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Summary
Insurance Europe welcomes the opportunity to provide comments on EIOPA’s explanatory notes on the variation analysis templates.  

As general feedback, Insurance Europe believes that the explanatory note could provide more detailed explanations on several topics, for example on profit transfer and on the reporting of best estimate as presented in example 2A. The latter seems to be very complex especially for annuity provisions. [to be further developed]

Insurance Europe’s feedback should be read as follows:
1. Below, Insurance Europe puts forward a set of comments and clarifications sought
2. In addition, Insurance Europe submits, separately, specific text/language revisions proposed directly in the explanatory notes document 

General comments and outstanding clarifications sought on the explanatory notes

Allocation method – is it acceptable to use an allocation method (a top down approach rather than a bottom up approach) for splitting out the information in S.29.03 by LoB, and featuring the same in S.29.04?

Order of calculation – is an undertaking able to vary the order of calculation with respect to the discount part of the calculation, as suggested within the log file?  The recent examples shared by EIOPA suggest the order is mandated; however, by changing the order of calculation, Insurance Europe believes it is possible to avoid extra calculation steps, without disrupting the purpose of the cells.

The methodology used in Case 3 is an example of how to capture the various data cuts post the unwinding of discount for 'prior to the period' – such that all the cash flows post unwinding of discount (in R0210) from R220 to R240 must be discounted using the one year forward rate curve for the yield curve at the start of the year.

The suggested order of calculation is slightly different – i.e. R0250 is calculated before R0240.  This implies that R0250 captures the impact of a change in yield curve from forward rate to the current year end yield curve on the 'N-1' cash flows, and then R0240 is calculated, which captures the difference between 'N' & 'N-1' cash flows discounted using the current year end yield curves.

Insurance Europe would like to know if the example given in Case 3 is a prescribed approach, or whether the order of calculation is open to interpretation as per the EIOPA log file.

Cash flows – from the log file and associated explanations, rows R220-R240 were interpreted as follows.  Would this be correct?
R220 – expected diagonal of payments (year 1 cash flow from the opening best estimate).
R230 – almost actual* vs expected for year 1 cash flow, where the almost actual* reflects the difference in actual and expected payments made because of a speeding up or slowing down of payments (and not increases or decreases on settlement – these are for technical flows); hence the closing best estimate is impacted.  If insufficient information is available to work this out, then the log summary and associated comments have been interpreted to suggest that a pure actual versus expected calculation can be used.
R240 – changes in best estimate that impact the future cash flows at the end point valuation (which are not inflation or yield curve driven).  These would include new case information or revisions of IBNR due to non-economic assumption changes.  Some of the wording around the inclusion of changes in RBNS and IBNR appears ambiguous.

In the event that inflation cannot be split out explicitly, R240 would seem the most appropriate place to put it – would this be acceptable?  Alternatively, should it all (R230-R250) be put in R230?  See EIOPA comment "For non-life (C0060/R0250), in case variation due to inflation cannot be discerned from changes due to experience, the whole amount would be reported under C0060/R0230".
In this case, the 2 examples need clarity over the timing of the claims provision payments:
Example 1: claim provision of 100, paid 105 during the year. 
Example 2: claim provision of 100, paid 50 during the year and review provision for 55 (5 more than initially).
If, for example, in Example 2 one expected to pay the full claims provision of 100 in the past year, it would be expected that R220 shows -100, R230 shows +50 and R240 shows +5 (assuming non-economic).  Without knowing the timing of the claims provision payments, it is hard to apply these examples to a situation involving these 3 cells.  If the expected payment in the year was 50, then it would be expected to see row R220 as -50, R230 as 0 and R240 as +5.

Technical flows – Insurance Europe’s interpretation of the technical flows is as follows: actual values of cash flow realised over the calendar year, which cover both impacts that are seen in the variation in best estimate (e.g. faster/slower payment speeds) and other impacts (e.g. higher/lower payments than expected on settlement, which won't be seen in the closing provisions but impact the asset side of the balance sheet).  Would this interpretation be correct?

In the event that R230 reflects full actual versus expected cash flows (see the previous point on the interpretation of R230), would one just expect to see the actual component of this in the technical flows?  In which case the claims provision (claims and expenses) component of the technical flows would be made up of R220+R230.  Is this correct?

Exceptional elements triggering restating of opening BE are described as the model changes. Insurance Europe believes it should also include correction of errors (in assumptions, calculation or others) revealed after the reporting date.

Variation analysis split in three cells
Could you please confirm that the variation analysis, in fact, splits into three cells:

In R0070 the cash flows modelled in year N-1 for year N are excluded
R0310-R0330 includes the real cash flows from year N, which, however, do not have any impact on BEL as at the end of year N (this concerns e.g. the actual total claims from year N)
R0080 includes the difference between the real cash flows in year N and the cash flows modelled for year N (assuming a simplified view). So, should the equation “R0310-R0330” + R0080 = R0070 apply? In other words, it should include the impact of all real cash flows from year N on BEL as at the end of year N. Could you provide an example for life insurance (similarly to the one provided for non-life)?





S.29.01 and S.29.02: reporting of variation of investments
EIOPA’s explanatory notes on variation analysis templates (EIOPA-17-403), paragraph 1.14 (page 3) state the following in relation to QRT 29.02: 

"1.14.  This variation of Investments is not a “pure variation” as it should only capture the variation leading to an impact on the EoAoL, i.e. should not capture any buying’s or selling’s but simply the variation of the valuation, including expenses/revenues (as said R0190 needs to capture all amounts reported in S.29.02). For example, when bonds are paid this might affect “Cash and cash equivalents” but is not affecting the EoAoL. " 

It is not clear what is meant here by buying and selling - is it meant that the proceeds should not be included? The payment of a bond (presumably on maturity), which is given as example, would also have an impact on the excess of assets over liabilities (EoAoL) due to the difference between the face value/ principal repayment on maturity (proceeds) and the market value as at the last reporting period (previous year end). The clarification should be refined. 

While the explanations in the log file to S.29.02 and the definition to cell C0010/ R0010 (page 63) imply that that any sales/ divestiture and purchases of investments during the period should be considered (relevant text is shown in bold): 

"i. Movements in valuation with an impact on the Excess of Assets over Liabilities (e.g. realized gains and losses from sales, but also valuation differences);" 

C0010/R0010 Valuation movements on investments, including: 
– For those assets kept in the portfolio, the difference between Solvency II values at the end of the reporting period (N) and at the beginning of the Year (N–1); 
– For those investments divested between the two reporting periods (including where an asset was acquired during the reporting period), the difference between the selling price and the Solvency II value as at the last reporting period (or, in case of investments acquired during the period, the acquisition cost value); 
– For those assets acquired during the reporting period and still held at the end of the reporting period, the difference between the closing Solvency II value and the acquisition cost/value. 
...”.
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