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Motor vehicle liability risk

IPC Mandate to CAT WS

“2. Motor vehicle liability risk sub-module
Several stakeholders expressed some doubts as regards the specifications of this sub-module on limited and unlimited liability. It seems apparently difficult to apply in practice this distinction in some cases.
According to the Motor Insurance Directive (2009/103/EC) the claim amount depends on the statutory limits in the country where an accident occurred. It is not sufficiently clear how the number of vehicles insured by the undertaking should be allocated to those with policy limit “above EUR 24 Million” and those with policy limit “below or equal to EUR 24 Million”, as required by Article 129 (1) (a) and (b) of EC Delegated Regulation (EU) 2015/35, if the statutory policy limit is below EUR 24 Million (“limited”) in the home country of the undertaking but greater than EUR 24 million (“unlimited”) in the neighbouring countries.
Mandate for the CAT WS:
The CAT WS is asked to specify the scenarios and which input parameters are required.”


Standard formula: Art. 129 of the Delegated Regulation

“Article 129
Motor vehicle liability risk sub-module

1. The capital requirement for motor vehicle liability risk shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous loss that, without deduction of the amounts recoverable from reinsurance contracts and special purpose vehicles, is equal to the following amount in euro:
	
where:
(a)	 is the number of vehicles insured by the insurance or reinsurance undertaking in lines of business 4 and 16 as set out in Annex I with a deemed policy limit above EUR 24 000 000;
(b)	 is the number of vehicles insured by the insurance or reinsurance undertaking in lines of business 4 and 16 as set out in Annex I with a deemed policy limit below or equal to EUR 24 000 000.
The number of motor vehicles covered by the proportional reinsurance obligations of the insurance or reinsurance undertaking shall be weighted by the relative share of the undertaking's obligations in respect of the sum insured of the motor vehicles.
2. The deemed policy limit referred to in paragraph 1 shall  be  the  overall  limit  of  the  motor  vehicle  liability insurance policy or, where no such overall limit is specified in the terms and conditions of the policy, the sum of the limits for damage to property and for personal injury. Where the policy limit is specified as a maximum per victim, the deemed policy limit shall be based on the assumption of ten victims.”

Information request 
During the public hearing on the Discussion Paper on the SCR review, EIOPA received feedback from a number of stakeholders on the issue of Motor Third Party Liability (MTPL). Two examples are provided:

	Q8.1
	It is unclear how to calculate the number of vehicles insured with a deemed policy limit above/below 24 mEUR.  Statutory MTPL limits in Poland are far below 24 mEUR. However, under MTPL EU Insurance Directive the claim amount depends on the statutory limits in the country where accident occured. Calculation algorithm should be clarified.

	Q8.7
	We would like to highlight the specific situation of Hungary in case of the MTPL scenario. By that scenario the MTPL policies have to be separated on the basis of policy indemnity limits along a fixed threshold (on the basis of paragraph (1) of Article 129 of the Solvency II Delegated Regulation). In Hungary there is an indemnity limit for domestic claims and that falls under the threshold of 24 000 000 EUR, but the insurers liability is limitless in case of foreign claims (in practice it means that the indemnity limit for claims happened abroad can be no less than the indemnity limit applicable for the MTPL policies of that country). As a result, currently all policies are considered as limitless in the SCR calculations although the limit applies to all domestic claims (to the vast majority of MTPL claims). We would like to suggest to revise the standard formula to better account for similar situations, to allow to split the domestic MTPL portfolio between the two groups (policies below threshold and above threshold) proportionally, on the basis of the share of domestic and foreign claims from the total claims (it needs to be decided whether this split shall be based on claim values or on number of claims).



Analysis of the issue
Directive (103/2009), Article 14 states:
“Single premium
Member States shall take the necessary steps to ensure that all compulsory policies of insurance against civil liability arising out of the use of vehicles:
(a) cover, on the basis of a single premium and during the whole term of the contract, the entire territory of the Community, including for any period in which the vehicle remains in other Member States during the term of the contract; and
(b) guarantee, on the basis of that single premium, in each Member State, the cover required by its law or the cover required by the law of the Member State where the vehicle is normally based when that cover is higher.”[footnoteRef:1] [1:  Highlighting not part of legal text.] 

[bookmark: _GoBack]One interpretation proposed is that when an accident takes place in some other Member State than that under which’s jurisdiction the MTPL contract was signed (the “vehicle MS”), indemnification is based on the legislation of the Member State from where the claim has been raised (“other MS”), unless the cover is higher in the Member State of the vehicle. This would mean that the limit would be based on
1. contract >24
a. law of other MS (“country”)		=> 129(1)(a)
b. law of vehicle MS (“contract”)		=> 129(1)(a)
c. law of vehicle MS 			=> 129(1)(a)

2. contract ≤ 24
a. law of other MS				=> unclear
b. law of vehicle MS			=> 129(1)(b)

Apparently, the question arises: what to do if the liability is limited in the “vehicle MS” jurisdiction, but is unlimited in e.g. a neighbouring country (“other MS”)?

Policy proposal
Against this background, would it be an option to assign contracts under 2.a (of the classification above) to  and those under 2.b to  (i.e. art 129 (1) (a) and (b), respectively) according to the share of foreign (and domestic, respectively) MTPL claims among the total number of MTPL claims, as suggested by the HU comment?
Some arguments in favour of this solution can be provided:
· According to some sensitivity analysis provided by CAT WS members, dropping the 24 mn EUR threshold could have a strong effect on the SCR. Thus, using undertaking-specific historic data on the split of foreign/domestic claims among all claims on MTPL (e.g. with more weight put on more recent data) could be an alternative to just assigning all contracts to the more risky class. 
· Choosing the number (as opposed to e.g. the nominal amount, or the final payout) of foreign/domestic claims would follow the classical frequency/severity method for non-life loss modelling, where in our view the “severity part” to it might already be captured in art 129 (1)’s  formula.
· It might not be necessary to change the DR for the outlined approach to use historic foreign/domestic split data, as the wording of art 129 would allow for it. Rather, this could be clarified in a Q&A, especially as it seems to be an issue only for certain markets.
Does the CAT WS have any comment on this approach?

Open issues:
· An overview of the different liability regimes in EU MS in terms of (non-) limitations would be helpful.
· What existing reporting figures could be used to provide information to supervisors on the foreign/domestic split of incurred claims in MTPL?
· Alternatively to the above, would it be sufficient for supervisors, if the undertaking demonstrates the appropriateness of the assignment to  and  in the ORSA? Please provide reasoning!
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