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1. [bookmark: _Toc493855433]Valuation
[bookmark: _Toc493855434]1.1 Approaches
ICS 1.0 continues to allow for two different valuation approaches:
1. Market adjusted valuation (MAV) approach
2. GAAP Plus with adjustments valuation approach 

MAV is more in line with the Solvency II valuation, while the GAAP Plus approach relies on local accounting rules. The IAIS has included some instructions for the use of IFRS for the GAAP+ approach. The present analysis focuses on the MAV.

Market adjusted valuation (MAV)
MAV assumes an audited consolidated balance sheet as starting point. It does not require that all balance sheet items are revalued at market value, and only financial instruments and insurance liabilities have to be revalued. The FT specifications also require adjustments for certain balance sheet items, including goodwill and other intangibles, property (own use), mortgages and loans, reinsurance recoverables, pension assets/liabilities and deferred taxes (see section 6.2).

The requirements for the valuation of insurance liabilities are compatible with the Solvency II requirements. However, they are less granular and their level of detail is comparable to the principles laid down in earlier European QIS studies. 

[bookmark: _Toc493855435]1.2 Yield curves
General construction:
· As under Solvency II, the IAIS discounting curves are composed of three different parts: a liquid part, an extrapolated part and a part with a stable long-term forward rate (LTFR). The LTFR is therefore the IAIS equivalent for the Solvency II ultimate forward rate (UFR).
· For the FT, the IAIS has chosen a cap of 30 years for the last liquid point (LLP). 
· The convergence speed (CS) for the different currencies is chosen such that the liquid part of the curve and the extrapolated part of the curve end at 60 years (under Solvency II the convergence period is maximum of (60-LLP) and 40 years.
· The long-term forward rate (LTFR) is determined based on the inflation target of the central bank for that currency and the long-term GDP growth forecast from the OECD. For many European currencies, the LTFR is therefore set at 3.5% (vs a UFR of 4.2% under Solvency II – the UFR is derived based on a different approach).

Options for adjusting the risk-free yield curve:
Three options for adjusting the risk-free yield curve are being tested in the 2017 extended field testing:
1. the Blended approach (separates liabilities into the “top” bucket and “general” bucket)
2. the Own Assets with Guardrails (OAG) approach
3. the High-Quality Assets (HQA) approach
The IAIS specifies that if the OAG is used to discount a subset of an undertaking’s liabilities, then the HQA must be used to discount the remaining liabilities.

The OAG and Blended-Top bucket approaches are conceptually comparable to the Solvency II Matching Adjustment (MA), as they are “cashflow matching” approaches, while the HQA and Blended-General bucket are comparable with the Solvency II Volatility Adjustment (VA) and can be considered to be “representative portfolio” approaches.





“Cash-flow matching” approaches - the following elements are worth noting:

	
	ICS – Own Assets Guardrails
	ICS – Blended – Top bucket
	SII – Matching adjustment
	Comments

	Liability eligibility criteria
	Specific assets used which are allocated to each liability portfolio.

Adjustment must reflect internally approved ALM processes which must be subject to regulatory oversight (supervisory approval, local actuarial/accounting standards)
	Only life and disability annuities in payment with no cash benefit on withdrawal

Assets and liabilities should be identified and managed separately

Cashflow replication up to last liquid point (LLP) is required, any mismatch should not give rise to material risks and should be covered by cash carryforward (max 10% of liabs up to LLP) 

Contracts do not include future premiums

Contracts should only surrender option where value does not exceed value of assets covering the liabilities

No unbundling of liabilities between top and general bucket permitted.
	Assets and liabilities should be identified and managed separately

Cashflow replication is required, any mismatch should not give rise to material risks 

Contracts do not include future premiums

The only underwriting risks connected to portfolio are longevity, expense, revision and mortality risks

Mortality risk must not results in a greater than 5% increase in the best estimate liabilities where the mortality risk stress is applied

Contracts should only surrender option where value does not exceed value of assets covering the liabilities

Asset cashflows are fixed and cannot be changed by issuers or third parties

No unbundling of liabilities is permitted

	OAG approach offers additional scope with regard to eligibility of liabilities.

Criteria for the top bucket approach is similar to the MA although cashflow replication is only required up to LLP.



	Asset eligibility criteria
	All assets except insurance linked securities, cash and receivables/accrued income
	All assets but only fixed income contribute to adjustment
	Fixed income assets only
	Additional flexibility provided by both ICS approaches (although non-fixed income assets are essentially treated as cash in the top-bucket)

	Source yields
	Own assets 
	IAIS representative yields
	Own assets
	Top bucket approach suboptimal as it is using reference yields and not own asset yields

	Credit given for reinvestment?
	Yes
	No
	No
	OAG provides additional benefit through the credit given for reinvestment of fixed income assets

	Additional adjustments
	None
	None
	None
	-

	Application ratio
	100%
	100%
	100%
	-

	Structure of adjustment
	Term-dependent spread
	Flat spread 
	Flat spread 
	Term-dependent spreads are implicit in design of OAG approach 

	RFRs eligible for adjustment
	Full curve
	Segment 1 ie only liquid part of curve but long-term adjustment of 0.1% to LTFR (UFR) and some benefit through extrapolation
	Full curve
	Non-recognition of the full spread through the extrapolation is detrimental to the top bucket approach

	Guardrails / restrictions
	· Min BBB spread applicable
· Benefit for equity and alternative long duration assets (ALDA) capped based on proportion of liabilities > 12years
· Equity/ALDA spreads capped at minimum of BBB and 200 bps.
	Min BBB spread applicable
	Min BBB spread applicable
	Additional guardrails for OAG are expected given the additional scope of asset eligibility.

Guardrails linked to fixed income assets are consistent.






“Representative portfolio” approaches - the following elements are worth noting:

	
	ICS – High Quality Assets
	ICS – Blended – General bucket
	SII – Volatility adjustment
	Comments

	Liability eligibility criteria
	All liabilities
	All liabilities
	All liabilities
	-

	Asset eligibility criteria
	All assets except cash
	All assets but only fixed income contribute to adjustment
	All assets but only fixed income contribute to adjustment
	HQA approach provides additional benefit due to recognition of all assets in the derivation of the adjustment (ie not only fixed income) contribute to the adjustment (subject to guardrail)

	Source yields
	IAIS representative yields for standard approach

	IAIS representative yields for standard approach
	EIOPA representative yields
	- 

	Credit given for reinvestment?
	No
	No
	No
	-

	Additional adjustments (see below full explanation)
	Two Basis Risk Mitigation Mechanisms (BRMM)
1. Country adjustment 
2. Foreign assets adjustment 
	Two Basis Risk Mitigation Mechanisms (BRMM)
1. Country adjustment
2. Foreign assets adjustment
	Country adjustment
	Additional adjustments available from BRMM and a lower threshold requirement for country spread are beneficial.

However, different design of the country factor in the ICS may not always lead to additional benefit.

	Application ratio
	100%
	80%
	65%
	ICS approaches offer additional benefit through higher application ratio

	Structure of adjustment
	Term-dependent spread
	Flat spread
	Flat spread
	Term-dependent spread is beneficial. Generally, this would result in a higher level of adjustment at the last liquid point which will be carried through the extrapolation of the risk-free curves.

	RFRs eligible for adjustment
	Segment 1 ie only liquid part of curve….but long-term adjustment of 0.1% to LTFR (UFR) and some benefit through extrapolation
	Segment 1 ie only liquid part of curve….but long-term adjustment of 0.1% to LTFR (UFR) and some benefit through extrapolation
	Segment 1 ie only liquid part of curve
	ICS has implicit 0.1% adjustment in LTFR which brings additional benefit.

However, the ICS has a lower LTFR (UFR) than current SII.

	Guardrails / restrictions
	Max AA spread applicable
	Max BBB spread applicable
	N/A
	



Additional adjustments - the following elements are worth noting:
	Framework
	Adjustment
	Conditions
	Adjustment
	Comments

	Solvency II VA
	Country factor 
	1. Country spread is greater than 100 bps
2. Country spread less twice the currency spread is positive.
	Increase VA by the difference between the country spread and twice the currency spread.
	
The country factor seems better in the ICS than the VA.


	ICS – General bucket and HQA
	Country factor
	1. Country spread is greater than 50 bps
	Increase the general bucket/HQA by the difference between the country spread and the currency spread plus 50 bps.
	

	
	Foreign asset
	1. Assets in question are currency hedged
2. The proportion of eligible foreign currency assets is greater than 5% of the total assets eligible assets
	Increase the general bucket/HQA adjustment by half the difference between the foreign currency asset spread and the currency spread.
	


Note: All spreads are assessed after a risk correction is applied.


[bookmark: _Toc493855436]1.3 Examples of yield curves
The Euro yield curve
The chart below, which plots the euro yield curves from the IAIS and EIOPA, illustrates the following features:
· The risk-free (RFR) curves are consistent up until the last liquid point (20 years)
· The reduced long-term forward rate (LTFR) for the ICS curve has an impact after the LLP.
· The impact of the 0.1% proxy increase in the LTFR for the HQA and general bucket curves is visible at the 90-year point.
· The general bucket adjustment provides a similar benefit to the VA relative to the risk-free curves.
· The HQA adjustment provides an additional benefit over the general bucket adjustment. 
· The additional benefit from the term-dependency of the HQA adjustment in the extrapolation is mostly visible between terms of 20-60.  


[image: ]

The GBP yield curve
The chart below, which plots the sterling yield curves from the IAIS and EIOPA illustrates the following features:
· The different LLPs used by EIOPA (50 years) and IAIS (30 years) have a pronounced effect on the overall curve – even with a lower LTFR, the ICS curves are all higher between 40 and 90 year terms (IAIS only publish the curves up to 90 years).
· The general bucket adjustment is nearly twice the magnitude of the VA.
· Similar to the euro yield curve, the HQA adjustment provides additional benefit relative to the general bucket adjustment.
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2. [bookmark: _Toc493855437]Margin over current estimate (MOCE)
The ICS continues to consider two types of MOCE:
1. Cost of capital (CoC) MOCE – similar to the Solvency II risk margin (RM), and based on the concept on a transfer value
2. Prudence MOCE
The table below provides an overview of the ICS proposals for MOCE, and highlights elements of comparison between the ICS MOCE and the SII RM:

	
	Similarities vs SII RM
	Differences vs SII RM
	Comments 

	CoC MOCE
	· Both ICS and SII include this concept but ICS still leaves a question mark on whether MOCE should be recognised as a deduction from the capital requirement
· The projected risk charges are discounted at the relevant risk-free rate
· Calculated for life and non-life business separately
· Same risks to be included for the projected SCR, ie Insurance risks, Credit risk related to insurance recoverables, Operational risk
	ICS includes two CoC:
1. Fixed : 5% (vs 6% in SII)
2. Adjusted: CoC= 3% + 10-year risk-free rate (min 3%;max 10%)

	The current design of the ICS seems to replicate the flaws of the SII approach 

Insurance Europe has been advocating in the past for recognition of MOCE as capital resource (eg by deduction from capital requirements)

	Prudence MOCE
	Concept does not exist in SII

	Concept does not exist in SII
	Insurance Europe has not been supportive in the past of a prudence MOCE, arguing that prudence is already incorporated in the calculation of the other elements.

	Recognition:  Several options for the recognition of MOCE in the capital requirement/the capital resources are still being considered
	The option of recognising MOCE as a capital requirement would be similar to the SII approach.

	The other options considered in FT are: 
1. full or partial deduction of MOCE from the capital requirement, 
2. full or partial inclusion of MOCE in the capital resources (Tier 1 and/or Tier 2), 
3. dual application / ladder of intervention 
4. reduce the calibration of the MOCE.
	Insurance Europe’s previous positions has been that if the IAIS wants to pursue a MOCE, it should be part of capital resources.





Additional background:
1. Cost of Capital MOCE (CoC-MOCE)
The CoC-MOCE follows a similar approach as the risk margin under Solvency II (see Art. 37, 38, 29 of the Solvency II Delegated Regulation)
2. Prudence MOCE (P-MOCE)
The IAIS considers two different approaches for calculating the P-MOCE for life and non-life business. 
· The P-MOCE for life obligations measures the uncertainty of cash flows associated with life insurance obligations using the confidence interval approach and a normal approximation.  The P-MOCE will be calculated as an estimated standard deviation for insurance liabilities per company using the relevant aggregated ICS risk charges as a proxy for the stressed current estimate and assuming a normal distribution for the current estimate. A specified percentage of that standard deviation is taken as the measure of MOCE, for FT 2017 this is set at 66.7%.
For non-life obligations, the P-MOCE is split in a P-MOCE for claims liabilities and premium liabilities and the approach is based on avoiding the recognition of future profits. The P-MOCE is calculated depending on the type of liabilities.
· For premium liabilities the P-MOCE is the difference between liabilities as implied by a combined ratio of 100% and liabilities calculated using current estimate assumptions. 
· For claims liabilities the P-MOCE takes the form of a discounting approach. (reflects the difference between discounted and undiscounted expected claims liabilities net of reinsurance).








3. [bookmark: _Toc493855438]Capital resources

This is an area where a number of decisions are still under consideration. The table below provides some highlight on current ICS provisions, and some views on similarities/differences between Solvency II and ICS.

	ICS
	Similarities with SII
	Differences with SII
	Comments

	Tiering - ICS financial instruments are classified in 2 tiers (tier 1 and tier 2) based 5 key principles: loss absorbing capacity, subordination, availability to absorb losses, permanence and absence of encumbrances/mandatory servicing costs. 

Tier 1: Unlimited / Limited 
Tier 2: Paid-in / Not paid-in
	
	SII is a three-tiered system 

Tier 1: restricted (ring-fenced funds)/ unrestricted

Tiers 2&3: Basic / Ancillary own-funds
	

	Composition limits – none in the ICS at this stage, to be developed later
	
	SII has composition limites, ie 
Tier 1 > 50% of SCR
Tier 2 + Tier 3 < 50% of SCR 
Tier 3 < 15% of SCR (see Art 82(1) DR)
	

	 Structural subordination - recognition of structurally subordinated debt issued by holding companies and down-streamed into insurance subsidiaries within ICS capital resources. Based on conditions:
· instrument issued by a ‘clean’ hold co (no operational liabilities on balance sheet/clear subordination of regulatory capital to operating liabilities)
· proceeds of the instrument issuance have been down-streamed into an insurance subsidiary of the hold co – located in a jurisdiction whose regulatory regime proactively enforces structural subordination. Through a sufficiently high level of regulatory controls. 
· the undertaking is able to accurately track and report the amount of the instrument issuance proceeds that have been down-streamed into insurance subsidiaries
	Concept does not exist in SII (TBC)
	Concept does not exist in SII (TBC)
	This has proven over the past years to be an issue of key relevance to US companies

	Recognition of Non-paid-up capital resources (NPC)
(eg unpaid preference shares, unpaid subordinated debt, letters of credit, guarantees and mutual member calls). 
IAIS is investigating whether the recognition of non-paid up capital resources should be limited to mutual IAIGs.
	Mostly corresponds to the tier 2 ancillary own funds (OF), although the SII list is more elaborate (See Art 74 DR). 
	
	Insurance Europe supports the recognition of non-paid-up capital resources in ICS (see Solvency II). And such recognition should not be limited to mutuals.

	Recognition of financial instruments issued by mutual IAIGs in Tier 1 capital resources.
	Already recognised in SII, tier 1 capital (see Art 69(a)(ii) DR), with possibility to introduce a cap/restriction (see Art 71(3)(d) DR). 
	
	Insurance Europe supports the recognition of financial instruments issued by mutual IAIGs in Tier 1 capital resources.

	IAIS is considering whether prior supervisory approval is needed for discretionary repurchase for Tier 1 unlimited. 

	
	In Solvency II prior supervisory approval is always necessary.  

	

	IAIS is considering deducting specific items from Tier 1 (DTAs, computer software intangibles and net defined benefit pension fund surplus), and these items would receive limited recognition in Tier 2 capital resources through the development of a tier 2 basket. 
	In SII DTA is considered classified as Tier 3, however a net DTA cannot be taken into account at group level (see Art 330(3)(c) DR).
	proportional share of the undertakings' own funds calculated according to the relevant sectoral rules: institutions for occupational retirement provision (see Art 335(1)(e)(2) DR)
	

	IAIS is considering limiting the recognition of financial instruments issued by a consolidated subsidiary of the IAIS and attributable to third party investors (third party capital), in order to reflect the lack of availability of these items.  
	Concept does not exist in SII (TBC)
	Concept does not exist in SII (TBC)
	

	Principal Loss Absorbing Mechanism (PLAM) will be further developed in ICS 2.0

	PLAM is foreseen in Tier 1 (see Art 71(1)(e) DR).
	
	Insurance Europe believes that a PLAM is not necessary (see recent position in SII review).





Additional background information (Insurance Europe’s reading of the provisions)

Additional elements of comparison between ICS and Solvency II capital resources can be found below:
	
	ICS Capital Resources
	Solvency II Own Funds
	Overall observations

	Level of subordination
	Tier 1: most subordinated (ie to policyholders, other non-subordinated creditors and holders of tier 2 capital instruments). 
Tier 2: subordinated to policyholders, other non-subordinated creditors.

	Tier 1: ranks below tier 2 and tier 3
Tier 2: ranks after the claims of policyholders and beneficiaries and non-subordinated liabilities

	Largely similar
NOTE: IAIS is collecting additional data on both contractual and structural subordination. Structural subordination does not exist in SII

	Absence of both
encumbrances and
mandatory
servicing costs
	Tier 1 unlimited: Undertaking has full discretion to cancel distributions. The instrument is neither undermined nor rendered ineffective by encumbrances.
Tier 1 limited: Undertaking has full discretion to cancel distributions. The instrument is neither undermined nor rendered ineffective by encumbrances.
Tier 2: The instrument is neither undermined nor rendered ineffective by encumbrances.
	Restrictions based on encumbrance, but assets may be eligible at lower tier. 
Tier 1: undertaking has full flexibility over the distributions. (see Art 71(1)(b) DR) and the basic own-fund item is free from encumbrances.
Tier 2: basic OF item is free from encumbrances
Tier 3: basic OF item is free from encumbrances
	

	Permanence
	Tier 1 unlimited: perpetual

Tier 1 limited: perpetual, but issuer may redeem/call after 5 years or repurchase at any time, subject to prior supervisory approval. 
No incentives to redeem (no step-up).
There is no expectation created at issuance that the instrument will be repurchased or canceled.

Tier 2: Initial maturity of 5 years, and effective maturity is defined as the earlier of (1) the first occurrence of a call option together with a step-up or another incentive to redeem and (2) contractual maturity date fixed in the terms and conditions
-Issuer may redeem/call after 5 years or repurchase at any time, subject to prior supervisory approval.
-may have incentives to redeem. 
No prior supervisory approval is required for redemption of debt instruments at contractual maturity. (paragraph 393 in May FT specifications)

	Tier 1: OF item is undated, but optional call/early redemption possible (between 5-10 years after date of issuance), subject to prior supervisory approval, at the option of the insurer, when the SCR is exceeded by an appropriate margin.
Item does not include incentives to repay/redeem. 
Tier 2: undated, with minimum 10-year maturity. Early redemption/call possible from 5 years from the date of issuance, and subject to prior supervisory approval, at the option of the insurer. 
Limited incentives to redeem, only as from 10 years of date of issuance. (in the form of interest rate step-up).
 
Tier 3: undated or initial maturity of 5 years, repayable/redeemable at the option of the insurer, and subject to prior supervisory approval. May have incentives to redeem (in the form of interest rate step-up).
	Tier 2 in solvency II may include incentives to redeem, Tier 1 limited in ICS does not allow for this. (no step-up or another incentive to redeem)

	Loss absorbing capacity
	Tier 1: absorb losses on both going concern and winding-up basis.
Tier 2: absorb losses in winding-up





Tier 1 limited:
No event under which a distribution is obligatory, and therefore non-payment is not an event of default







Tier 2: 
Availability to absorb losses when instrument nears maturity is captured by either: (1) decreasing the qualifying amount of the instrument from 100% to 0% on a straight-line basis in the final 5 years to maturity or (2) the existence of a lock in clause (this is a requirement to suspend repayment/redemption if there is a breach of the regulatory capital requirement)  
	Tier 1: absorb losses on going concern basis
Tier 2 OF: absorb losses on winding-up basis.
Tier 2 ancillary own-fund: absorb losses on going concern basis and on winding-up basis. 

Tier 1: 
-there is no obligation to make distributions, and non-payment of distributions does not cause an event of default (see Art 71(3)(e)(f) DR)
-basic OF item provides for suspension of repayment or redemption when there is non-compliance with SCR.
-the basic OF item may allow for a cancellation of distributions in relation to the item, in case there is noncompliance with the SCR.
-certain own-fund items should possess a principal loss absorbency mechanism (PLAM)
Tier 2:
-basic OF item does not include features which may cause the insolvency of the insurer or may accelerate the process of the undertaking of becoming insolvent. 
-basic OF item provides for suspension of repayment or redemption when there is non-compliance with SCR.
-the basic OF item may allow for a deferral of distributions in relation to the item, in case there is noncompliance with the SCR.
Tier 3:
- Basic OF item does not include features which may cause the insolvency of the insurer or may accelerate the process of the undertaking of becoming insolvent. 
-basic OF item provides for suspension of repayment or redemption when there is non-compliance with SCR.
The basic OF item may allow for a deferral of distributions in relation to the item, in case there is noncompliance with the MCR.
	ICS states there is no obligation for distributions. In SII for Tier 1 obligations may be cancelled whereas Tier 2 distributions may be deferred. 

In ICS there is a provision in tier 2 defining the availability to absorb losses of an OF item:
Availability to absorb losses when instrument nears maturity is captured by either: (1) decreasing the qualifying amount of the instrument from 100% to 0% on a straight-line basis in the final 5 years to maturity or (2) the existence of a lock in clause (this is a requirement to suspend repayment/redemption if there is a breach of the regulatory capital requirement), no such provision exists in SII. 

	Availability to absorb losses
	Tier 1/2: Fully paid up 
Except for Tier 2 not paid-in
	Tier 1/2/3 OF: paid up
Tier 2/3 ancillary OF: not paid up 
	

	Other
	Tier 1 unlimited: 
-principal amount is not repaid outside winding-up, except by means of a discretionary repurchase permitted under national law.
-distributions are paid out of distributable items, incl retained earnings.
-The IAIG/related party over which the IAIG exercises control has not purchased the instrument, nor has the IAIG or the related party funded the purchase of the instrument.
-the paid in amount is recognised as equity capital. 
Tier 1 limited: 
-distributions are paid out of distributable items, incl retained earnings.
-instrument does not have distributions tied/linked to the credit standing or financial condition of the company or another related entity, such that those distributions may accelerate winding-up
-The IAIG/related party over which the IAIG exercises control has not purchased the instrument, nor has the IAIG or the related party funded the purchase of the instrument.
-if jurisdictional insolvency law includes a test of whether liabilities exceed assets, the instrument is not treated as a liability for the purpose of the test. 
-instrument cannot possess features that hinder recapitalization. 
-if instrument is not issued out of an operating entity or Hold Co of the IAIG proceeds must be immediately available without limitation in a form that meets/exceeds all criteria for tier 1 
Tier 2
-instrument does not have distributions tied/linked to the credit standing or financial condition of the company or another related entity, such that those distributions may accelerate winding-up
-instrument does not give holders the right to accelerate the repayment of future scheduled principal or coupon payments, except in winding-up.
-The IAIG/related party over which the IAIG exercises control has not purchased the instrument, nor has the IAIG or the related party funded the purchase of the instrument.
-if instrument is not issued out of an operating entity or Hold Co of the IAIG proceeds must be immediately available without limitation in a form that meets/exceeds all criteria for tier 1 


	-An OF item, regardless of the tier, cannot have arrangements intended to stop or require payments on other items because these undermine full flexibility. And as such would prevent payment on Tier 1 items. They could discourage new providers of own funds and thus represent a hindrance to recapitalisation. 
(See Guideline 1.13)

Tier 1:
-exchange/conversion of a basic OF item into another tier 1 basic OF item or the repayment/redemption of a tier 1 OF item out of the proceeds of a new basic OF item of at least the same quality shall not be deemed to be a repayment/redemption, if there was a prior supervisory approval. (see Art 71(2) DR)
-Distributions are paid out of distributable items
-the basic OF item does not include features which may cause the insolvency of the insurer or may accelerate the process of the insurer becoming insolvent. 

Tier 2:
-the basic OF item does not include features which may cause the insolvency of the insurer or may accelerate the process of the insurer becoming insolvent. 

	Both in ICS and SII -instruments cannot possess features that hinder recapitalisation. 


	Deductions from Tier 1/Tier 2 capital resources
	Tier 1:
(1) Goodwill, (2) intangible assets, (3) assets recognised that relate to a defined benefit pension fund, (4)DTAs that rely on future profitability, (4)reciprocal cross holdings, (5)direct investments in own T1 capital instruments, (6)reinsurance assets arising from arrangements deemed to constitute non-qualifying reinsurance or arrangements, (6)encumbered assets in excess of the on-balance sheet liabilities secured by the encumbered assets and incremental ICS capital requirements in respect of those assets and liabilities,(7) the value of equity and debt owned by the group in entities that are excluded from the scope of the group.

Tier 2:
(1) reciprocal cross holdings, (2) direct investments in own T2 capital instruments. 

	-Value for goodwill equals O, and value of  intangible equals 0, unless the intangible asset can be sold separately and the insurer can demonstrate that there is a value for the same or similar assets that has been derived in accordance with Article 10(2), in which case the asset shall be valued in accordance with Article 10.  (see Art 12 DR). 
-Basic OF consist of excess of assets over liabilities reduced by the amount of own shares held by the undertaking (see Art 88 (1) Directive).
-participations in financial and credit institutions in excess of 10 % of the Tier 1 OF items which are not subject to any limit should be deducted from the amount of basic OF (see recital (40) DA)

Tier 1: 
Reconciliation reserve (T1 item) is reduced by: (1) amount of own shares, (2) forseeable dividends, distributions and charges)
	-Both in ICS and SII own shares should be removed from tier 1.
-Goodwill and intangible assets are treated equally in SII and ICS 
-in SII participations in financial and credit institutions in excess of 10% of T1 OF should be deducted from the basic OF

	Treatment of encumbered assets
	For 2017 FT, an encumbered asset is an asset that a group pledges as collateral to a counterparty in order to participate in certain activities (eg centrally cleared derivatives, OTC derivatives, mortgage borrowing, reinsurance). 
Amount deducted from T1 will be eligible for inclusion in T2 capital resources, subject to any limit that will apply on Tier 2. 

	-Consider encumbrances as including, but not limited to: (i) rights of set off; (ii) restrictions; (iii) charges or guarantees; (iv) holding of own-fund items of the undertaking; (v) the effect of a transaction or a group of connected transactions which have the same effect as any of points (i) to (iv); (vi) the effect of a transaction or a group of connected transactions which otherwise undermine an item’s ability to meet the features determining classification as an own-fund item; (see Guideline 13- 1.59(b))
- When the item together with the encumbrance displays the features required for a lower tier, and fulfills the requirements, it can be classified as a lower tier. (see Guideline 13- 1.61)
	

	Capital elements other than financial instruments 

	Tier 1 includes: (1) retained earnings; (2) share premium resulting from issuance of instruments included in T1 and other forms of contributed surplus earned from sources other than profits; (3) accumulated other comprehensive income (AOCI); (4) unrestricted reserves (*); (5) fair market value of equity-settled employee stock options; (6) non-controlling interests (NCI). 

Tier 2 includes:  (1) share premium resulting from issuance of instruments included in T2; (2) restricted reserves (**); (3) value of encumbered assets in excess of the on-balance sheet liabilities secured by the encumbered assets and incremental ICS capital requirements and incremental ICS capital requirements in respect of those assets and liabilities; 

	Tier 1: (1) Surplus funds (ie accumulated profits not made available for distribution to policyholders) (see Art 91 directive/Art 96(1) directive) 
(2) share premium account for paid-in ordinary shares and preference shares
(6) Minority interest in SII (see Art 330(4)  DR) except for minority interest in a (insurance/insurance holding company/financial holding company) subsidiary exceeding the contribution of that subsidiary to the group SCR and  any minority interest in a subsidiary ancillary services undertaking.
Tier 2: (1) share premium account for ordinary share capital and preference shares
	For Tier 1, items (1) and (2) seem to be aligned in SII and ICS. 

For Tier 1 items (3)-(5) in ICS there does not seem to be an equivalent in SII






(*) unrestricted reserves 
Reserves or profits accumulated by the Volunteer Group that are unappropriated and available to absorb losses from any source in the same way as other Tier 1 capital instruments or elements. 
Further, reserves that have been appropriated or specifically allocated under legislative or supervisory authority for a particular risk or subset of risks and that may become unrestricted may be classified as unrestricted reserves, subject to the conditions.
(**) restricted reserves 
Reserves or profits accumulated by the Volunteer Group that are appropriated and set aside for a specific subset or class of risks and that would only be released and available to absorb losses relating to a specific subset or class of risks upon a specific event or set of circumstances. In winding-up, restricted reserves would be available to absorb losses related to all policyholder claims.




4. [bookmark: _Toc493855439]The ICS risk charges
This chapter summarises the similarities and differences between ICS 1.0 and SII, including the calibrations of the ICS standard method set out in ICS 1.0. 
[bookmark: _Toc493855440]4.1 Risk taxonomy
The following modules are considered within the ICS standard method (note: green boxes indicate that an ICS risk category has a similar counterpart within the modules of the Solvency II standard formula, without necessarily meaning that the scenarios are the same; red boxes are used where for an ICS component there is no obvious counterpart in Solvency II; grey boxes indicate where there is no ICS component for a Solvency II module)



Number of risk categories/sub-modules:
· ICS: 15/16 (depending on whether premium and reserve risk are counted separately or not)
· SII: 28 
Correlation matrix between risks: the correlation factors of 25% are identical to those of Solvency II (for the risks market, default, life, health, non-life)

	
	Life
	Non-Life
	Catastrophe
	Market
	Credit

	Life
	100%
	25%
	25%
	25%
	25%

	Non-Life
	25%
	100%
	25%
	25%
	25%

	Catastrophe
	25%
	25%
	100%
	25%
	25%

	Market
	25%
	25%
	25%
	100%
	25%

	Credit
	25%
	25%
	25%
	25%
	100%



[bookmark: _Toc493855441]4.2 High-level principles reflected in the capital charges

	
	Similarities ICS vs SII
	Differences ICS vs SII
	Comments

	Look-through
	The look through is applicable to collective investments and to investments packaged as funds, 
“partial” look-through is recognised by both systems.
Capital charge when look-through is not possible is the highest equity shock.
	Solvency II extends the look-through to indirect underwriting risk and indirect counterparty risk.

	

	Risk mitigation
	Risk-mitigation techniques and renewal thereof are recognized by both systems
The assessment of basis risk as “non-material” is a prerequisite for the recognition in both systems
	Finite reinsurance is not singled out in ICS 1.0

ICS 1.0 applies a haircut to the value of the risk mitigating arrangement upon renewal
	

	Future management actions
	Recognised by both systems

	In ICS limited to reduction in liabilities for future discretionary benefits
	ICS recognition of management action should be extended, in line with SII

	Geographical diversification
	Recognised by both systems

	ICS 1.0 encompasses obviously more than EAA
	

	Correlation matrix between risks
	Recognised by both with the same correlation factors
	
	

	Loss absorbing capacity of deferred tax
	
	ICS 1.0 seems to not integrate this concept in the calculation of the solvency capital
	ICS should recognise LAC DT





[bookmark: _Toc493855442]4.3 Life insurance risk
Life insurance risk includes the same risk sub-modules as Solvency II, except for revision risk and catastrophe risk which are not present in SII in this form. For Life insurance risks, grouping of life insurance policies is admissible (similar homogeneous groups of risk under Solvency II). 
The following table summarises the Life risk component:
	Component
	ICS 1.0 factor for EEA
	Solvency II factor
	Similarities
	Differences
	Comments

	Mortality
	+12.5%
	+15%
	· Mortality risk module applies to policies that are contingent to mortality risk.
· The calculation is a scenario based stress, the level of which does not differentiate across geographical regions. 
	stress is applied to one of the following component: 1) the volatility of mortality rates, 2) the trend that mortality is expected to follow, and 3) the level of mortality. Solvency II stresses only apply to the latter.
	

	Longevity
	-17.5%
	-20%
	· Longevity risk module applies to policies that are contingent to Longevity risk.
· The calculation is a scenario based stress, the level of which does not differentiate across geographical regions. 
	stress is applied to one of the following component: 1) the volatility of longevity rates, 2) the trend that longevity is expected to follow, and 3) the level of longevity. Solvency II stresses only apply to the latter.

	

	Morbidity/disability:
-Inception rates
-Recovery rates
-Claims payments
-Inflation
	Up to +25% depending on category
 -20% (only applicable to category 4)

	+35%/-20%+
25%[footnoteRef:2]/-20% [2:  Solvency II has two different scenarios for change of the assumed inceptions rates for the next 12 months and for the assumed inception rates for the following years (Art. 139 of the Solvency II Delegated Acts).] 

(+/-5%)[footnoteRef:3] [3:  Scenarios affecting claims payments and inflation are only relevant for health (SLT) business under Solvency II (Art. 155 of the Delegated Acts).] 

(+/-1%)
	· Morbidity/Disability risk module applies to policies that are contingent to Morbidity/Disability.
· The calculation is a scenario based stress, the level of which does not differentiate across geographical regions. 

	· ICS 1.0 is designed as 4 benefit categories, each divided in 3 segments by initial contract term: Short-term, medium-term, and long-term. 
· The risk charge for the 3 first categories only applies to the inception rates when claims cost are modelled using inception rates and/or recovery rates. 
· If there are no inception rates, recovery rates are to be used. For the 4th category, the risk charge is determined as the maximum of the inception rate risk charge and the recovery rate risk charge.
· Solvency II does not have such categories distinctions and always apply for the risk charge the inception rate and the recovery rates.
	The additional granularity within the ICS approach can result into complexity

	Lapse:
-lapse up
-lapse down
-mass lapse
	
+40%
-40%
+30% (retail) /+50% (other) 
	
+50%
-50%
+40% (retail)
/+70% (other)
	· Lapse risk module applies to life and health similar-to-life policies.
· The calculation is a scenario based stress, the level of which does not differentiate across geographical regions. 

	· ICS 1.0 is designed as 3 components: the level, the trend, and the mass lapse. 
· However, the level and the trend are combined into one item (which can go down and up). 
· Solvency II only has 2 components: the level (which can go down and up), and the mass lapse.
· ICS 1.0 is designed as the maximum of the level down and level up of the combined level and trend component, and the mass lapse component. 
· The solvency II design is the maximum of the level down, the level up, and the mass lapse. 
· The ICS 1.0 mass lapse risk is applicable to homogeneous risk groups, whereas under solvency II, mass lapse is applicable only to policies with a positive surrender strain.
	

	Expense Risk:
-unit expense assumptions
-inflation
	
	
	· The design includes both a unit expense component and an inflation component.
· The correlation factor between the unit expense component and the inflation component is 100%.
· For the EEA and Switzerland (but also USA and Canada, and Japan), the stress level for the ICS 1.0 is calibrated at 1% for the inflation component, on a par with that of Solvency II.
	· For the unit expense component, the stress level for the ICS 1.0 is calibrated at 6% or 8%, depending on the market, which is lower than that of Solvency II (ie 10%).

	

	Correlation factors within life risks
	All the correlation factors are similar
	
	· The design includes both a unit expense component and an inflation component.
· The correlation factor between the unit expense component and the inflation component is 100%.
· For the EEA and Switzerland (but also USA and Canada, and Japan), the stress level for the ICS 1.0 is calibrated at 1% for the inflation component, on a par with that of Solvency II.

	
	




The following table provides the correlation factors within the life risks which are similar to Solvency II no comments
	Component
	Mortality
	Longevity
	Morbidity/disability
	Lapse
	Expense Risk

	Mortality
	+100%
	-25%
	25%
	0%
	25%

	Longevity
	-25%
	100%
	25%
	25%
	25%

	Morbidity/disability
	25%
	0%
	100%
	0%
	50%

	Lapse
	0%
	25%
	0%
	100%
	50%

	Expense Risk
	25%
	25%
	50%
	50%
	100%




[bookmark: _Toc493855443]4.4 Non-life insurance risk:
ICS for the non-life insurance risks in ICS 1.0 has a factor-based approach. The non-life insurance risks within ICS 1.0 are made up of premium and reserve risk. Unlike Non-life in Solvency II, which subsumes also lapse and catastrophe, lapse risk is non-existing, and catastrophe risk is designed as a major risk module in its own right (as opposed to being spread into sub-risk modules in Solvency II). 
The following table summarises the non-life risk component:
	Component
	Similarities ICS vs SII
	Differences ICS vs SII
	Comments

	Premium & reserve risk
	· The volume measure for reserve risk is the net current estimate as under Solvency II.
· Geographical diversification is taken into account on a par with Solvency II via a 25% aggregation factor.
	· Lapse risk for non-life does not exist in ICS.
· The volume measure for premium risk in the ICS 1.0 is based on the net premiums earned (Solvency II combines written and earned premiums).
· The aggregation steps for ICS introduce the notion of aggregation by categories by applying a correlation factor depending on the following categories: Property like, Liability like, Motor like, other (This is unlike Solvency II which relies on aggregation per lines of business).
· ICS aggregates premium and reserve risk by applying 25% correlation (Under Solvency II the correlation between premium and reserve risk is for all segments 50%.
	No comment 



Premium risk - the following charges apply to premium risk (red text colour indicates where ICS charges are more severe):
	

	LoB under Solvency II
	Premium
IAIS
	Solvency II[footnoteRef:4] [4:  Under Solvency II, the standard deviation factor is multiplied with three in the formula for premium and reserve risk.] 


	Medical expense insurance
	15%
	15%

	Income protection
	25%
	25.5%

	Workers' Compensation
	25%
	24%

	Motor vehicle liability - Motor third party liability
	20%
	24%

	Motor, other classes
	20%
	24%

	Marine, aviation and transport
	35%
	45%

	Fire and other damage
	17.5%
	24%

	General liability - third party liability
	35%
	33.6%

	Credit and suretyship
	35%
	28.8%

	Legal expenses
	15%
	21%

	Assistance
	15%
	27%

	Miscellaneous financial loss
	30%
	39%

	Non-proportional health reinsurance
	50%
	51%

	Non-Proportional Casualty reinsurance
	55%
	51%

	Non-proportional marine, aviation and transport reinsurance
	55%
	51%

	Non-Proportional property reinsurance
	45%
	51%



Reserve risk – the following charges apply to reserve risk (red text colour indicates where ICS charges are more severe):
	

	LoB under Solvency II
	Reserve
IAIS
	Final Solvency II

	Medical expense insurance
	10%
	15%

	Income protection
	35%
	42%

	Workers' Compensation
	25%
	33%

	Motor vehicle liability - Motor third party liability
	15%
	27%

	Motor, other classes
	15%
	24%

	Marine, aviation and transport
	25%
	33%

	Fire and other damage
	17.5%
	30%

	General liability - third party liability
	25%
	33%

	Credit and suretyship
	50%
	57%

	Legal expenses
	40%
	36%

	Assistance
	50%
	60%

	Miscellaneous financial loss
	35%
	60%

	Non-proportional health reinsurance
	45%
	60%

	Non-Proportional Casualty reinsurance
	40%
	60%

	Non-proportional marine, aviation and transport reinsurance
	40%
	60%

	Non-Proportional property reinsurance
	40%
	60%




[bookmark: _Toc493855444]4.4 Catastrophe Risk
The IAIS promotes the use of stochastic models (eg internal models or models provided by vendors) and no standard method is prescribed. A comparison with the Solvency II standard formula is therefore not possible.

ICS 1.0 includes perils beyond the ones considered for Solvency II as evidenced by the table below 

	
	ICS
	Solvency II
	Similarities
	Differenced
	Comments

	Natural
Catastrophe
	Tropical cyclone, hurricane, typhoon
Extra-tropical windstorm / winter-storm
Earthquake
Other material natural perils such as
· Flood
· Tornado, hail, convective storms
· Other risks
	

Windstorm

Earthquake


Flood
Hail


Subsidence (only FR)
	Catastrophe risk affect life and non-life business
	
	

	Other catastrophe scenarios
	Terrorist attack
Latent liability
Pandemic
Credit and surety
	Fire
Liability
Pandemic
Marine
Aviation
Credit and suretyship
	
	ICS limits the scope of Life and similar-to-life risk to to pandemic and terrorism. 
	

	NP-property reinsurance[footnoteRef:5] [5:  Solvency II has a factor-based sub-module for non-proportional property reinsurance (Art. 127 of the Delegated Acts).] 

	N/A
	
	
	
	

	other[footnoteRef:6] [6:  Solvency II has a factor-based sub-module for other non-life catastrophe risk (Art. 135 of the Delegated Acts).] 

	N/A
	Transport
Transport reinsurance
Miscellaneous financial loss
	
	
	



[bookmark: _Toc493855445]4.5 Market Risk
The market risk component consists of five sub-components:
1. Interest rate risk
2. Equity risk
3. Real estate Risk
4. Currency Risk
5. Concentration Risk

	Risk categories
	ICS 1.0
	Solvency II
	Similarities
	Differences
	Comments

	Interest rate 
	Defined to be the aggregate losses from a series of stress scenarios, calibrated to the 99.5% confidence level.

These are designed to capture first and second order interest rate risk as well as optionality and other non-linearity.

The scenarios are
1. Mean reversion
2. Level upward stress
3. Level downward stress
4. Twist up to down
5. Twist down to up
Scenarios 2-5 have a floor of 0 (ie only losses applicable). The maximum from the two pairs of shocks (ie 2&3 and 4&5) are added using sums of squares and then added to the impact of the mean reversion scenario.

Only the liquid parts of the curve (segment 1) are stressed under the scenarios.

The stress for the stable part of the curve based on the LTFR (segment 3) is 10%.

	Defined to be the maximum of the loss incurred from an increase or decrease shock scenario.

The shocks are prescribed to be a proportion of the existing interest rate, varying by term. 

The increase scenario has a minimum shock of 1%.

Negative rates are not subject to a shock. 

The stress for the stable part of the curve based on the is 20%.

	A shock is applied to the stable part of the yield curve for both ICS and SII.
	ICS incorporates an impact for mean reversion

ICS is designed to better capture second order interest rate movements and inherent optionality
	The ICS interest rate shock is more complicated and possibly over-engineered to an extent but arguably captures the risk better.

ICS opens the possibility that negative rates are shocked although there is no minimum negative shock applied


Insurance Europe position is that only the liquid part of the curve should be shocked and then extrapolated to the LTFR/UFR.

	Equity
	2 simultaneous stresses applied:
1. Price down
2. Vol up
4 categories: 
1. Listed/ developed – 35%
2. Listed/emerging – 48%
3. Hybrid debt/pref shares – 49%
4. Other – from 4% (AAA/AA) up to 35% (B and below) 


	Stress on prices  “symmetric adjustment”

Roughly 5 levels of SCR:

1. Type 1 equity (listed) – 39% +symmetric adjustment
2. Type 2 equity (unlisted/funds) – 49%+symmetric adjustment
3. Strategic investments – 22%
4. Infrastructure project finance – 30%
5. Infrastructure corporates – 36% 

	Both stress level of prices

Level of capital requirements are roughly comparable, with the exception of strategic/duration based equity in SII which gets a significantly lower charge, ie 22%
	ICS adds a stress on volatility
	Insurance Europe already advocated for the removal of the volatility shock, however IAIS believes this should stay 

IAIS notes it is considering for ICS 2.0 further granularity, eg infrastructure 

ICS should include a category for strategic/
long-term equity investment


	Real Estate
	25%
	25%
	
	
	

	Currency
	Need to identify net short and long positions, by allowing 10% of liabilities to be deducted 

If net long position=> decrease in the value of the foreign currency

If net short position=> increase in the value of the foreign currency.


	25% charge on all net positions

No diversification between currencies allowed

	
	SII doesn’t allow for any recognition of foreign currency needs above actual liabilities


Shocks have different design and levels  
	Not straightforward to compare ICS vs SII; while ICS charges are higher, ICS also allows for 1) diversification and 2) recognition of 10% with no charge on top of liabilities

EIOPA is currently considering adoption of ICS approach in SII review

	Concentration
	Thresholds are defined and exposures above thresholds are penalised


No diversification allowed

Threshold are 3% for AAA, AA, A, BBB and 1.5% for BB and below

Charge is 15% for AAA,AA; 25% for A, BBB and 50% for BB and below



Real estate: 3% threshold and 25% charge
	Thresholds are defined and exposures above thresholds are penalised

Diversification allowed

Threshold are 3% for AAA, AA, A and 1.5% for BBB and below

Charge is 12% for AAA, AA; 21% for A, 27% for BBB and 73% for BB and below

Real estate: 10% threshold and 12% charge
	Similar design

Both exclude government debt
	Capital requirements are slightly different and ICS doesn’t allow diversification

Approach on real estate concentration is different
	SII approach seems slightly better

	
	NOT PRESENT
	PRESENT
	
	Most debt is calibrated under spread risk in SII
	ICS capital is significantly lower for most debt because it is not calibrated based on spread risk, but based on credit risk (see further down)






Additional background on interest rate risk
The ICS sub-component for interest rate risk consists of five scenarios: mean reversion, level increase in interest rates, level decrease of interest rates, twist stress up to down, twist stress down to up. Solvency II only considers two scenarios, a non-level increase in interest rates and a non-level decrease in interest rates.

The IAIS defines the scenarios with different formulas than the Solvency II scenarios. The stressed curves are published together with the discounting curves.
The graph below illustrates the impact of the scenarios on the ICS euro yield curve under the general bucket approach.

[image: ]



[bookmark: _Toc493855446]4.6 Credit Risk 
The following table illustrates the key differences between ICS and SII in the scope of the credit risk module:
	ICS 1.0
	Solvency II
	Similarities
	Differences
	Comments

	Incorporates all types of debt including:
· Public sector entities
· Corporates
· Reinsurance
· (re)Securitisations
· Mortgage loans
· Other


	SII counterparty default risk has a very limited scope of risks, including:
· Reinsurance
· Derivatives
· Cash/deposits
· (some) mortgage loans
	Limited 
	Major due to the fact that all debt charged under spread risk in SII is under credit risk in ICS
	IAIS notes approach is inspired by Basel framework for banking, and also notes that spread risk may be considered for ICS 2.0




[bookmark: _Toc493855447]4.7 Examples of how various investments are treated under ICS vs SII

The table below exemplifies some key differences between ICS and Solvency II in the measurement of investment/market risk:

	Solvency II exposure class
	Equivalent ICS  exposure class
	Similarities
	Differences
	Examples
	Comments

	Corporate bonds, rated by a nominated ECAI
	Senior debt obligations
	Corporate bonds also include nationally/municipally owned companies, as opposed to S2, where there is an ITS which contains a list of nationally owned entities, which classify as national government exposures.
	Subordinated debt in SII is charged like all debt under spread risk, while in ICS it is charged under the equity risk
	5y AAA: SII 4.5% vs ICS 1.4%  15y AAA: SII 9.5% vs ICS 2.5%  15y BBB: SII 25% vs ICS 6%
	Significantly higher capital requirements in SII

	Unrated bonds
	Unrated bonds
	
	Charged under spread risk in SII, credit risk in ICS
	5y: SII 15% vs ICS 12.5%  10y: SII 23.5% vs ICS 12.7% 15y: SII 29.5% vs ICS 12.7%
	Significantly higher capital requirements in SII

	RGLA
	Public sector entities
	
	Under Solvency II, RGLA in the EU receive a capital charge of 0% if they meet the conditions in Article 215 of the Solvency II L2 text.
	5y AAA: SII 0% vs ICS 0.7%    10y AA: SII 0% vs ICS 1.1%   15y BBB SII 0% vs ICS 4.9%
	Significantly higher capital requirements in SII

	Securitisations - split into type 1 ("high quality") and type 2 ("low quality")
	Securitisations      (defined in the ICS as an ABS, MBS or ABCP + any pool of assets, whose cashflows are used to make payments towards at least two different tranches)
	
	No split high/low quality in ICS and everything in ICS based on credit risk, while in SII on spread risk  
	5y AA high-quality: SII 15% vs ICS 1.4%    5y BBB high-quality: SII 15% vs ICS 4.5% 5y BBB low quality: SII 98.5% vs ICS 4.5%  
	Significantly higher capital requirements in SII



[bookmark: _Toc493855448]4.8 Operational Risk

	
	Similarities ICS vs SII
	Differences ICS vs SII
	Comments

	Operational risk
	· The ICS 1.0 component for operational risk follows a factor-based approach. 
· The Operational risk follows an approach similar to that of Solvency II in terms of design, with the exception of the fact that the risks linked to the unit-linked business are taken into account by using a factor applied on the reserves rather than on the expense.
· The component for operational risk is split into the following business types (with the following formula)[footnoteRef:7] [7:  The elements of the formula are calculated with the following formula (i representing either non-life or life (risk)):

] 

· Non-life
· Life where the company bears the investment risk (referred to as “life (risk)”
· Life where the policyholder bears the investment risk (referred to as “life (non-risk)”

	· In terms of methodology, Solvency II chooses a different approach for the calculation of the operational risk.
· The input is in a first step aggregated over the volume measures for premiums and for technical provisions across the business types (life and non-life).
· Then the maximum is chosen, ie the SCR for operational risk is either based on the input for premiums or on the input for technical provisions. 
· Solvency II only includes a surcharge for growth in the element for premiums. In the ICS the surcharge for growth is added to the input for gross written premium (GWP) and the input for gross current estimate (GCE)[footnoteRef:8]. [8:  GCE stands for Gross current estimate (and is in line with Solvency II gross best estimate)
] 

· The element for life (non-risk) is based on expenses instead of technical provisions under Solvency II.
· The elements for non-life and life (risk) use as input for volume measures the Gross written premiums (GWP) (Solvency II uses gross earned premiums (GEP).
· The volume measure is further split down into direct business and assumed reinsurance business. Solvency II does not make this distinction.
· In Solvency II, the combined SCR for operational risk for non-life and life (risk) is capped at a level of 30% of the basic SCR

	The ICS approach to operational risk seems to be very complex relative to its size
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