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EIOPA's catastrophe risk work stream (CAT WS) - 
Draft minutes for 24 May 2017 meeting

Participants: Joaquín Benavides (CFO Forum), Jens Berger (BaFin, DE), Michael Brunner (CRO Forum), Ian Cook (Willis Towers Watson), Susanne Diebel (AIR), Lars Dieckhoff (EIOPA), Matthew Eagle (Guy Carpenter), Fabrice Felden (RAB), Camille Graciani (EIOPA), Eduard Held (PERILS), Silvia Herms (AMICE), Olav Jones (Insurance Europe), Tom Jowett (JLT Re), Francisco Loureiro (ASF, PT), Laurent Marescot (RMS), Roy Nitze (EIOPA), Ioannis Papanikolaou (Academic, GR), Victorien Poncelet (ACPR, FR), Nicolas Pondard (PRA, UK [via phone]), Laura Prieto (MINECO, ES), Françoise Renglet (NBB, BE), Simon Simonsen (FTNET, DK), Jörg Steffensen (RAB), Arturo Valerio (IVASS, IT), Justin Wray (EIOPA)

General remarks
EIOPA will prepare a template for the WS's input to the SCR review Project Group; this template will contain categories to be filled by respective WS member(s) responsible for each particular topic (see mandate); the categories will comprise (non-exhaustive): description of the topic, outline of the current approach (assumptions, potential drawbacks/advantages), discussion of policy options ("do nothing", option 1, …, option n), reasoning and evidence for the new approach(es)/re-calibration(s), impact assessment, recommendation to SCR review PG, annexes (where necessary)
This template will subsequently be processed by EIOPA staff towards the final input to the SCR review PG on the Technical Advice;
· It was agreed to use the PERILS database as the primary source for evidence and test datasets where data is available; this means, that Eduard will be responsible for the organisation of the exposure data collection and processing; he will contact the vendors in order to start the process of collecting data sources and contributors to the calculations; PERILS will provide input to the vendors on each scenario, where PERILS datasets exist; only where PERILS does not have data available, members (especially vendors) are asked to apply own data to there models; where no data (or even model) is available from sources within the group proposals on how to obtain the necessary data endowment should be made by members, in order to provide a good basis for the quantitative analysis done by the CAT WS. E.g. Michael suggested to use GDP data for the split on CRESTA zones, if no other source is available. Although not the best proxy for industry exposure data that one can imagine, it can easily be retrieved from the European statistical office.
· Joaquín, Olav and Laurent agreed to provide a short document describing which methodological elements of the work of the CAT WS for each recalibration should be documented, as documentation was identified to be key for the CAT WS's output and later replicability of results; EIOPA will separately check with Nicolas, whether he is able to join this group [he has accepted, thanks to Nicolas and to the work stream];
· Feedback from IPC:
IPC chose to allocate USP for Nat Cat to CAT WS: CAT WS to discuss possible options for USP applications in Cat risk sub-module in case of resource availability after finalisation of tasks within scope current mandate (simplifications and re-calibration topics)
IPC decided in favour of keeping current approach to Contractual Limits: alternative solutions (applying firm/contract specific - as opposed to market average - contractual limits and deductibles) would significantly increase complexity of the SF approach -> would run contrary to simplification mandate; this means documenting the average deductibles, contractual limits and similar that are taken into account in the calibration are important for the purpose of the ORSA - could point to recommended usage of (partial) internal model for the affected undertaking.
Agenda: approved (with necessary amendments due to availability of input on short notice).
Allocation of tasks to the timeline until Sep/Oct 2017: approved (as "tentative")-
Discussion on data and level-of-prudence issues around aggregation / disaggregation approach for the NatCat simplification
Matthew presented an Excel table ('20150506 -  EIOPA CAT Helper tab GC.xlsm'), showing volatility and anomalies for different proposals on how to implement additional prudence with the discussed method for exposure assignment to CRESTA zones, based on market-wide exposure: none of the analysed options (from 'highest CRESTA relativity factor' [CRF] as 'maximum prudence' alternative, the 'average of the highest 50% of the CRFs', to the '75th percentile of the CRFs' as the 'minimum prudence' alternative regarded here; CRESTA zone relativities per country and peril) was dominant over the others in terms of magnitude of acceptable/required additional prudence; further discussion needed before assessment and recommendations/options are given to the SCR review PG;
Some members raised concerns regarding potential disincentives the discussed (additional prudence of the) market-wide exposure based CRESTA zone disaggregation approach could mean in respect of additional capital requirements imposed on undertakings and associated gaps in available insurance cover for national NatCat risks: 
· WS members again pointed out that undertakings, which aim to apply the simplified approach, must not have substantial exposure (in relation to their overall balance sheet) to the risk of the respective Standard Formula sub-module; therefore, additional capital requirements, caused by the use of the specific simplified approach, should, if any, not be of significant amount for such undertakings; 
· It was repeated that all simplification approaches will be optional and will therefore _not necessarily_ lead to higher capital requirements for firms eligible for using the Standard Formula;
· it might be worthwhile to discuss the opportunities and threats of the "do nothing" option (no simplification at all) along with actual simplification approaches on each simplification topic;
-> Laura volunteered to prepare a written assessment ("do nothing" vs. market-wide exposure based CRESTA zone disaggregation approach) in collaboration with Michael, Arturo and Olav, using the EIOPA template as outlined under "General remarks" above. Laura's sub-group will circulate soon a draft to CAT WS members for comments and with a view to be able to have a first discussion of the paper during 15 June 2017 telecon, in order to present an advanced version at the next physical meeting on 28 June 2017.
Possible approaches to HealthCat and Man-made Cat simplifications
Mass-accident and pandemic risk - 'benefits payable'
Victorien presented findings for parts of the FR market, pointing out significant differences in the assumptions on costs for medical treatment (consultation, hospitalisation) within mass-accident and pandemics scenarios;
Members agreed that any effort to harmonize the assumptions/the application of the scenarios would not render a simplification; nevertheless, a need for consistent application of the scenarios was acknowledged by members; it was suggested to propose to the SCR review PG to envisage clarification and thereby increase consistency via Level 3 Guidelines by EIOPA on the topic; the CAT WS could give input on this flexible solution in terms of comply-or-explain.
Victorien, Joaquín and Silvia will develop ideas for an analysis; first input will be given for the 15 June 2017 telecon with a view to provide substantial input for the discussion on the topic next physical meeting on 28 June 2017.
10 years disability issue
It was pointed out that recovery from disability would be more likely after 3a or 5a, rather than after 10a; thus, it was suggested by some members to remove the 10a disability scenario for simplification;
While some members demanded to have just 'one permanent and one temporary' disability scenario, others stated that treating 10a disability as 'permanent' would exaggerate the risk;
EIOPA staff asked, whether the mismatch between the recovery assumptions in the scenarios and the contractual cover affects other Member States than France as well and whether any such divergence renders a problem in terms of assigning contracts to scenarios; for any proposed change, evidence would be needed;
Victorien agreed to provide a written discussion, together with Silvia, of whether the issue would require a simplification, or rather a re-calibration; the paper, based on the EIOPA template, should specify options for redress and potential solutions. First ideas to be discussed during 15 June 2017 telecon, mature version of the document for first conclusions during 28 June 2017 meeting.
Fire risk
Some background for the current approach was given by Ian: the reason why the 'explosion' event is covered in parallel to traditional fire and conflagration risk in the current scenario is the 2004 Enschede (NL) fireworks disaster; members agreed that the sub-scenario should be kept integrated also in the future approach, as it was assessed as a reasonable 1-in-200a event proxy;
Olav and Fabrice outlined their recent discussion on the issue, pointing out two main requirements for the future simplified approach: a) implementation costs of the new approach must not be so burdensome that the simplification renders eventually useless, b) it must be a solution to the net exposure (net of reinsurance) issue in itself, as any clarification in a later review of the Reinsurance Guidelines would not be timely available;
Members agreed that the split between residential and commercial property increases the risk-sensitivity, proportionality and appropriateness of the approach and should be used in the future simplified scenario, although it might not immediately be regarded as a simplification; focussing on the five largest risks within the portfolio was also welcome w.r.t. increased risk-sensitivity, along with the abandoning of any factor based approach;
Flood & windstorm risk HU - presentations by Gabriella Merész (HU NCA)
HU Flood:
Two CRESTA zones where identified having potentially too high relativity factors (CRF): Györ city area and Csongrád area;
Ian reported that the previous CAT TF had little data on HU flood scenario available in the past; the proposal to divide the Csongrád CRESTA zone in two sub-zones (rural, urban) was assessed to not be inappropriate, as it would lack proper relation to the remaining zones in the scenario; rather, a full recalibration of the HU flood scenario with the larger dataset available today was recommended; Laurent offered to provide data and input on the overall HU Flood scenario;
A split into residential and commercial exposure was also suggested, but finally rejected, as the CRFs rather measure concentration within each particular zone (CRF is higher, in case pointwise exposure concentration heavily varies within the CRF) - any split would not improve the accuracy, but rather double the problems.
· HU windstorm:
Ian reported that the scenarios considered by the previous CAT TF were selected according to whether they exceeded the threshold of 1/15th of the highest loss peril in each country; that e.g. led to IT Hail to be disregarded first, but was later taken into account, following additional supportive reasoning;
Members suggested a staggered approach: check 1/15th threshold first; if the scenario failed according to this criterion, the interested party should provide further justification for introduction of an additional scenario, which is subsequently decided on; the overall set of scenarios available within the SF is subject to ongoing review (also beyond the current exercise);
Gabriella (HU) agreed to submit to the CAT WS a note providing further evidence and taking into account the aforementioned staggered approach;
Response from previous CAT TF members on recalibration scenarios - was merged with
GR Earthquake - and with
SK Earthquake
Hjörtur Thraínsson provided helpful input to the group via dial-in; he gave an account of what was considered in the previous CAT TF in respect of the different scenarios;
W.r.t. the GR EQ scenario, Hjörtur confirmed that the current CRESTA relativity factor assignment was the result of a correction; this is the explanation for the detected, but undocumented change that was made during the publishing process of the Delegated Regulation; the issue of seemingly weird correlation patterns (high correlation between spatially remote areas within a scenario) was explained as being not related to single physical events (e.g. EQ, which happen to have only one epicentre at a time), but to the aggregation over time in order to arrive at a distribution, from which the 1-in-200a loss can be read off - this aggregation over time, which cannot be avoided, especially in light of scarce data, could have led to unexpected correlation patterns; nevertheless, certain peculiarities, such as the seemingly weird pattern that appears for the GR EQ scenario across the border to BG, deserve a closer analysis by the group; probably, a "full balkan event set" should be taken into account when this is done, in order to avoid strong divergence in risk factors across a relatively small area; it was also suggested to probably cross-check the CRFs with exposure data (or proxies thereof) from the Bank of Greece, where available;
It was concluded that industry exposure might have changed significantly in certain scenarios and this should trigger an assessment on whether a recalibration - rather of the full scenario, than of single zones - should be considered, where an analysis proved the suspected change; for this purpose, if no better industry exposure data is available, GDP could be used as a proxy; this was largely supported, also in relation to the overall agreed approach of using first and foremost PERILS as the source for data;
Ioannis reported that he did not receive yet input from the SK scientists on the SK EQ scenario for further analysis, but will connect with them; it was pointed out that GR EQ and SK EQ might be able to be shifted to some extent in the tentative timeline, but the CAT WS needs to conclude on early introduced recalibration topics as quickly as possible in order to have sufficient resources for the remaining topics.
IT Earthquake
The discussion mainly focussed on deductibles and contractual limits (D&CL) and their application within the IT EQ scenario: evidence from IT industry suggests that the outcome of the SCR for IT EQ is overestimated in many cases;
Members agreed to check whether significant changes in the level and application of D&CL could be detected over time and if the current set of parameters take appropriately into account average D&CL on the IT market; Matthew and Tom agreed to look into Lloyd's realistic disaster scenarios for this purpose, and Laurent will do this from the modeller's perspective, based on PERILS industry exposure data set (Eduard confirmed that IT EQ exposures and associated D&CL data are available); Arturo will provide further input from IT industry;
In case deviations are confirmed by the analysis, the current parameters will need to be recalibrated
Arturo also raised two other questions: 1) where the undertaking specific contractual limit is below the result of the SCR calculation, there can be ex-post adjustments to limit the SCR; how can similar ex-post adjustments be done for undertaking specific deductibles? 2) how should insurance undertakings value the risk-mitigating effect in the SCR due to CAT bonds? It was explained that this is more a matter of providing guidance on how to apply the current regulation, hence the CAT WS will not dedicate time on the matter of CAT bonds for the moment. 
AoB, Next steps
Some colleagues might be involved in a supervisory college on 27 - 28 June 2017 and might therefore not be available for the June physical meeting;
EIOPA seeks to avoid having meetings directly adjacent to national public holidays (in DE) w.r.t. travel planning issues (scarce flight seats, hotel rates);
Tasks for specific members are highlighted under the respective topics.
Two tasks within the simplification section remain uncovered so far:
Motor vehicle liability risk sub-module (rather clarification, than simplification): Jens will check whether BaFin can provide technical expertise on the issue
Marine risk sub-module: Matthew will check with Helen Bradley (she was member of / working on some topics of the previous CAT TF), whether she can provide some comments; Matthew also suggested to look into Lloyd's "realistic disaster scenarios" to check whether some input is available there; Tom also kindly volunteered to look into the issue; it is suggested to have an exchange here between GC/Helen Bradley and JLT/Tom Jowett directly, based on the outline in the CAT WS mandate.
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