	


Please note these comments are based on a preliminary analysis of the updated draft Delegated Acts and will change following members’ feedback and further analysis


Solvency 2 – Priority issues to be addressed in finalising Delegated Acts


1. Previously identified priority issues:

Following a preliminary analysis of the updated Delegated Acts released on 14 March, we think that the following summarises the status for the priority issues we had identified and more widely the issues listed in “ECO-14-044 Draft Insurance Europe Comments on the SII draft delegated acts (January Expert Group)V7”. 

Long Term Guarantees  

Volatility Adjustment 
The text now includes specification for the country-specific as well as currency-specific portfolio (positive)
It has been clarified that the assets in the representative portfolios should represent those that cover the best estimate liabilities (positive) but these still include equity and property with no change to the formula used to calculate the spread in order to prevent diluting the impact of the VA (negative)
Securitisations have also been included in the representative portfolio (positive?)
The risk-adjustment applied to the spreads has been made more explicit (positive). However, there is still no detail on how this will be done. It has to be aligned with how this is done for the matching adjustment (positive for corporate bonds, negative for government bonds).  Furthermore, the risk-adjustment includes allowance for “any other risks” which has not been defined and risks further dilution of the adjustment (negative)

Matching Adjustment 
The issue with double counting has been resolved as the text now specifies that the fundamental spread should only deduct the “portion of the fundamental spread that has not already been allowed for by adjusting the cash-flows of the assigned portfolio of assets” (positive)
Articles 70, 194, 195 now include matching adjustment portfolios alongside Ring Fenced Funds (RFF) – effectively applying the same restrictions to MA portfolios as if they had been RFF (negative)
No change has been made to the calculation of the fundamental spread for the MA – this is still based on replacing assets with ones of the same credit quality and cliff edge effects still remain (negative)
Still no clarification that cash can be included in the MA portfolio (negative)

Extrapolation 
A new recital (22) sets out the criteria for defining when markets are no longer sufficiently deep and liquid: “the market for bonds denominated in euro should not be regarded as deep and liquid where the cumulative volume of bonds with maturities larger than or equal to the last maturity is less than 6 percent of the volume of all bonds in that market” (positive?)
No change to articles 38 or 39 to help ensure the extrapolation methodology means the extrapolated part of the curve is not overly sensitive to changes of the last liquid point and is therefore risk manageable (negative)

Credit Risk Adjustment 
New recital 20 specifies that 3 month tenors should be used for the CRA (negative)
The floor of 10 bps still remains (negative) but there is also a cap of 35 bps (we like the fact of having a cap, but we would want it to be lower)
The CRA is now calculated as 50% of the difference between  interest rate swaps and overnights swaps rather than 100% (positive)
The difference is averaged over a one year period rather than a “period that is long enough to ensure the stability of the adjustment” – this is not likely to be sufficiently long (negative)

Equivalence
This has been slightly improved, since now supervisors when they assess whether the group solvency calculation should be made with method 2 or a combination of methods 1 and 2, have to look at whether some related undertakings are in (provisionally) equivalent third-countries (positive)
However, this remains uncertain from a legal point of view. It gives a lot of powers for the supervisor to assess at what conditions the D&A could be granted, and could lead to level-playing field issues (negative)

Long term investment issues 
Securitisations
Capital charges for high-quality (Type 1) have been halfed (positive)
No inclusion of junior ranches in Type 1 (negative)
No change regarding loans to large corporates: still not eligible as underlying Type 1 category (negative)
 
SME Loans:
Recognition of collateral/guarantees of unrated SME loans in the value of the exposure to be stressed (positive)
No recognition of higher recovery rates in the spread risk module (negative) 
No change in treatment from spread risk module to counterparty default risk module (negative)
 
Infrastructure:
No explicit reference to infrastructure (no definition, no specific treatment for infrastructure bonds/equity) (negative)

SME equity
The scope of type 1 equity has been extended to include AIFM and venture capital funds (positive)
However, private equity is still out of the scope and for some funds related to AIFM this might lead to higher shocks than with a look-through approach (eg if underlying exposure is property).
Therefore we suggest that we still ask for all SME equities to be treated as type 1 (members to confirm this potential position).

Transitionals for equity risk
The scope has not been extended to type 2 equities (negative) 

Other SCR related issues
Interest rate risk
There has been no clarification on whether shocks have to be applied beyond the last liquid point, and EIOPA’s interpretation is that they have to (negative)
The minimum shock of 1 percentage point for the decreasing rates has been removed (positive)

Currency risk
No change (negative) 

Own funds
No major changes: Our issues on the eligibility limits, classification of net Deferred Tax Assets and the treatment of group own funds remain (negative)


2. Other previously identified strong issues (EC template):

SCR calibration
Deferred Tax treatment
No change identified. Issue remains.
Life lapse risk
No change identified. Issue remains.
USPs
Article 196 (1), subset of standard parameters that may be replaced by undertaking-specific parameters: No change as the scope of USPs in terms of risk modules for which they are permitted is still restricted; not a single word changed (negative)
Article 196 (2), criteria for the recognition of an Excess of Loss reinsurance contract: Improved as the combination of several Excess of loss contracts is now recognised if some criteria are met (rather positive)
Article 197, data criteria: Not a single word has been changed (negative)
Article 198, standardised methods to calculate the undertaking-specific parameters: The requirement of choosing the most accurate method can be circumvented by choosing the most conservative method 
Review of the Standard Formula
A new article (369) has been added, which foresees that all the methods and assumptions of the standard formula will have to be reviewed by the EC before end of 2018. (positive)
However, this does not mean that we should give up on calibration issues.

Contract boundaries
No change identified (negative)


3. Miscellaneous

Portfolios applying Article 304 of the Directive can now benefit from full diversification with the rest of the undertaking. 
Counterparty default risk
In the calculation of the Loss Given Default (Article 175), now only half of the risk mitigating effect is taken into account. We assume this will have a positive impact since it is supposed to decrease the LGD (members to confirm)
Look-through approach 
Minor change
It should still be clarified that look-through approach should apply to collective investment funds (members to confirm)
It should also be clarified that look-through approach should not apply to unit-linked assets since policyholders bear the investment risk (members to confirm)
HRES systems
There is no mentioning of RFF anymore. We are still assessing whether this has a positive impact

Principle of proportionality
A new recital 1 has been introduced to set an « overarching » principle of proportionality
Recital 117 has also been improved: only “one other person” has to review a decision

Capital add-ons
Paragraph (1) has been amended and is now stating that if the calculation of the SCR deviates more than 10 % the supervisor shall conclude that the risk profile deviates significantly, unless they have strong evidence that this is not the case. This seems to be worse, although it might mean that undertakings have the possibility to argue/demonstrate that they do not deviate significantly

Internal audit function
The requirements are really lessened: it seems that the internal audit function does not have to be independent anymore
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