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Assessment of the natural catastrophe calibration

1. The assessment of national natural catastrophe (NAT CAT) parameters is in the scope of the European Commission’s call for Advice and is also in EIOPA’s initiative for reviewing the standard formula. In this context, some NSAs have indicated that some risks were not appropriately taken into account in the standard formula for their market. This would be the case for:
· Hail risk in Czech Republic, 
· Windstorm risk in Finland,
· Earthquake risk in Greece,
· [bookmark: _GoBack]Windstorm and hail risks for Slovenia,
· Windstorm risk in Sweden,
· Flood and windstorm risks in Hungary,
· Earthquake risk in Slovakia,
· Windstorm risk in Spain.

2. Before starting a recalibration of parameters, the relevance of the recalibration has to be ascertained, based on indications of the material inappropriateness of the current calibration. 

3. The exercise requires collecting evidence on the adequacy of the parameters. Given the specificity of these parameters which would be only adequate for the characteristic of specific countries, it is necessary to carry out this exercise separately for each country (and each risk). This means that each national association of insurers, in its country, would have to collect the necessary evidence to demonstrate that parameters are inappropriate. This collection of evidence is proposed to be coordinated by the European associations (Insurance Europe, AMICE, CFO/CRO forum, AAE).

4. The evidence should be quantitative, but qualitative arguments could be also considered.

5. A survey will collect information on the NAT CAT events occurred during a sufficiently long period of time, given that this kind of event is intrinsically extraordinary (in occurrence and in cost). For that reason, the survey has to encompass at least the events of the last 10 years. Should the occurrence of a specific kind of event be rarer, then a longer period of time would be necessary. It is desirable to have information of at least 5 events (evidence will be more convincing if more events are included). And these events have to be catastrophic (if not, we would be introducing more error in the parameterisation). Each national association of insurers should collect information on NAT CAT events, but has also to make sure that the events are catastrophic in its country (depending on the nature and extension of damages caused the consequences of the same event can be different in each country). 

6. The incorrectness of the current calibration could derive from the country factor for the risk, the risk factor for each zone and/or the correlation matrix for dependencies among zones. The concrete parameters under study have to be indicated in the survey. The difficulty to prove the incorrectness of a parameter increases with the lack of data. For that reason, presumably it will be more difficult to prove the inappropriateness of the matrix correlation for dependencies among zones than the country risk factor.  

7. The following Annex structures the way the information should be reported to EIOPA. The first step is to determine the last natural catastrophe events in, at least, the last 10 years. When such events are known, the survey asks for information related to these events. The information should be displayed gross of reinsurance (including the SCR). The annex also asks for other quantitative evidence – such as vendor models – and for qualitative evidence as well. EIOPA will assess the consistency of the evidence coming from the different sources of information (survey on events, vendor models or other quantitative / qualitative evidence).

8. Based on the evidence received, EIOPA will decide which parameters need to be recalibrated. For that purpose, it is likely that a joint working group with all relevant stakeholders would be created. This joint working group would be given a clear and limited in scope mandate, listing all parameters that need to be updated.

9. Given the extraordinary nature of natural catastrophe events, data are or limited amount. The modelling of these events is evolving over time, taking into account new data. Therefore, it can be foreseen that in the future, further parameters would be updated. For that purpose, a recalibration cycle could be defined by EIOPA.



Annex
Country:
Risk: for instance, windstorm
Parameters for investigation: for instance, country factor, risk factor for zone X, etc.
a) Survey information
a.1) Survey for the country
The following table is made with the sum per event of data provided by the undertakings  
	Occurrence year
	Number (or name) of event*
	Total aggregated losses for event for the whole country
	Total Exposure[footnoteRef:1] for the whole country [1:  “Exposure” should correspond to the sum insured for the CAT event considered, as defined per peril in the Solvency II Delegated Regulation and for the year in which the event occurred. The exposure should be the one with which the SCR at the beginning of the year has been calculated.] 

	Total SCR for this risk/year for the whole country
(according to current calibration)

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


*If in the same year there are several CAT events, it will be necessary to distinguish them with a number (or name)




a.2) Survey per zone
	Occurrence year
	Number (or name) of event*
	zone
	Total aggregated losses for event for the whole zone
	Exposure
	Total SCR for this zone
(according to current calibration)

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


*If in the same year there are several CAT events, it will be necessary to distinguish them with a number (or name)

b) Other quantitative and qualitative information
If you have evidence that the SCR for a specific risk is not appropriately calibrated, please provide the following information:
What is the evidence that the risks are currently no well calibrated?
· Vendor catastrophe model (if yes: which one)
· Historical experience (if yes: the events should be reported in the survey above)
· Internal model
· Change in the average contractual limits per country and per peril since 2010 (see also question 7.9 of the discussion paper)
· Any other evidence (if yes: please specify) 
Please note that the risk factors for different countries are not always comparable because they do not only take into account the intensity of the natural catastrophe but also other factors like the resilience of the buildings and the typical insurance cover in that building. 

With regard to the materiality: 
· The number of undertakings concerned by the issue and the total number of undertakings in your market
· For the undertakings concerned: 
· The expected average impact of the corrected calibration in percent of the BSCR
· The current weight of the particular submodule in percent of the BSCR
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