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On man-made catastrophe risks and reinsurance
According to recital 49 of the Delegated Regulation the scenario-based calculations of the non-life catastrophe risk sub-modules should be based on the specification of catastrophe losses that are gross, without deduction of the amounts recoverable from reinsurance contracts and special purpose vehicles. (Re)insurance undertakings should allow for the risk-mitigating effect of their specific reinsurance contracts and special purpose vehicles when they determine the change in basic own funds resulting from the scenario. 
In the man-made catastrophe risk sub-module, the capital requirements for marine risk, aviation risk and fire risk are based on the impact of a scenario that affects the maximum exposure in relation to a specific risk:
· marine risk: tanker with maximum sum insured and offshore platform with maximum sum insured;
· aviation risk: aircraft with maximum sum insured;
· fire risk: buildings within a radius of 200 meters with maximum sum insured.
In all three cases the maximum exposure is determined with regard to the sum insured gross of reinsurance. This could underestimate the real risk in the case where the maximum gross exposure is better covered by reinsurance than other exposures.
EXAMPLE: Fire risk
Let’s assume that a (re)insurance undertaking has the following risk exposures:
1. Exposure 1: set of buildings with the sum insured equal to 10m EUR, no reinstatement premium, reinsurance arrangement covers 9.5m XL 0.5m EUR;
2. Exposure 2: set of buildings with the sum insured equal to 5m EUR, no reinstatement premium, proportional reinsurance arrangement covers 70% of the exposure.
Which means that:
· 1st step (selection of the maximum exposure): the maximum of gross sum insured of the risk Exposure 1 and Exposure 2 is equal 10m EUR and;
· 2nd step (applying risk mitigation): reinsurance cover of Exposure 1 is equal 9.5m EUR.
Using the current formula for the SCR fire risk (article 132 of the Delegated Regulation) a (re)insurance undertaking should calculate the fire risk by choosing the largest sum insured (10m EUR) and deducting from this the reinsurance covered amount (9.5m EUR). The result of the calculation leads to the SCR for fire risk equals 0.5m EUR.
This might be insufficient, because that (re)insurance undertaking bears the risk of uncovered part of Exposure 2 which amounts to 1.5m EUR (5m EUR – 70%x5m EUR). This means that SCR for fire risk (0.5m EUR) is smaller than a real (re)insurance undertaking’s exposure to fire risk (1.5m EUR).
In order to avoid this, the SCR for the fire risk (consequently marine risk and aviation risk) could be based on the largest net exposure. In the example, Exposure 2 would then be the largest exposure and the SCR would be 1.5 million EUR instead of 0.5m EUR.
Information request 
In order to assess the extent of this issue, EIOPA requested information to (re)insurance undertakings on a limited sample.
In several cases, the highest net exposure is bigger than the SCR after risk mitigation technique:



	Country
	Marine risk
	Aviation risk
	Fire risk

	
	Number of cases
	No of IU provided data
	Share*
	Number of cases
	No of IU provided data
	Share
	Number of cases
	No of IU provided data
	Share

	AT
	
	
	 
	0
	1
	0%
	4
	16
	25%

	BE
	
	
	 
	
	
	
	1
	4
	25%

	CZ
	
	
	 
	0
	
	
	1
	19
	5%

	DE
	0
	7
	0%
	2
	12
	17%
	6
	41
	15%

	DK
	
	
	
	
	
	 
	1
	8
	13%

	EE
	
	
	
	
	
	
	0
	6
	0%

	EL
	
	
	
	
	
	
	6
	37
	16%

	ES
	2
	7
	29%
	1
	4
	25%
	16
	32
	50%

	FI
	0
	1
	0%
	
	
	
	0
	29
	0%

	FR
	0
	20
	0%
	1
	20
	5%
	2
	25
	8%

	HR
	0
	1
	0%
	2
	7
	29%
	1
	11
	9%

	HU
	2
	No data
	 
	2
	No data
	 
	13
	No data
	

	IE
	2
	10
	20%
	1
	9
	11%
	2
	32
	6%

	IT
	1
	4
	25%
	0
	4
	0%
	10
	44
	23%

	LI
	2
	6
	33%
	0
	2
	0%
	4
	13
	31%

	LT
	
	
	 
	
	
	 
	1
	3
	33%

	LU
	0
	8
	0%
	0
	8
	0%
	0
	8
	0%

	LV
	1
	4**
	25%
	1
	4
	25%
	1
	4
	25%

	MT
	
	
	 
	1
	2
	50%
	5
	15
	33%

	NL
	3
	6
	50%
	
	
	 
	8
	39
	21%

	NO
	
	
	 
	
	
	 
	1
	2
	50%

	PL
	0
	2
	0% 
	0
	2
	0% 
	2
	6
	33%

	PT
	0
	Whole market
	0%
	0
	Whole market
	0%
	0
	Whole market
	0%

	RO
	1
	9
	11%
	3
	12
	25%
	7
	15
	47%

	SE
	
	
	 
	
	
	
	0
	3
	100%

	SI
	0
	2
	0%
	0
	5
	0%
	1
	8
	13%

	SK
	0
	1
	0%
	0
	1
	0%
	1
	5
	20%

	UK
	3
	19
	16%
	2
	19
	11%
	1
	19
	5%


Policy proposal
The SCR review PG intends to propose to EIOPA BoS and the European Commission to base the calculations of the fire, aviation and marine risks on the maximum net exposure.
This will provide more appropriate risk-sensitivity and avoid underestimating the risks. 
The SCR review PG believes that it will not increase significantly the complexity of the calculations. Indeed, for marine and aviation risks, few undertakings are provided such covers and the undertakings are often specialised in proposing such insurance contracts. 
In the case of fire risk, the SCR review PG acknowledges that it could increase complexity, should the calculation be performed in the same manner as it is today. However, the simplifications envisaged by the CAT WS for this risk module mitigates this added complexity.
Does the CAT WS have any comment on this approach?
For fire risk, how could the simplification envisaged incorporate this policy change?
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