicators.

30. The qualitative indicators shall include at least the following:

(ab) the existence of a dedicated risk management process for risks other than those that are covered by the internal model;
(ac) the existence of dedicated risk mitigation for risks other than those that are covered by the internal model;
(ad) the identification in the own risk and solvency assessment of risks other than those that are covered by the internal model. 

31. The quantitative indicators shall include at least the following:

(ae) the capital allocation in accordance with Article 120 of Directive 2009/138/EC;
(af) the amount of profits and losses which cannot be explained by the risks covered by the internal model;
(ag) the results of stress testing and scenario analysis and any tool in the model validation process.

Article TSIM13
(Art. 121 of Directive 2009/138/EC)
Diversification effects
32. The system used for measuring diversification effects referred to in Article 121(5) of Directive 2009/138/EC shall meet at least the requirements set out in paragraphs 2 to 5.

33. The system used for measuring diversification effects shall identify the key variables driving dependencies.

34. Insurance and reinsurance undertakings shall be able to justify the assumptions underlying the system used for measuring diversification effects on an empirical basis.

35. The system used for measuring diversification effects shall take into account any non-linear dependence and any lack of diversification under extreme scenarios.

36. The system used for measuring diversification effects shall take into account the characteristics of the risk measure used in the internal model.

Article TSIM14
(Art. 121 of Directive 2009/138/EC)
Risk-mitigation techniques

37. Insurance and reinsurance undertakings may take full account of the effect of risk-mitigation techniques in their internal model if they are able to demonstrate that the requirements set out in paragraphs 2 to 8 are met.

38. Risk-mitigation techniques shall be recognised and treated consistently in the internal model, regardless of their legal form or accounting treatment.

39. The arrangements underlying the risk-mitigation technique shall be effective in law and enforceable in all relevant jurisdictions.

40. The insurance or reinsurance undertaking shall, in the event of the default, insolvency or bankruptcy of the counterparty or other credit event set out in the transaction documentation to the arrangement have a direct claim on the counterparty.

41. The legal arrangements underlying the risk-mitigation technique shall contain an explicit reference to a specific risk exposure, so that the extent of the cover provided by the risk-mitigation technique is clearly defined. Where the risk exposure that the risk-mitigation technique covers does not coincide with the risk exposure of the insurance or reinsurance undertaking, the internal model shall take into account the reduced effectiveness of the risk-mitigation technique. 

42. When the risk-mitigation technique is subject to a condition, the fulfilment of which is outside the direct control of the insurance or reinsurance undertaking and which could undermine the effective transfer of risk, the internal model shall take into account the effects of those conditions and any reduced effectiveness of the risk-mitigation technique. 

43. Financial risk-mitigation techniques shall meet the requirements set out in the insurance or reinsurance undertaking's written policy on liquidity and concentration risk management referred to in Article 44(2) of Directive 2009/138/EC.

44. There shall be no double counting of the effects of risk-mitigation techniques in own funds or in the calculation of the Solvency Capital Requirement.  

Article TSIM15
(Art. 121 of Directive 2009/138/EC)
Future management actions
The requirements on future management actions for the calculation of technical provisions set out in Article TP6 shall apply mutatis mutandis to the allowance of future management actions in the internal model. 

SUBSECTION 3

CALIBRATION  STANDARDS

Article TSIM16
(Art. 122 of Directive 2009/138/EC)
Calibration standards 

1. The option referred to in Article 122 of Directive 2009/138/EC to use a different time period or risk measure than that set out in Article 101(3) of Directive 2009/138/EC shall apply both to the internal model as a whole and to different risks or business units within the internal model.
2. If 
3. insurance and reinsurance undertakings use a different time period or risk measure for internal modelling purposes, they shall justify the appropriateness of the choice of that time period or risk measure. In particular, when the time period used is different from the one set out in Article 101(3) of Directive 2009/138/EC, the insurance or reinsurance undertaking shall:

(ah) demonstrate that the internal model takes into account that risk events may not be equally distributed over time;
(ai) demonstrate that all significant risks over a one-year-period are properly managed and, in particular, when considering a longer time horizon than that set out in Article 101(3) of Directive 2009/138/EC, the insurance or reinsurance undertaking shall show due consideration to the solvency position at the earlier time horizons;
(aj) justify the choice of time horizon taking into account the average duration of the liabilities of the insurance or reinsurance undertaking, the business of the insurance or reinsurance undertaking and the uncertainties associated with long time horizons. 
4. Insurance and reinsurance undertakings shall demonstrate the equivalent level of protection set out in Article 122 of Directive 2009/138/EC at least once a year and each time when the risk profile of the insurance or reinsurance undertaking has changed significantly.

5. The supervisory authorities may allow the use of approximations to be used in the process to calculate the Solvency Capital Requirement in accordance with Article 122(3) of Directive 2009/138/EC, provided that insurance and reinsurance undertakings are able to:

(ak) explain why it is not practicable to derive the Solvency Capital Requirement as set out in Article 122(2) of Directive 2009/138/EC; 
(al) explain how they rescale risks through the use of approximations, and provide reasonable evidence that such rescaling does not materially affect the outcome;
(am) demonstrate that by using approximations to calculate the Solvency Capital Requirement the error introduced is immaterial or leads to a higher Solvency Capital Requirement as set out in Article 101(1) of Directive 2009/138/EC;
(an) justify the assumptions made to take into account properly the dependencies between consecutive periods of time;
(ao) when considering a longer time horizon than that set out in Article 101(3) of Directive 2009/138/EC, demonstrate that the approximations take into account the solvency position at earlier time horizons.

6. Articles 121, 124, 125 and 126 of Directive 2009/138/EC shall apply mutatis mutandis to the approximations referred to in Article 122(3) of Directive 2009/138/EC. The assumptions underlying those approximations shall be thoroughly tested against alternative assumptions as part of the demonstration of compliance with the validation standards.
 SUBSECTION 4

PROFIT AND LOSS ATTRIBUTION

Article TSIM17
(Art. 123 of Directive 2009/138/EC)
Profit and loss attribution

45. For the purpose of the profit and loss attribution in accordance with Article 123 of Directive 2009/138/EC, insurance and reinsurance undertakings shall specify in an appropriate manner the following:

(ap) profit and loss;

(aq) the major business units of the insurance or reinsurance undertaking;

(ar) the risk categories used for the profit and loss attribution;

(as) the attribution of the overall profit or loss to the risk categories and business units.

46. The specification of profit and loss shall be consistent with the increase and decrease of the monetary amount underlying the probability distribution forecast that the internal model of the insurance or reinsurance undertaking is based on.

47. The specification of the major business units of the insurance or reinsurance undertaking shall be consistent with the concept of major business unit set out in [reference to implementing measures on partial internal models in accordance with Article 114(2) of Directive 2009/138/EC].

48. The specification of the risk categories used for the profit and loss attribution shall be adequate, and sufficiently granular, for the purpose of risk-management and decision-making in accordance with Article 120 of Directive 2009/138/EC. The categorisation of risk shall distinguish between risks covered by the internal model and risks not covered by the internal model.  

49. The attribution of profit and loss shall be made in an objective and transparent manner and be consistent over time.
SUBSECTION 5

VALIDATION STANDARDS

Article TSIM18
(Art. 124 of Directive 2009/138/EC)
Validation process 

50. The validation process shall apply to all parts of the internal model and shall cover all requirements set out in Articles 120 to 123, 125 and 126 of Directive 2009/138/EC. 

51. The validation process shall be independent from the development and operation of the internal model
52. Insurance and reinsurance undertakings shall establish a validation policy which describes the validation processes to be used. The validation policy shall specify at least:
(at) the purpose and the scope of the validation policy;

(au) the processes and methods used to validate the internal model;
(av) for each part of the internal model, the frequency with which regular validation will be carried out and the circumstances where additional validation is necessary; 
(aw) the persons who are responsible for each validation task; 

(ax) the procedure to be followed in the event that the validation process identifies problems with the reliability of the internal model and the decision-making process to address those concerns;
(ay) an assessment by the insurance or reinsurance undertaking of the strengths and weaknesses of the validation policy and a justification for these strengths and weaknesses; 

(az) an assessment of the independence of the validation process taking into account:
· in relation to the internal validation process, the responsibilities and reporting structure of the persons involved in the process;
· in relation to any external validation process, the remuneration structure of the persons, including where applicable their employees or other persons acting on their behalf, who are involved in the process and any other mandates of these persons relating to the insurance or reinsurance undertaking.

Article TSIM19
(Art. 124 of Directive 2009/138/EC)
Validation tools 

53. Insurance and reinsurance undertakings shall test the results and the most significant assumptions of the internal model at least annually against experience and other appropriate data to the extent it is reasonably available. These tests shall be applied at the level of single outputs as well as at the level of aggregated results. Insurance and reinsurance undertakings shall identify the reason for any significant divergence between assumptions and data and between results and data.

54. Insurance and reinsurance undertakings shall identify the most significant assumptions underlying the internal model and assess the effect on the results of the internal model to changes in the assumptions. Where the results of the internal model are highly sensitive to an underlying assumption, insurance and reinsurance undertakings shall be able to explain the underlying reasons and how this is taken into account in their decision-making process. 

55. The model validation process shall include an analysis of the stability of the outputs of the internal model for different calculations of the internal model using the same data.

56. Insurance and reinsurance undertakings shall analyse the impact of single extreme events (stress test) and combinations of events (scenario analysis). Insurance and reinsurance undertakings shall develop their own stress tests and scenario analysis, taking into account their particular business and risk profile. The stress testing and scenario analysis and their results shall be monitored and assessed by insurance and reinsurance undertakings on an ongoing basis and updated at least annually. 
57. The model validation process shall include a reverse stress test, identifying the most probable stresses that would threaten the viability of the insurance or reinsurance undertaking.
58. The validation process shall include an analysis of the profit and loss attribution referred to in Article 123 of Directive 2009/138/EC.
SUBSECTION 6
DOCUMENTATION STANDARDS
Article TSIM20
(Art. 125 of Directive 2009/138/EC)
General provisions

59. The documentation of the internal model in accordance with Article 125 of Directive 2009/138/EC shall ensure that an independent knowledgeable third party is able to understand the design and operational details of the internal model and form a sound judgement as to its compliance with Articles 101 and 120 to 124 of Directive 2009/138/EC.

60. The documentation shall be appropriately structured, detailed and complete and shall be kept up to date. Outputs that are consistent with the outputs of the internal model shall in principle be reproducible on the basis of the documentation if all the input of the internal model was available.

61. The documentation shall include an inventory of all the documents which form part of it.

Article TSIM21
(Art. 125 of Directive 2009/138/EC)
Minimum content of the documentation
The documentation of the internal model shall include at least the following information:

(ba) the policy for changing the internal model as referred to in Article 115 of ;

(bb) policies, controls and procedures  for the management of the internal model, including responsibilities assigned to staff members of the insurance or reinsurance undertaking;

(bc) a description of the information technology used in the internal model, including any contingency plans relating to the information technology used;
(bd) all relevant assumptions referred to in Article TSIM9(2) and their justification;
(be) the directory of data used in the internal model referred to in Article TSIM10;

(bf) the data policy referred to in Article TSIM10;

(bg) the qualitative and quantitative indicators for the coverage of risks referred to in Article TSIM12;

(bh) the risk-mitigation techniques that are accounted for in the internal model and the policy regarding liquidity requirements for these risk mitigation techniques;

(bi) a documentation of the future management actions taken into account in the internal model; 
(bj) the specifications for the profit and loss attribution referred to in Article TSIM17(1);

(bk) the validation policy referred to in Article TSIM18;
(bl) the role in the internal model of external models and external data and the reasons for their use in accordance with Article TSIM24.
Article TSIM22
(Art. 125 of Directive 2009/138/EC)
Circumstances under which the internal model does not work effectively
When assessing and documenting circumstances under which the internal model does not work effectively, insurance and reinsurance undertakings shall take account of at least the following aspects:

(bm) the risks which are not covered by the internal model;
(bn) limitations in risk modelling;
(bo) the nature, degree and sources of uncertainty connected to the results of the internal model including the sensitivity of the results to the key assumptions underlying the internal model;

(bp) deficiencies in data used in the internal model and lack of data for the calculation of the internal model;
(bq) risks arising out of the use of external models and external data in the internal model;
(br) limitations of information technology used in the internal model;

(bs) limitations of internal model governance.

Article TSIM23
(Art. 125 of Directive 2009/138/EC)
Changes to the internal model

The documentation of the internal model shall include a record of minor and major changes to the internal model, including the following:

(bt) a description of the rationale for each of the minor and major changes;

(bu) a description of the implications of each of the major changes for the design and operations of the internal model;

(bv) where a major change or a combination of minor changes have a material impact on the outputs of the internal model, a quantitative and qualitative comparison of the outputs before and after the change relating to the same valuation date. 

SUBSECTION 7

EXTERNAL MODELS AND DATA
Article TSIM24
(Art. 126 of Directive 2009/138/EC)
External models and data

62. Insurance and reinsurance undertakings shall be able to explain the role in their internal model of any parts of the internal model obtained from a third-party (external models) and data used in the internal model obtained from a third-party (external data).

63. Insurance and reinsurance undertakings shall be able to explain the reasons for preferring external models to internally developed models and external data to internal data. They shall also be able to list the alternatives considered and explain the decision for a particular external model or set of external data.

64. Insurance and reinsurance undertakings shall be able to demonstrate a detailed understanding of external models and external data used in their internal model including model and data limitations.

65. Insurance and reinsurance undertakings shall recognise the potential restrictions on the sustainable fulfilment of the requirements set out in Articles 120 to 125 of Directive 2009/138/EC arising from the use of external models and external data in the internal model. A particular external model or set of external data should only be used in the internal model if the potential restrictions arising from its use are not material.
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