This response only focusses on Q7.1 and Q7.2 with regard to the granularity of the existing standard formula cat scenarios and the possible simplification of these scenarios.

During the first physical meeting the group generally felt that most entities had already put processes in place to capture the data and compute the Gross Cat Risk Charge and that EIOPA should not respond to the request for simplification by making too many major changes. In addition there was also a recognition that for some the SF for NatCat  is already (too?) simplified and does not for example reflect differences in line of business (Residential, Commercial etc.) or coverage (Buildings, Contents etc.).

However there was an understanding that EIOPA and supervisors should at least consider offering a simplified version of the NatCat SF for companies that could demonstrate that cat risk was not overly material to them (relative to other risks?).

Suggestions for Simplification

The first idea (which was in the notes circulated prior to the first physical meeting) was to look at grouping some Cresta zones.  The proposal suggested that when doing this the maximum Cresta relativity of the grouped zones would be taken to ensure that any new Cat charge was on the prudent side (higher than the existing). This question of whether a simplified version should or should not be more prudent than the existing requires clarification.

However it was generally felt that the existing zones already matched administrative or postcode based boundaries and that grouping some zones (for example to reflect hazard) to reduce the number would not actually make data collection and data entry any easier for entities. Most entities would still capture the aggregate exposure at Cresta and would  then have to group themselves to use the new zones, so this really does not make any sense (at least to me).

So the suggestion was made that if we are to start grouping we should group all the way to Country-level TIV and apply a factor at this level. This would be genuinely simply. Entities would only need to know their total country exposure and this would avoid any use of Cresta relativities and of the aggregation matrix.

A second suggestion to allow entities to enter only country level TIV was put forward which involves providing a way to allow entities to disaggregate their country-level TIV. This is discussed in Option 2 below.


1. Applying a factor to Country Level TIV

Firstly EIOPA will need to decide whether they wish to allow companies using this simplification to use the current market factor (Q) or to use a factor with some prudence built-in. It could be argued that if entities can use the market (average) factor then there would be limited incentive to use the existing formula. If an entity can just enter Country-level exposure and get a similar cat charge to using Cresta level then why not? But if this option is only allowed for companies with limited cat risk then do supervisors need to introduce prudence in this option? 

If EIOPA does wish to introduce some prudence in this option we said we would need to find an ‘automatic’ mechanism that could be applied to all the existing scenarios to derive these new factors for country level TIV.

The existing spreadsheets are meant to be calibrated so that if a company has a typical distribution of exposure by Cresta then they will get a Cat Charge close to the market factor. This does not always happen (Greece EQ was an example) but this is my understanding of how the original worksheets were calibrated.

The attached spreadsheet shows examples based on BELGIUM (this just happened to be the first one I used partly because it only has a few zones).

NOTE: This workbook needs improved formatting and I am sure the formulas could be more elegantly done. We can tidy up once we have discussed further on our next call.

In the attached example I have set client exposure to EUR 50bn. As each entity will be different I have set the sheets up to randomly generate example client data by zone in Column B. This is so we can compare the options against what the client would get now using the existing standard formula. You just need to hit the F9 key to manually re-calculate to see how the options would compare to the existing SF for each random set of client exposure. (Note: I still need to fix to ensure can’t get more than the 50bn)

First set of options

1. Apply the existing market factor (Q) to the Country TIV. So no prudence introduced.

1. Base the factor on the highest Cresta relativity, so use Q x Max(Relativities). – This was discussed and thought to be far too punitive (the Belgium example shows this). This is essentially the worst case scenario that would occur with existing SF if a company had all exposure is the worst risk zone. This will be more punitive for perils with large variation in relativities (e.g. BE_FL and BE_EQ) and less punitive where the relativities are more similar (e.g. BE_WS)

1. I looked at using the Q x (75th Percentile Relativity). So not the max but higher than average. In some cases this is still quite extreme, although this may be less extreme when looking at scenarios with more zones.

1. I also looked at using Q x (the average of the top 50% of relativities). Again for Belgium this looks quite extreme for FL and EQ.

We need to test these options and any other suggestions the group may have against the other countries and perils. I did not want to do this until we had more feedback.


1. Disaggregating Country level exposure

We discussed on what basis the data would be disaggregated. My suggestion was to use a view of the market exposure but which view?  In the attached example I have shown an example where we have 4 sources of the industry exposure (e.g. AIR, CoreLogic, RMS and PERILS) and then use the average of these sources. Other sources such as (reinsurers, brokers and insurance associations) may exist but for some perils fewer sources will exist.

We at Guy Carpenter would be happy to assemble these average views under some kind of NDA with suppliers. Otherwise the group should consider who would be better placed to do this.

From this the worksheet would provide a percentage allocation per zone. This is applied to the Country TIV to split the exposure by zone and the existing SF is then applied to this disaggregated exposure.

[bookmark: _GoBack]One issue here is that if the Cresta allocations used for disaggregation are similar to the industry exposure used by whoever calibrated the existing scenario then the results will be similar to the existing SF. In other words no prudence is introduced. 
