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This document contains part | of the technical specifications for the preparatory phase. It

needs to be applied in combination with part If the technical specifications.

A number of simplifications and technical assumptions contained in this document have
been made for pragmatic reasons and for the purpose of the preparatory phase only. The

technical specifications therefore should not be seen as a complete implementation
Solvency Il framework.

This technical specifications have been drafted to reflect the content of the Dire

138/2009/EC and any amendmenalready agreed to it by the Omnibus Il Directive, the

content of working documents of the (Level 2) DelegatedsA@nd where relevant an
necessary, the working document of the (Level 3) Guidelines for the purpose of clarity.
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SECTION 117 VALUATION

V.1.

V.1.1.

V.1.

V.2.

V.3.

Assets and Other Liabilities
Valuation approach

The primay objective for valuation as set out in Article 75 Q irective
2009/138/EC requires an economic, maw@tsistent approach to the valuation of
assets and liabilities. According to the risksed approach of Solvency II, when
valuing balance sheet items an economic basis, undertakings need to consider the
risks that arise from a particular balance sheet item, using assumptions that market
participants would use in valuing the asset or the liability.

According to this approach, insurance and reinsurandertakings value assets and
liabilities as follows:

i.  Assets should be valued at the amount for which they could be exchanged
between knowledgeable willing parties in an arm's length transaction;

ii. Liabilities should be valued at the amount for which theyld be transferred,
or settled, between knowledgeable willing parties in an arm's length
transaction.

When valuing liabilities under point (ii) no adjustment to take account of the own
credit standing of the insurance or reinsurance undertaking shafide m

Valuation of all assets and liabilities, other than technical provisions, should be
carried out, unless otherwise stated in conformity with international accounting
standards as adopted by the European Commission in accordance with Regulation
(EC) No 1606/2002. If those standards allow for more than one valuation method,
only valuation methods that are consistent with Article 75 of Directive 2009/138/EC
can be used. In most cases those international accounting standards, herein referred to
as Nl er&®Pdrssidered to provide valuation consistent with principles of Solvency

I 1. Al s o, the | FRSs6 accounting bases,
as well as the recognition and derecognition criteria, are applicable, unless otherwise
stded. IFRSs also refer to a few basic presumptions, which are also applicable:

1 The going concern assumption.

1 Individual assets and liabilities are valued separately.

1 The application of materiality, whereby the omissions or misstatements of
items are materiaif they could, individually or collectively, influence the
economic decisions that users make on the basis of the Solvency Il balance
sheet. Materiality depends on the size and nature of the omission or

misstatement judged in the surrounding circumstntae size or nature of
the item, or a combination of both, could be the determining factor.

6
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V.4,

V.5.

V.1.2.

V.6.

V.1.3.

V.7.

V.8.

IFRSs cht always require an economic valuation as envisaged by Article 75 of
Directive 2009/138/EC. For those cases, subsection V.1.4. provides specific
guidance for the application of IFRSs.

On this basis, the following hierarchy of high level principles for valuation of assets
and liabilities should be used:

i.  Undertakings must use quoted market prices in active markets for the same
assets or liabilities.

ii.  Where the use of quoted market prices for the same assets or liabilities is not
possible, quoted market prices in active markets for similar assets and
liabilities with adjustments to reflect differences shalubed.

iii. If there are no quoted market pricesactive markets available, undertakings
should use marko-model techniques, which are alternative valuation
techniques that have to be benchmarked, extrapolated or otherwise calculated
as far as possible from a market input.

Iv. Undertakings have to make miawum use of relevant observable inputs and
market inputs and rely as little as possible on undertadqegific inputs,
minimising the use of unobservable inputs.

v. When valuing liabilities using fair value, the adjustment to take account of the
own credit sanding as required by IFRS 13 Fair Value Measurement has to be
eliminated. In addition, when valuinignancial liabilities subsequently after
initial recognition, the adjustment to take account of the own credit standing as
required by IFRS 13 Fair ValubMeasurement and as defined by IFRS 7
Financial Instruments: Disclosures has to be eliminated.

Guidance for marking to market and marking to model

Undertakings should use the guidance on fair value measurement within IFRS 13.
The undertakings can benefiom, for example, the illustrative characteristics of
inactive markets as described in IFRS 13.

Specific recognition and valuation requirements for selected Solvency Il balance
sheet items

®

Intangible '=3etgGoodwill is to be valued at zero. Other intdolg assets can be
recognised and measured at a value other than zero only if they can be sold
separately and if there is a quoted market price in an active market for the same or
similar intangible assets.

Participations Holdings in relatedundertakingsare to be valued at the quoted
market price in an active market. If this valuation is not possible:

(1) Holdings ininsurance and reinsurance undertakings

7
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1 Subsidiary undertakings have to be valued with the equity method that is
based on a Solvency Il cos®@nt recognition and measurement for the
subsidiaryds bal ance sheet.

1 Related undertakings, other than subsidiaries, would also be valued with
the equity method using a Solvency Il consistent recognition and
measur ement for t he hwederdif thig ssnotbal an
possible, an alternative valuation method in accordance with the
requirements in V1.1. and V1.2 should be used.

(2) Holdings in undertakingother than insurance and reinsurance
undertakings

Holdings in undertakingsother than insurai@ and reinsurance
undertakingshave to be valued with the equity method that is based on a
Solvency 11 consi stent recognition a
balance sheet. If that is not practicable, the equity method would be
appliedtotherelated nder t aki ngds bal anoigh sheet
the amendment that goodwill and other intangible assets would need to be
deducted. If this is not possible for related undertakiraber than
subsidiaries an alternative valuation method in accordandéh whe
requirements in V1.1. and V1.2 should be used.

V.9. Contingent liabilities: For Solvency Il purposes, contingent liabilities have to be
recognised as liabilities. The valuation of the liability follows the measurement as
required in IAS 37 Provisiongontingent liabilities and contingent assets, with the
use of the basic riskee interest rate term structure.

V.10. Deferred Taxes:

Insurance and reinsurance undertakings shall recognise and value deferred tax assets
and liabilities in relation to all assetadaliabilities that are recognised for solvency
or tax purposes in conformity with IFRSs.

Notwithstanding paragraph 1, insurance and reinsurance undertakings shall value
deferred taxes, other than deferred tax assets arising from the carryforward of
unusel tax credits and the carryforward of unused tax losses, on the basis of the
difference between the values ascribed to assets and liabilities recognised and valued
in accordance with Articles 75 to 86 of Directive 2009/138/EC and the values
ascribed to agds and liabilities as recognised and valued for tax purposes.

Insurance and reinsurance undertakings shall only ascribe a positive value to
deferred tax assets where it is probable that future taxable profit will be available
against which the deferredx asset can be utilised, taking into account any legal or
regulatory requirements on the time limits relating to the carryforward of unused tax
losses or the carryforward of unused tax credits.
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V.1.4. Consistency of IFSRs with Article 75
Summary of IFRS treatment: Fully consistent/
.. . i i i ?

IFRS Measurement principles or options \C/:Vqtrtl]&s(;gnttoptlc;n/ Applicable? | Other comments

consistent with Article 75 of Directive 2009/138/EC Ith adjustments
IAS 1 IAS 1 sets overall requirements fthe presentation of financial no IAS 1 does not
Presentation | statements, guidelines for their structure and minimum prescribe valuation
of financial requirements for their content. methodologies for
statements balance sheet items.
IAS 2 IAS 2 prescribes the accounting treatrnf®r inventories. Net realisable value ig yes Undertakings shall
Inventories a consistent option. apply the IAS 2 net

Following IAS 2, inventories shall be measured at the lower (
cost and net realisable value (IAS 2.9).

Net realisable value refers to the net amount that an entity
expects to realise from the sale of inventory in the ordinary
course obusiness while fair value reflects the amount for wh
the same inventory could be exchanged between knowledge
and willing buyers and sellers in the marketplace. As the net
realisable value is an entigpecific value, may not equal fair
value less asts to sell (IAS 2.7).

Solvency Il framework: In many cases the estimated cost of
completion and the estimated costs necessary to make the s
are not material. That means the net realisable value is cons
with Article 75 of Directive 2009/138/EQ the estimated costs

of completion and the estimated costs necessary to make th

Adjustment may be
needed where
estimated cost are
material.

realisable value for
inventories if the
estimated cost of
completion and the
estimated costs
necessary to make the
sale are not material.
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Summary of IFRS treatment:

Fully consistent/

. . . i i i ?
IFRS Measurement principles or options \C/qutrtl]&ségnttoptlc;n/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC Ith adjustments
sales are not material.
IAS 7 IAS 7 requires disclosures about historical changes in cash & no IAS 7 does not
Statement of | cash equivalents ohaentity by means of a statement of cash prescribe valuation
cash flows flows. methodologies for
balance sheet items.
IAS 8 IAS 8 specifies criteria for selecting and changing acéognt no IAS 8 does not
Accounting policies, together with the accounting treatment and disclosu prescribe valuation
policies, changes in accounting policies, changes in accounting estim methodologies for
changes in and corrections of errors. balance sheet items.
accounting
estimates and
errors
IAS 10 Events | IAS 10 prescribes when an entity should adjust its financial no IAS 10 does not
after the statements for events after the reporting period and the prescribe valuation
Reporting complementing disclosure requirements. methodologies for
Period balance sheeétems.
IAS 11 IAS 11 describes the accounting treatment of revenue and c no Business not relevant
Construction | associated with construction contracts in the financial statem for insurers.

Contracts

of contractors.




IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

IAS 12
Income taxes

IAS 12 presribes the accounting treatment for income taxes.

Current tax liabilities or assets for the current and prior perio
shall be measured at the amount expected to be paid to or
recovered from the taxation authorities, using the tax rates th
have been engad or substantively enacted by the end of the
reporting period (IAS 12.46).

Deferred tax liabilities and assets shall be measured at the tg
rates that are expected to apply to the period when the assel
realised or the liability is settled, based oxrates that have
been enacted or substantively enacted by the end of the rep
period (IAS 12.47).

Deferred tax liabilities (assets) correspond to the amounts of]
income taxes payable (recoverable) in future periods in resp
taxable temporary diirences (deductible temporary differencs
carry forward of unused tax losses and unused tax credit) (IA
12.5).

Solvency |l framework: For deferred tax liabilities (assets)
Solvency |l establishes a different concept of temporary
differences, being the tiered taxes for Solvency Il purposes,
other than deferred tax assets arising from the carryforward
unused tax credits and the carryforward of unused tax losses

calculated on the basis of the difference between the values

Consistent
measurement
principles for current
taxes.

Consistent
measurement
principles for deferred
taxes calculated base
on the temporary
difference between
Solvency Il values an
the tax vales.

yes
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Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments

consistent with Article 75 of Directive 2009/138/EC With'adjustments

ascribed to assets and liatids recognised and valued in

accordance with Article 75 to 86 of Directive 2009/1 384t

the values ascribed to assets and liabilities as recognised an

valued for tax purposes; instead of the differences between t

carrying amount of an asset or liltyiin the statement of

financial position and its tax base.
IAS 16 IAS 16 prescribes the accounting treatment for property, plarf Revaluation model is > Undertakings shall
Property, and equipment. a consistent option. apply the fair value
plant and model and the
equipment After initial recognitionan entity shall choose either the cost revaluation model of

model in paragrapB80 or the revaluation model in paragraph
as its accounting policy and shall apply that policy to an entir
class of property, plant and equipment (IAS 16.29).

Cost model: Afer recognition as an asset, an item of property
plant and equipment shall be carried at its cost less any
accumulated depreciation and any accumulated impairment
losses (IAS 16.30)

Revaluation model: After recognition as an asset, an item of
property, plat and equipment whose fair value can be meast
reliably shall be carried at a revalued amount, being its fair v
at the date of the revaluation less any subsequent accumula
depreciation and subsequent accumulated impairment losse
Revaluations sl be made with sufficient regularity to ensure

IAS 40 and IAS 16
respectively when
valuing property,
including investment
property, plant and
equipment. The cost
model permitted by IAS
40 or IAS 16, whereby
investment property an
property, plant and
equipment is valued at
cost less depreciation
and impairment shall
not be applied.
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

that the carrying amount does not differ materially from that
which would be determined using fair value at the end of the
reporting period (IAS 16.31).

Solvency 1l framework: The revaluation model is an o
consistent with Article 75f Directive 2009/138/EC

IAS 17 Leases

IAS 17 prescribes, for lesseasd lessors, the appropriate
accounting policies and disclosure to apply in relation to leas

Finance leases

LesseesAt the commencement of the lease term, lessees sh
recognise finance leases as assets and liabilities in their
statements of financig@osition at amounts equal to the fair val
of the leased property or, if lower, the present value of the
minimum lease payments, each determined at the inception
lease. The discount rate to be used in calculating the presen
value of the minimumease payments is the interest rate impli
in the | ease, 1 f this 1 s pr
incremental borrowing rate shall be used. Any initial direct cg
of the lessee are added to the amount recognised as an ass
17.20).

After initial recognition, a finance lease gives rise to deprecig
expense for depreciable assets as well as finance expense f

Consistent
measurement
principles for
operating leases, and
lessors in finance
leases.

Adjustments needed
for lessees in finance
leases.

yes

Undertakings shall
value assets and
liabilities in a lease
arrangenent in
accordance with I1AS
17, applied as follows:
undertakings which are
lessees in a finance
lease, shall value lease
assets and liabilities at
fair value. When
measuring financial
liabilities subsequently,
undertakings shall not
make adjustments to
take account of the owr,
credit standing of the
undertaking.
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

each accounting period (IAS 17.28).

Minimum lease payments shall be apportioned between the

finance charge and the reductiof the outstanding liability. The
finance charge shall be allocated to each period during the le
term so as to produce a constant periodic rate of interest on

remaining balance of the liability (IAS 17.25).

Lessors Lessors shall recognise asdsd under a finance leag
in their statements of financial position and present them as
receivable at an amount equal to the net investment in the le
(IAS 17.36). Under a finance lease substantially all the risks
rewards incidental to legal owrsdnip are transferred by the
lessor, and thus the lease payment receivable is treated by t
lessor as repayment of principal and finance income to reimk
and reward the lessor for its investment and services (IAS 17

Operating leases

LesseeslLeasgpayments under an operating lease shall be
recognised as an expense on a strdightbasis over the lease
term unless another systematic basis is more representative
time pattern of the useros

LessorsLessors shall presendsets subject to operating lease

in their statements of financial position according to the natu
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

the asset (IAS 17.49).

Solvency Il framework: Lessees in finance leases have to fai
value all lease assets

For lessors in finance leases, the recewaibtasured at an
amount equal to the net investment in the lease, with the inc
allocation based on the pattern reflecting a constant periodic
return on the |l essordés net
considered to be consistent with Article 75 ofdative
2009/138/EC

Operating leases measurement principles are considered to
consistent with Article 75f Directive 2009/138/EC, having in
mind that the | ease items |
according to the general valuation princgégplicable for those
assets and liabilities.

IAS 18
Revenue

IAS 18 prescribes the accounting for revenue arising from th
following transactions and events: (a) the sale of goods; (b) t
rendering of services; and (c) the use by otherstiyerssets
yielding interest, royalties and dividends.

no

IAS 18 does not
prescribe valuation
methodologies for
balance sheet items




Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC With'adjustments

IAS 19 (as IAS 19 prescribes the accounting and disclosure for employg Consistent yes

amended in benefits, exept those to which IFRS 2 Shdrased Payment measurement

2011) applies. principles for O

Employee employee benefits.

benefits Short-term employee benefits

When an employee has rendered service to an entity during
accounting period, the entity shall recognise the undiscounte
amount of shorterm employee benefits expectedoe paid in
exchange for that service:

(a) as a liability (accrued expense), after deducting any amol
already paid. If the amount already paid exceeds the
undiscounted amount of the benefits, an entity shall recognis
that excess as an asset (prepajtase) to the extent that the
prepayment will lead to, for example, a reduction in future
payments or a cash refund; and

(b) as an expense, unless another Standard requires or pern
inclusion of the benefits in the cost of an asset (see, for exan
IAS 2 Inventories and IAS 16 Property, Plant and Equipment
(IAS 19. 11).

Postemployment benefits: defined contribution plans

When an employee has rendered service to an entity during
period, the entity shall recognise the contribution payable to
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

defined contribution plan in exchange for that service:

(a) as a liability (accrued expense), after deducting any
contribution already paid. If the contribution already paid
exceeds the contribution due for service before the end of th
reporting period, aentity shall recognise that excess as an as
(prepaid expense) to the extent that the prepayment will leag
for example, a reduction in future payments or a cash refund

(b) as an expense, unless another Standard requires or pern
inclusionof the contribution in the cost of an asset (see, for
example, IAS 2 and IAS 16) (IAS 19.51).

When contributions to a defined contribution plan are not

expected to be settled wholly before twelve months after the
of the annual reporting period in whitte employees render th
related service, they shall be discounted using the discount 1
specified in paragraph 83 (IAS 19 .52). See paragraph 83 on
discount interest rate below.

Postemployment benefits: defined benefit plans

Accounting by an enttfor defined benefit plans involves the
following steps:

a) determining the deficit or surplus. This involves:

(1) using actuarial technique, the projected unit credit method to
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

(ii)

(iii)

b)

The rate usedtdiscount posemployment benefit obligations

(both funded and unfunded) shall be determined by referenc
market yields at the end of the reporting period on high quali
corporate bonds. In countries where there is no deep market
such bonds, the mieet yields (at the end of the reporting perio

determining the amount of the net defined benefit liabili
(asset) as the amount of the deficit or surplus determing
(a), adjusted for any effect of limiting a net defined beng
asset to the asset ceiling (see paragraph 64).

make a reliable estimate of the ultimate cost to the entity of the
benefit that employees have earned in return for their service
in the current and prior periods (see paragraphs 67-69). This
requires an entity to determine how much benefit is attributable
to the current and prior periods (see paragraphs 701 74) and to
make estimates (actuarial assumptions) about demographic
variables (such as employee turnover and mortality) and
financial variables (such as future increases in salaries and
medical costs) that will influence the cost of the benefit (see
paragraphs 75i 98);

discounting that énefit in order to determine the pres
value of the defined benefit obligation and the cur
service cost (see paragraph$ @ and 8336);

deducting the fair value of any plan assets
paragraphs 11315) from the present value of t
defined obligtions;
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

on government bonds shall be used. The currency and term
corporate bonds or government bonds shall be consistent wi
currency and estimated term of the pastployment benefit
obligations (IAS 183).

Other long-term employee benefits

This Standard requires a simplified (when compared with po
employment benefits) method of accounting for other -@mm
employee benefits.

In recognising and measuring thigrplus or deficitn arother
long-term employee benefilan, an enty shall apply

paragraphs 5®8and113 115 An entity shall applyaragraphs
116 119in recognising and measuring any reimbursement rig

For other longterm employee benefitan entity shall recognig
the net total of the following amounts in profit or loss, excef
the extent that another IFRS requires empits their inclusion ir
the cost of an asset:

a) service cost (see paragraphsla®);

b) net interest on the net defined benefit liability (asset)

paragraphs 12326); and
c) remeasurements of the net defined liability (asset)

paragraphs 12730).



http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16149652
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16148493
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16148493
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16150208
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16151951
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16152019
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16152019
http://eifrs.ifrs.org/eifrs/stdcontent/2014_Blue_Book/IAS19o_2011-06-16_en-4.html#F16148493

Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC with@&djtistments
Termination benefits
An entity shall recognise a liability for termination benefits at
earlier of the following dates:
(a) when the entity can no longer withdraw the offer of th
benefits; and
(b) when the entity recognises costs for a restructuring
is within the scope of IAS 37 and involves the paym
of termination benefits (IAS 19.65).
Where termination benefits are not expected to be settled wh
before 12 months after the end of the annual reporting perio
they shall apply the requirements fdher long term employee
benefits (IAS 19 .169).
IAS 20 IAS 20 shall be applied in accounting for, and in the disclosu| Fair value for yes
Accounting of, government grants and in the disclosure of other forms off monetary and (O
for government assistance. monetary governmen
government grants is consistent
grants and Government grants shall be recognised in profit or loss on a| with Art. 75.
disclosure of | systematic basis over the periods in which the entity recogni
governance as expenses the related costs for whiclgthats are intended tc
assistance compensate (IAS 20.12).

A government grant may take the form of a transfer of a non

monetary asset, such as land or other resources, for the use
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Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments

consistent with Article 75 of Directive 2009/138/EC with@&djtistments

entity. In these circumstances it is usual to assess the fair va

the noAamonetary asset and to account for both grant and ass

that fair value. An alternative course that is sometimes follow

is to record both asset and grant at a nominal amount. (IAS

20.23).

Solvency Il framework: Where government grants take the

form of atransfer of a noimonetary asset, that asset shall be

measured at fair value.
IAS 21 The IAS 21 prescribes how to includereign currency transactions | Translation in yes
effects of and foreign operations in the financial statements of an entity reporting currency is O
changes in how to translate financial statements into a presentation curr| consistent with Article
foreign 75 of Directive
exchange Exchange differences arising on the settlement of monetary [ 2009/138/EC.
rates or on translating monataitems at rates different from those af

which they were translated on initial recognition during the
period or in previous financial statements shall be recognise(
profit or loss in the period in which they arise, except as
described in paragraph 3AG 21.28).

In the financial statements that include the foreign operation
the reporting entity (eg consolidated financial statements wh
the foreign operation is a subsidiary), such exchange differer
shall be recognised initially in other comprabre income and

reclassified from equity to profit or loss on disposal of the nef
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Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options \C/qutrtl]&ségnttoptlc;n/ Applicable? | Other comments

consistent with Article 75 of Directive 2009/138/EC Ith adjustments

investment in accordance with paragraph 48 (IAS 21.32).
IAS 23 IAS 23 prescribes the accounting for borrowing costs. no IAS 23 dees not
Borrowing prescribe valuation
cosk An entity shall capitalise borrowing costs that are directly methodologies relevan

attributable to the acquisition, construction or production of a for Solvency Il balance

qualifying asset as part of the cost of that asset. An entity sh sheet items.

recogrse other borrowing costs as an expense in the period

which it incurs them (IAS 23.8).

Solvency Il framework: Fair value approach, which is used

according to Solvency ll, prevents the application of IAS 23,

which refers to a cost approach.
IAS 24 IAS 24 requires disclosures about related parties and the no IAS 24 does not
Relatedparty [r eporting entityds transact presribe valuation
disclosures methodologies for

balance sheet items.

IAS 26 IAS 26 shall be applied in the financial statements of retirem no Out of sope.
Accounting benefit plans where such financial statements are prepared.

and reporting
by retirement
benefits plans




Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC With adjustments

IAS 27 IAS 27 prescribes the accounting and disclosure requirement no Out of scope.

Separate investments irsubsidiariesjoint venturesandassociatesrhen

Financial anentity prepareseparate financial statements

Statements

IAS 28 IAS 28 prescribes theaounting for investments @ssociates | Applicable equity yes Application limited to

Investments | and to set out the requirements for the application ofdjuéty method principles. the equity method.

in Associates | methodwhen accounting for investments in associateg@ntl

and Joint ventures (O

Ventures

Associates are accounted for using the equity method.

Theequity methods a method of accounting whereby the
investment is initially recognised at cost and adjusted therea

fortheposacqui siti on change in
investea8senes. The investor
share of the investeeds pro
comprehensive income includ
comprehensive incom&.he i nvestoro6s sh
oftheile st ee i s recognised in

Distributions received from an investee reduce the carrying

amount of the investment. Adjustments to the carrying amou
may al so be necessary for a
proportionate interest in ¢hinvestee arising from changes in th

investeebdbs other comprehens



http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS10o_2011-05-16_en-4.html#F16125895
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS11o_2011-05-16_en-4.html#F16125595
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124075
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS27o_2011-05-16_en-3.html#F16123906
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124075
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124092
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124092
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

those arising from the revaluation of property, plant and
equipment and from foreign exchange translation differences
The investor 6s dgshemagmsedirfothérh o
comprehensive income of the investor (see IAS 1 Presentati
Financial Statements (as revised in 2007)). (IAS 28.11).

The entitybds financial st at
accounting policies for like transactions annts in similar
circumstances (IAS 28.26). If an associate or joint venture us
accounting policies other than those of the entity for like
transactions and events in similar circumstances, adjustmen
shall be made to confotmrtl
accounting policies to thos
financial statements are used by the entity in applying the eq
method (IAS 28.36).

Solvency |l framework: When calculating the excess of asse
over liabilities for related undexkings, other than related
insurance and reinsurance undertakings, the participating
undertaking shall value the related undertaking's assets and
liabilities in accordance with the equity method as prescribed
international accounting standards, as aeldjy the
Commission in accordance with Regulation (EC) No 1606/2(
where valuation in accordance with Articles 75 to 86 of Direc
2009/138/EC is not practicable. In such cases the value of
goodwill and other intangible assets valued at zero shall be




Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments

consistent with Article 75 of Directive 2009/138/EC With'adjustments

deducted from the value of the related undertaking.
IAS 29 IAS 29 shall be applied to the financial statements, inclutiiag no IAS 29 does not
Financial consolidated financial statements, of any entity whose functi prescribe valuation
Reporting in | currency is the currency of a hyperinflationary economy. methodologies relevan
Hyperinflatio for Solvency Il balance
nary sheet items.
Economies
IAS 32 IAS 32 establishes principles for presenting financial instrum no IAS 32 doesot
Financial as liabilities or equity and for offsetting financial assets and prescribe valuation
instruments: | financial liabilities. It applies to the classification of financial methodologies for
Presentation | instruments, from the perspective oétissuer, into financial balance sheet items.

assets, financial liabilities and equity instruments; the

classification of related interest, dividends, losses and gains;

the circumstances in which financial assets and financial

liabilities should be offset.
IAS 33 IAS 33 prescribes principles for the determination and no IAS 33 does not

Earnings per
share

presentation of earnings per share.

prescribe valuation
methodologies for
balance sheet ites.




Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC with@&djtistments
IAS 34 IAS 34 prescribes the minimum content of an interim financig no IAS 34 dees not
Interim report and to prescribe the principles for recognition and prescribe valuation
financial measurement in complete or condensed financial statements methodologies for
reporting an interim period. balance sheet items.
IAS 36 IAS 36 prescribes the procedures that an entity applies to en no IAS 36 does not
Impairment that its assets are carried at no more than their recoverable prescribe valuation
of Assets amount. An asset is carried atmdhan its recoverable amoun methodologies relevan
if its carrying amount exceeds the amount to be recovered for Solvency Il balance
through use or sale of the asset. If this is the case, the asset sheet items.
described as impaired and the Standard requires the entity t
recognise an impairment loss. Therfslard also specifies when
an entity should reverse an impairment loss and prescribes
disclosures.
IAS 37 IAS 37 establishes the recognition criteria and measurement Consistent yes Contingent liabilities
Provisions, applied to provisions, contingent liabilities and contingent as§ measurement O are to be recognised.
contingent as well as information to be disclosed. principles for
liabilities and provisions.
contingent Provisions
assets

A provision is a liability of uncertain timing or amount (IAS 37
10). The amount recognised as a provision shall be the best

estimate of the expenditure required to settle the present
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

obligation at the end of the reporting period (IAS 37.36).

The best estimate of the expenditure required to settle the pr
obligation isthe amount that an entity would rationally pay to
settle the obligation at the end of the reporting period or to
transfer it to a third party at that time. It will often be impossik
or prohibitively expensive to settle or transfer an obligation a
end of the reporting period. However, the estimate of the am
that an entity would rationally pay to settle or transfer the
obligation gives the best estimate of the expenditure require(
settle the present obligation at the end of the reporting perioc
(IAS 37.37)

Where a single obligation is being measured, the individual
likely outcome may be the best estimate of the liability.
However, even in such a case, the entity considers other pog
outcomes. Where other possible outcomes are eitheglymos
higher or mostly lower than the most likely outcome, the best
estimate will be a higher or lower amount. For example, if an
entity has to rectify a serious fault in a major plant that it has
constructed for a customer, the individual most likely outeom
may be for the repair to succeed at the first attempt at a cost
1,000, but a provision for a larger amount is made if there is
significant chance that further attempts will be necessary (IA
37.40).

Uncertainties surrounding the amount to be recs®ghas a




IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

provision are dealt with by various means according to the
circumstances. Where the provision being measured involve
large population of items, the obligation is estimated by
weighting all possible outcomes by their associated probabili
The name for this statistical method of estimation is 'expecte
value'. The provision will therefore be different depending on
whether the probability of a loss of a given amount is, for
example, 60 per cent or 90 per cent. Where there is a contin
rangeof possible outcomes, and each point in that range is a
likely as any other, the migoint of the range is used (IAS
37.39).

The risks and uncertainties that inevitably surround many ev
and circumstances shall be taken into account in reaching th
beg estimate of a provision. (IAS 37.42)

The discount rate (or rates) shall be ataperate (or rates) that

reflect(s) current market assessments of the time value of m
and the risks specific to the liability. The discount rate(s) sha
not reflect rigs for which future cash flow estimates have bee
adjusted (IAS 37.47).

Contingent liabilities and contingent assets

A contingent liability is: (a) a possible obligation that arises fr
past events and whose existence will be confirmed only by tt
occurrace or noroccurrence of one or more uncertain future
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

events not wholly within the control of the entity; or (b) a pres
obligation that arises from past events but is not recognised
because: (i) it is not probable that an outflow of resources
embodyingeconomic benefits will be required to settle the
obligation; or (ii) the amount of the obligation cannot be
measured with sufficient reliability (IAS 37.10).

A contingent asset is a possible asset that arises from past €
and whose existence will berdomed only by the occurrence ¢
nortoccurrence of one or more uncertain future events not
wholly within the control of the entity.

Solvency Il framework: The measurement principles for
provisions are considered to be consistent with Article 75 of
Directive 2009/138/EC.

Contingent liabilities are recognised under Solvency Il and
valued based on the expected present value of futureloash
required to settle the contingent liability over the lifetime of th
contingent liability, using the basic ridkee interest rate term
structure.

IAS 38
Intangible
assets

IAS 38 prescribes the accounting treatment for intangible as
that are not dealt with speciéity in another Standard. This

Standard requires an entity to recognise an intangible asset
and only if, specified criteria are met. The Standard also spe

Revaluation model is
a consistent option.

yes

Goodwill is valued at
zero.
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

how to measure the carrying amount of intangible assets ang
requires specified disclosurabout intangible assets.

An entity shall choose either the cost model in paragrdr
the revaluation model in paragraphas its accounting policy. If
an intangible asset is accounted for using the revaluation mg
all the other assets in its class shall also be accounted for us
the same model, unless there is no active market for those a
(IAS 38. 72).

Cost model: Affer initial recognition, an intangible asset shall
carried at its cost less any accumulated amortisation and an)
accumulated impairment losses (IAS 38. 74)

Revaluation model: After initial recognition, an intangible ass
shall be carried at a revaluathount, being its fair value at the
date of the revaluation less any subsequent accumulated
amortisation and any subsequent accumulated impairment Ig
For the purpose of revaluations: under this Standard, fair val
shall be determined by referenceatoactive market.
Revaluations shall be made with such regularity that at the e
the reporting period the carrying amount of the asset does n(
differ materially from its fair value (IAS 38.75).

Solvency Il framework: The revaluation model is an option

consistent with Article 796f Directive 2009/138/E@or the
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

intangible items recognised in the Solvency Il balance sheet,

Intangible assets, other than goodwill, are recognised in the
Solvency Il balance sheet at a value other than zero only if tf
can te sold separately and the insurance and reinsurance
undertaking can demonstrate that there is a value for the sar
similar assets that has been derived from quoted market pric
active markets.

Bespoke computer software tailored to the needs of the
undertaking and fAoff the
sold to another user shall be valued at zero.

s h

IAS 39
Financial
Instruments:
Recognition
and
Measurement

IAS 39 esablishes principles for recognising and measuring
financial assets, financial liabilities and some contracts to bu
sell nonfinancial items.

For the purpose of measuring a financial asset after initial
recognition, this Standard classifies financedets into the
following four categories defined in paragreph

(@)
(b)
(©)

financial assets at fair value through profit or loss;
held-to-maturity investments;

loans and receivables; and

Fair value
measurement
principles applied to
financial assets are
consistent.

In case of financial
liabilities adjustment
might beneeded if the
IFRS fair value
includes changes in
own credit standing in

yes

The fair value
measurement is
applicable. However,
there shall be no
subsequent adjustmen
to take account of the
change in own credit
standing of the
insurane or
reinsurance undertakin
after initial recognition.
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

(d) availablefor-sale financial assets.

These categories apply to measurement and profit or loss
recognition under this Standard. The entity may use other
descriptors for these categories or other categorisations whe
presenting information in the financsthtements. The entity
shall disclose in the notes the information requiretRRS 7
(IAS 39.45).

After initial recognition, an entity shall measure financial assg
including derivaties that are assets, at their fair values, withg
any deduction for transaction costs it may incur on sale or ot
disposal, except for the following financial assets:

@) loans and receivables as defined in paragap¥hich
shall be measured at amortised cost using the effective inter
method;

(b)  heldto-maturity investments as defined in paragraph ¢
which shall be measured at amortised cost using the effectiv
interest method; and

(©) investments in equity instruments that do not have a
guoted market price in an active market and whose fair value
cannot be reliably measured and derivatives that are linked t
must be settled by delivery of such unquoted equity instrume
which dhall be measured at cost (see Appendix A paragraphs
AG80andAG81).

subsequent periods.
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Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

Financial assets that are designated as hedged items jaet 8
measurement under the hedge accounting requirements in
paragraph89-102 All financial assets except those measurec
fair value through profit or loss are subject to review for
impairment in accordance with paragrapBs/0 and Appendix
A paragaphsAG84-AG93 (IAS 39.46).

After initial recognition, an entity shall measurefaiancial
liabilities at amortised cost usirtge effective interest method,
except for:

(@) financial liabilities at fair value through profit or loss.
Such liabilities, including derivatives that are liabilities, shall |
measured at fair value except for a derivative liability that is
linked to and must be settled by delivery of an unquoted equil
instrument whose fair value cannot be reliably measured, wh
shall be measured at cost.

(b) financial liabilities that arise when a transfer of a
financial asset does not qualify for derecognitiomwben the
continuing involvement approach applies. Paragradtesd31
apply to the measurement of such financial liabilities.

(© financial guarantee contracts as defined in paragdaph
After initial recognition, an issuer of such a contract shall (un
paragrapht7(a) or (b) applies) measure it at the higher of:

() the amount determined in accordance W8 37, and

(i) the amount initially recognised (see paragraph 43) les

when appropriate, cumulative amortisation recognised in
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

accordance withAS 18.

(d) commitments to provide a loan at a belmarket

interest rate. After initial recognition, an issuer of sach
commitment shall (unless paragrapffa) applies) measure it af
the higher of:

) the amount determined in accordance WAS 37, and
(i) the amount initially recognised (see paragrdphless,
when appropriate, cumulative amortisation recognised in

accordance withAS 18.

Financial liabilities that are designated as hedged items are
subject to the hedge accounting requirements in paragé@hs
102(IAS 40.47).

Solvency |l framework: Fair value measurement principles a
considered to be consistent with Article 75 of Directive
2009/138/EC, except for subsequent adjustments to take ac
of the change in own creditanding of the insurance or
reinsurance undertaking after initial recognition in the
measurement of financial liabilities.

IAS 40
Investment

property

IAS 40 prescribes the accounting treatment for investment
property and related disclosure requirements.

With the exceptions noted in paragrap2é\ and34, an entity

shall choose as its accounting policy either the fair value mo

Fair value model is a
consistent option.

yes
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

in paragraph83- 55 or the cost model in paragrapb and shall
apply that policy to all of its investment property (IAS 40.30).

Cost model: After initial recognition, an entity that chooses th
cost model shall measure all of its investment properties in
accordance with I AS 1606s re
those that meet the crit ein
accordance with IFRS 5 (IAS 40.56).

Fair value model: After initial recognition, an entity that choog
the fair value model shall measure all of its investment prope
at fair value (¢é) (I AS 40. 3
When a property interest held by a lessee undeparating
lease is classified as an investment property under paragrap
paragrapl80is not elective; the fair value modéiadl be applied
(IAS 40.34).

Solvency |l framework: The fair value model is an option
consistent with Article 75f Directive 2009/138/EC

IAS 41
Agriculture

IAS 41 prescribes the accounting treatment anclaisres
related to agricultural activity.

Biological assets
A biological asset shall be measured on initial recognition an
the end of each reporting period at its fair value less costs to

Fair value less costs {
sell is a consistent
option where
estimated cost to sell
are not material.

yes

Undertakings shall
apply IAS 41 for
biological assets if the
estimated costs to sell
are not material. If the
estimated costs to sell
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Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options \C/qutrtl]&ségnttoptlc;n/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC Ith adjustments
except for the case described in paragraph 30 wheraithe f are material, the
value cannot be measured reliably (IAS 41.12). undertaking shall adjus
the value by including
Agricultural produce harvested these costs.
Agricul tur al produce harves
shall be measured at its fair value less costs to sell at the po
harvest. Such measurement is the abghat date when applyin
IAS 2 Inventories or another applicable Standard (IAS 41.13
Solvency 1l framework: Fair value less costs to sell is an opti
consistent with Article 75 of Directive 2009/138/EC if the
estimated costs to sell are not material.
IFRS 1 First- | IFRS 1 applies when an entity first adopts International Finar no Out of scope.
time adoption | Reporting Standards (IFRSs) in its annual finarstizlements.
of
International
Financial
Reporting
Standards
IFRS 2 Share | IFRS 2 specifies the financial reporting by an entity when it | Consistent yes
based carries out a shatteased payment transaction. measurement D)
payments principles

An entity shall recognise the goods or services received or
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

acquired in a shafieased pyment transaction when it obtains
the goods or as the services are received. The entity shall
recognise a corresponding increase in equity if the goods or
services were received in an eqtssttled shardased payment
transaction or a liability if the gamls or services were acquired
a cashksettled sharbased payment transaction (IFRS 2.7).

When the goods or services received or acquired in a-bhasesl
payment transaction do not qualify for recognition as assets,
shall be recognised as expende®S 2.8).

Equity -settled sharebased payment transactions

For equitysettled shardased payment transactions, the entity
shall measure the goods or services received, and the
corresponding increase in equity, directly, at the fair value of
goods orservices received, unless that fair value cannot be
estimated reliably. If the entity cannot estimate reliably the fa
value of the goods or services received, the entity shall meas
their value, and the corresponding increase in equity, indirec
by reference to the fair value of the equity instruments grante
(IFRS 2.10).

To apply the requirements of paragraph 10 to transactions w
employees and others providing similar services, the entity s
measure the fair value of the services receivedigrence to the
fair value of the equity instruments granted, because typicall




IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

is not possible to estimate reliably the fair value of the servic
received, as explained in paragraph 12. The fair value of tho
equity instruments shall be measuredrangdate. (IFRS 2.11).

To apply the requirements of paragraph 10 to transactions w
parties other than employees, there shall be a rebuttable
presumption that the fair value of the goods or services rece
can be estimated reliably. That fair valualsbe measured at th
date the entity obtains the goods or the counterparty renders
service. In rare cases, if the entity rebuts this presumption
because it cannot estimate reliably the fair value of the good
services received, the entity shall meadine goods or services
received, and the corresponding increase in equity, indirectly
reference to the fair value of the equity instruments granted,
measured at the date the entity obtains the goods or the
counterparty renders service (IFRS 2.13).

If the identifiable consideration received is less than the fair

value of the equity instruments granted or the liability incurre
the unidentifiable goods or services are measured by referer
the difference between the fair value of the equity instrasnen
granted (or liability incurred) and the fair value of the goods ¢
services received at grant date (based on IFRS 2.13A).

Cash-settled sharebased payment transactions

For cashsettled sharbased payment transactions, the entity




IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

shall measure the gosar services acquired and the liability
incurred at the fair value of the liability. Until the liability is
settled, the entity shall remeasure the fair value of the liability
the end of each reporting period and at the date of settlemen
with any chages in fair value recognised in profit or loss for t
period (IFRS 2.30).

In some cases, the entity or the other party may choose whe
the transaction is settled in cash or by issuing equity instrum
The accounting treatment depends on whetheenhtigy or the
counterparty has the choice.

Solvency |l framework: IFRS 2 measurement principles are
considered to be consistent with Article 75 of Directive
2009/138/EC.

IFRS 3
Business
combinations

IFRS 3 establises principles and requirements for how the
acquirer: (a) recognises and measures in its financial statem
the identifiable assets acquired, the liabilities assumed and 3
noncontrolling interest in the acquiree; (b) recognises and
measures the goodiacquired in the business combination of
gain from a bargain purchase; and (c) determines what
information to disclose to enable users of the financial staten
to evaluate the nature and financial effects of the business
combination.

no

Out of scope.




Summary of IFRS treatment:

Fully consistent/

.. . i i i ?
IFRS Measurement principles or options \C/qutrtl]&ségnttoptlc;n/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC Ith adjustments
IFRS 3 deals vih business combinations. Subsequent (to the
acquisition) measurement of acquired assets and liabilities fc
the applicable IFRS of those items depending on their nature
Solvency Il framework: Goodwill is valued at zero at the
Solvency Il balance shedll items shall be valued in
accordance with Solvency Il valuation methodologies.
IFRS 4 IFRS 4 specifies the financial reporting for insurance contrac no Out of scope.
Insurance by any entity that issues such contracts (described itRRIS as D)
contracts an insurer) until the Board completes the second phase of its
project on insurance contracts.
Solvency |l framework: Solvency Il establishes specific
measurement principles for insurance liabilities
IFRS 5 Non | IFRS 5 specifies the accounting for assets held for sale, and| Measurement no
current assets | presentation and disclosure of discontinued operations. principlesnot
held for sale consistent.
and An entity shall measure a na@oirrent asset (or disposal group)
discontinued | classified as held for sale thie lower of its carrying amount an
operations fair value less costs to sell (IFRS 5.15).

An entity shall measure a naunirrent asset (or disposal group)
classified as held for distribution to owners at the lower of its

carrying amount and fair value less costdiaribute (IFRS
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

5.15A).

Immediately before the initial classification of the asset (or
disposal group) as held for sale, the carrying amounts of the
(or all the assets and liabilities in the group) shall be measur
accordance with applicable IR (IFRS 5.18).

On subsequent remeasurement of a disposal group, the carr
amounts of any assets and liabilities that are not within the s
of the measurement requirements of this IFRS, but are incluc
in a disposal group classified as held for ssiall be
remeasured in accordance with applicable IFRSs before the
value less costs to sell of the disposal group is remeasured
5.19).

Solvency |l framework: In Solvency I, there is no distinction
based on the use of the assets. The ocmment assets held for

sale and discontinued operations shall be measured in accot
with the relevant Solvency Il valuation methodologies.

IFRS 6
Exploration
for and
evaluation of
mineral

IFRS 6 spedies the financial reporting for the exploration for
and evaluation of mineral resources.

no

Business not relevant
for insurers.




Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options \C/qutrtl]&ségnttoptlc;n/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC Ith adjustments

resources

IFRS 7 IFRS 7 specifies disclosure for financial instruments. no IFRS 7 does not

Financial prescrite valuation

instruments: methodologies for

Disclosures balance sheet items.

IFRS 8 | FRS 8 requires disclosure no IFRS 8 does not

Operating operating segments, its products and services, the geograph prescribe valuation

Segments areas in which it operates, and its major customers. methodologies for
balance sheet items.

IFRS 9 Not applicable as not yet adopted by the Commission. no

Financial ®)

Instruments

IFRS 10 IFRS 10 establishes principles for the presetaand no Out of scope.

Consolidated | preparation otonsolidated financial statementben an entity

Financial controlsone or more other entities.

Statements
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Summary of IFRS treatment:

Fully consistent/

IFRS Measurement principles or options ansistgnt option/ Applicable? | Other comments
consistent with Article 75 of Directive 2009/138/EC with@&djtistments
IFRS 11 Joint | |FRS 11 establishes principles for the financial reporting by | Applicable only for | no Out of scope. See IAS
Arrangements | entities that have an interest in arrangements that are conti | the requirement to us 28 for the equity
jointly (ie joint arrangements This IFRS definefint control | the equity method. method.
and requires an entity that iparty to a joint arrangemerb
determine the type ¢bint arrangemenn which it is involved
by assessing its rights and obligations and to account for tr
rights and obligations in accordance with that type of joint
arrangement.
Solvency |l framework: see IAS 28 for the application of the
equity method.
IFRS 12 IFRS 12 requires an entity to disclose information that enabl¢ no IFRS 12 does not
Disclosure of | users of its financial statements to evaluate: the nature of, ar prescribe valuation
Interests in risks associated with, its interests in other entities; and the et methodologies for
Other Entities | of those interests on its financial position, finahgerformance balance sheet items.
and cash flows.
IFRS 13 Fair | IFRS 13 defines fair value and sets out in a single IFRS a yes |
Value framework for measuring fair value
Measurement

Solvency Il framewak: IFRS 13 is consistent with Article 75
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IFRS

Summary of IFRS treatment:

Measurement principles or options
consistent with Article 75 of Directive 2009/138/EC

Fully consistent/
Consistent option/
With adjustments

Applicable?

Other comments

of Directive 2009/138/EC except for the requirement to reflec
the effect of an entityds o




V.2.

Technical Provisions

Introduction

TP.1.1.

TP.1.2.

TP.1.3.

TP.1.4.

TP.1.5.

V.2.1.

Solvency Il requires undertakings to set up technical provisiomshvdorrespond to

the current amount undertakings would have to pay if they were to transfer their
(re)insurance obligations immediately to another undertaking. The value of technical
provisions shoulde equal to the sum of a best estimate (see subs&:f2d®) and a

risk margin (sesubsection V.26 However, under certain conditions that relate to the
replicability of the cash flows underlying the (re)insurance obligations, best estimate
and risk margin should not be valued separately but technioaispms should be
calculated as a whole (see subsectidh4).

Undertakings should segment their (re)insurance obligations into homogeneous risk
groups, and as a minimum by line of business, when calculating technical provisions.
Subsection V.2A. specifes the segmentation of the obligations fbe Quantitative
Assessment.

The best estimate should be calculated gross, without deduction of the amounts
recoverable from reinsurance contracts apdcial purpose vehicleSRV9. Those
amounts should be callated separately. The valuation of recoverables is set out in
subsectiorv.2.2.3

The calculation of the technical provisions should take account of the time value of
money by using the relevant riflee interest rate term structure.

The actuarial andstatistical methods to calculate technical provisions should be
proportionate to the nature, scale and complexity of the risks supported by the
undertaking. Guidance on the application of the proportionality principle and the
specification of simplified mthods can be found in subsecti®t2.6. Simplified
methods for the calculation of the risk margin are included in subs&tgah

Segmentation

General principles

TP.1.6.

TP.1.7.

TP.1.8.

Insurance and reinsurance obligations shoulddzgmented as a minimum by line of
businesgLoB) in order to calculate technical provisions.

The purpose of segmentation of (re)insurance obligations is to achieve an accurate
valuation of technical provisions. For example, in order to ensure that appropriate
assumptions are used, it is import#mt the assumptions are based on homogenous
data to avoid introducing distortions which might arise from combining dissimilar
business. Therefore, businessisiallymanaged in more granular homogeneous risk
groups than the proposed minimum segmentdiiohnes of business where it allows

for a more accurate valuation of technical provisions

Undertakings in different Member States and even undertakings in the same Member
State offer insurance products covering different sets of risks. Therefore it is
appropriate for each undertaking to define the homogenous risk group and the level of
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TP.1.9.

granularity most appropriate for their business and in the manner needed to derive
appropriate assumptions for the calculation of the best estimate.

(Re)insurance obligainsshouldbe allocatedto the line of business that best reflects
the natureof the risks relating to the obligatianin particular, he principle of
substance over form should be followéat the allocation In other words, the
segmentation should reflethe nature of the risks underlying the contract (substance),
rather than the legal form of the contract (form).

TP.1.10.The segmentation into lines of business distinguishetsveen life and nolife

insurance obligations. This distinction does not coincidé whie legal distinction
between life and nehfe insurance activities or the legal distinction between life and
nortlife insurance contracts. Instead, the distinction between life andlifaon
insurance obligations should be based on the nature of tleelyind risk:

1 Insurance obligations of business thapussued on a similar technical basis to that
of life insuranceshould be considered as life insurance obligations, even if they
are nonlife insurance from a legal perspective.

1 Insurance obligationsf business that is n@ursued on a similar technical basis to
that of life insurancehould be considered as Rlifie insurance obligations, even
if they are life insurance from a legal perspective.

TP.1.11.In particular, annuities stemming from nRbfe insuraace contracts (for example for

motor vehicle liability insurance) are life insurance obligations.

TP.1.12.The segmentation should be applied to both components of the technical provisions

(best estimate and risk margirf).should also be applied where technicedyisions
are calculated as a whole.

Segmentation of nelife insurance and reinsurance obligations

TP.1.13.Nortlife insurance obligations should be segmented into the followinging2 of

business:

Medical expensesnsurance

This line of business includes ajpitionswhich cover the provision of preventive or
curative medical treatment or care including medical treatment or care due to illness,
accident, disability and infirmity, or financial compensation for such treatment or care,
where the underlying busiress not pursued on a similar technical basis to that of life
insurancepther tharobligations considered as workerempensation insurance;

Income protectioninsurance

This line of business includes obligatiomshich cover financial compensation in
conequence of illness, accident, disability or infirmithere the underlying business
is not pursued on a similar technical basis to that of life insuraratber than
obligations considered asedical expenses @rorkers compensation insurance;

Wo r k econgpénsationinsurance

This line of business includé®alth insurance obligations which relate to accidents at
work, industrial injury and occupational diseases and where the underlying business is
not pursued on a similar technical basis to that ofriserance covering:
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1 the provision of preventive or curative medical treatment or care relatanggident
at work, industrial injuryor occupational diseasesr

{ financial compensation for such treatment;

1 or financial compensation faxccident at work,ndustrial injuryor occupational
diseases;

Motor vehicle liability insurance
This line of business includes obligations which cover all liabilities arising out of the
use of motor vehicles operatingonlagndn c | udi ng <cl)arri er6s | i abi

Other motor insurance
This line of business includes obligations which cover all damage to or loss of land
vehicles(includingrailway rolling stock;

Marine, aviation and transport insurance

This line of business includes obligations which cover all damage or laggeto

canal, lake and sea vessels, aircraft, and damage to or loss of goods in transit or
baggage irrespective of the form of transport. This line of business also includes all
liabilities arising out of use of aircraft, ships, vessels or boats on théakes, rivers
orcanalfi ncl udi ng clarrieroés | iability

Fire and other damageto property insurance

This line of business includes obligations which cover all damage to or loss of
property other than motor, marine aviation and transport due to fipdoséon,
natural forces including storm, hail or frost, nuclear energy, land subsidence and any
event such as theft;

General liability insurance
This line of business includes obligations which cover all liabilities other than those
included in motor veldie liability and marine, aviation and transport;

Credit and suretyshipinsurance
This line of business includes obligations which cover insolvency, export credit,
instalment credit, mortgages, agricultural credit and direct and indirect suretyship;

Legal expensesnsurance

This line of business includes obligations which cover legal expenses and cost of
litigation;

Assistancensurance

This line of business includes obligations which cover assistance for persons who get
into difficulties while travelling,while away from home or while away from their
habitual residence;

Miscellaneousfinancial lossinsurance

This line of business includes obligations which cover employment risk, insufficiency
of income, bad weather, loss of benefits, continuing generanses, unforeseen
trading expenses, loss of market value, loss of rent or revenue, indirect trading losses
other than those mentioned before, other financial lossti@ding) as well as any

other risk of norife insurance business not covered by thedinf businesalready
mentioned.

TP.1.14.0bligations relatingo acceptegbroportional reinsurancghouldbe segmenteihto 12
lines of business in the same waynaslife insurance obligationare segmented
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TP.1.15.0bligations relatingo acceptedhonproportional einsurancen nonlife should be
segmentedhto 4 lines of businesasfollows:

1 Health: ron-proportional reinsurance obligations relating to insurance obligations
included inthe followinglines medical expensesncome protectiomndwo r k er s 0
compensabn.

1 Property non-proportional reinsurance obligations relating to insueaobligations
includedin the following lines other motorinsurance, fire and other damage to
property, credit and suretyship, legal expenses, assistance, miscellaneous financial
loss.

{ Casualty non-proportional reinsurance obligations relating to insurance obligations
included inthe followinglines motor vehicle liabilityandgeneral liability

1 Marine, aviation and transportonproportional reinsurance obligations relating to
insurance obligations included in the limarine, aviation and transport insurance

Segmentation of life insurance and reinsurance obligations

TP.1.16.Life insuranceobligationsshouldbe segmented in®lines of business
Health insurance

Health insurance digations where the underlying business is pursued on a similar
technical basis to that of life insurance, other than those included in the following line
of b u sAnnuiites stemfining from nelife insurance contracts and relating to
health insurance digation .

Life insurancewith profit participation

Insurance obligations with profit participation other than those obligations included in
the annuities stemming from nelife insurance contracts

Index-linked and unit-linked insurance

Insurance obligtions with indexdinked and uniinked benefits other than those
included intheannuities stemming from nelife insurance.

Other life insurance
obligations other than obligations included in any of the other life lines of business.

Annuities stemming from non-life insurance contracts and relating to health
insurance obligations(annuities stemming from ndife contracts and NSLT health
insurance)

Annuities stemming from nontlife insurance contracts and relating to insurance
obligations other than halth insurance obligations

TP.1.17.0bligations relatindo acceptedeinsurancen life shouldbe segmenteihto 2 lines of
businesasfollows:

Health reinsurance

Reinsurance obligations which relate to the obligations included in lines of business
health insmanceand A Annui t i es st difemnmsuragce dontracts armdo n
relating to health insurance obligationso
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Life reinsurance

Reinsurance obligations which relate to the obligations included in lines of business

A L ilfdserance with profit participatian, Indéxlinked and unilinked insurance ,

fOther life insurancgandiA Annui t i es s t-ldenmauramag contractsnandn o n
relating to insurance obligations other t

TP.1.18.Therecould be circumstances where, for a paréicdine of business; the segment
"life insurance with profit participation’(participating business), the insurance
liabilities camot, from the outsetpe calculated in isolation from those of the rest of
the business. For example, an undertaking meye hmanagement rules such that
bonus rates on one line of business can be reduced to recoup guaranteed costs on
another line of business and/or where bonus rates depend on the overall solvency
position of the undertaking. However, even in this aasgert&ings should assigm
technical provisiorio each line of business a practicable manner

Health insurance obligations
TP.1.19.Health insurance covers one or both of the following:

1 the provision of preventive or curative medical treatment or care includinigahed
treatment or care due to illness, accident, disability and infirmity, or financial
compensation for such treatment or care;

1 financial compensation in consequence of illness, accident, disability or infirmity.

TP.1.20.In relation to their technical nature twypes of kealth insurancean be distinguished

1 Health insurancewhich is pursued on a similar technical basis to that of life
insurance$LT Health); or

1 Health insurancevhich is not pursued on a similar technical basis to that of life
insurance lon-SLT Health).

TP.1.21.Health insurance obligations pursued on a similar technical basis to that of life
insurance (SLT Health) are the health insurance obligationsHiah it is appropriate
to use life insurancetechniquesfor the calculation ofthe best estimateHealth
insuranceobligations should be assignedife insurance lines of business where such
obligations are exposed to biometrical risks (i.e. mortality, longevity or
disability/morbidity) and where the common techniques used to assess such
obligationsexplicitly take into consideration the behaviour of the variables underlying
these risksWhere insurance or reinsurance health obligations are calculated according
to the conditions set out in Article 206 of Directive 2009/138/EPC they should be
assignedo SLT health insurance lines of business.

TP.1.22.Insurance or reinsurance obligations that, although stemming fronLifor NSLT
health insurance, and originally segmented into -Nidé® or NSLT health lines of
business, as a result of the trigger of an eaeatpursued on a similar technical basis
to that of life insurance, should be assigned to the relevant life lines of business as
soon as there is sufficient information to assess those obligations using life techniques.

TP.1.23.The definition of health insuran@pplied in tls Technical SpecificationQuantitative
Assessmeninay not coincide with national definitions of health insurance used for
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authorisation or accounting purposésmnex C includes furtheguidance on the
definition of health insurance.

TP.1.24.The grawmlarity of the segmentation of insurance or reinsurance obligations should
allow for an adequate reflection of the nature of the risia. the purpose of
calculation of the technical provisions, thegmentation should consider the
pol i cyhol dpofitdarticipatiog, loptions and guarantees embedded in the
contracts and the relevant risk drivers of the obligations.

Unbundling of insurance and reinsurance contracts

TP.1.25.Where a contracincludes life andnontlife (re)insuranceobligations it should be
unbundled intats life and nonlife parts.

TP.1.26.Where a contract covers risks acrdhg different lines of businesfor nonlife
(re)insurance obligationghese contracts should be unbundled into the appropriate
lines of business.

TP.1.27.A contract covering lifensurance riskshould always be unbundled according to the
following lines of business

TSLT

1 Life insurancewith profit participation

1 Indexlinked and unilinked life insurance
1 Otherlife insurance

TP.1.28.Where a contract gives rise to SLT health insuranckgations, it should be
unbundled into a health part and a #iwalth part where it is technically feasible and
where both parts are materiédotwithstanding the above, unbundling may not be
required where only one of the risks covered by a contractteviada In this case, the
contract may be allocated according to thénnniak.

V.2.2. Best estimate

V.2.2.1. Methodology for the calculation of the best estimate

Appropriate methodologies for the calculation of the best estimate

TP.2.1. The best estimate should correspondhe probability weighted average of future
cashflows taking account of the time value of money.

TP.2.2. Therefore, the best estimate calculatstrouldallow for the uncertainty in the future
cashflows. The calculation shouldonsider the variability of the caslows in order
to ensure that the best estimate represents the mean daistigution ofcash flow
values Allowance for uncertainty does not suggest that additional margins should be
included within the best estimate.

TP.2.3. The best estimatés the averagef the outcomes of all possible scenarios, weighted
according to their respective probabilities. Although, in principle, all possible
scenarioshould beconsidered, it may not be necessary, or even possible, to explicitly
incorporate all possible scenagian the valuation of the liability, nor to develop
explicit probability distributions in all cases, depending on the type of risks involved
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and the materiality of the expected financial effect of the scenarios under
considerationMoreover, it is sometimgepossible to implicitly allow for all possible
scenarios, for example in closed form solutions in life insurance or the-leddier
technique in noilife insurance.

TP.2.4. Cashflow characteristicghat should,in principle and where relevartte taken into
consideration in the application of the valuation technique include the following:

a) Uncertaintyin the timing, frequency and severity of claim events.

b) Uncertaintyin claims amounts, including uncertainty in claims inflation, anithén
periodneededo settleand payclaims.

c) Uncertainty in the amount of expenseémcertainty in theexpected future
developments that will have a material impact on the castand ouiflows
required to settle the insurance and reinsurance obligatiees the life time
thereof (e.g. the value of an index/market values used to determine claim
amount$. For this purpose future developments shall include demographic, legal,
medical, technological, social, environmental and economic developments
including inflation.

d) Uncertainty inpolicyholder behaviour

e) Path dependency, where the célsivs depend not only on circumstances such as
economic conditions on the caflbw date, but also on those circumstances at
previous dates.

A cashflow havingno path dependency can be valued by, for example, using an
assumed value of the equity market at a future point in time. However, -a cash
flow with path-dependency would need additional assumptions as to how the level
of the equity market evolved (the etyumarket's path) over time in order to be
valued.

f) Interdependency between two or more causes of uncertainty.

Some riskdrivers may be heavily influenced by or even determined by several

other riskdrivers (interdependence). For example, a fall in mavkéies may

infl uence t he (re)insurance undertakin
participation, which in turn affects policyholder behaviour. Another example

would be a change in the legal environment or the onset of a recession which could
increasehe frequency or severity of ndifie claims.

TP.2.5. Undertakings should use actuarial and statisteeathniquedor the calculation of the
best estimatghich appropriately reflect the riskisat affect the cédmsflows. This may
include simulation methodsgeterninistic techniques and analytical techniques.
Examples for these techniques can be found in Annex B.

TP.2.6. For certain life insurance liabilities, in particular the future discretionary benefits
relating to participating contracts or other contracts with emlukdgeions and
guarantees, simulation may lead to a more appropriate and robust valuation of the best
estimate liability.
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TP.2.7. For the estimation of nelife best estimate liabilities as well as life insurance
liabilities that do not need simulation techniquesleterministic and analytical
techniques can be more appropriate.

Cashflow projections

TP.2.8. The best estimate should be calculated gross, without deduction of the amounts
recoverable from reinsurance contracts and special purpose veRelssverables
from reinsurance angpecial purposevehiclesshouldbe calculated separately. In the
case of cansurance the cadifows of each cansurer should be calculated as their
proportion of the expected caflbws without deduction of the amounts recoverable
from rensurance and special purpose vehicles.

TP.2.9. Cashflow projections should reflect expected realistic future demographic, legal,
medical, technological, social or economic developmewer the lifetime of the
insurance and reinsurance obligations

TP.2.10.Appropriate asumptions for future inflation should be built into the ebsWw
projection. Care should be taken to identify the type of inflation to which particular
cashflows are exposed (i.e. consumer price index, salary inflation).

TP.2.11.The casHlow projections, in paicular for health insurance business, should take
account of claims inflation and any premium adjustment clauses. It may be assumed
that the effects of claims inflation and premium adjustment clauses cancel each other
out in the cash flow projection, praled this approach undervalues neither the best
estimate, nor the risk involved with the higher cash flows after claims inflation and
premium adjustment.

Recognition and derecognition of (re)insurance contracts for solvency purposes

TP.2.12.The calculation of thdest estimate should only include future cfistvs associated
with recognisedbligations within the boundary of the contradMo future business
should be taken into account for the calculation of technical provisions.

TP.2.13.A reinsuranceor insuranceobligation should be initially recogres by insurance or
reinsurance undertakingst whichever is the earlier of the date the undertaking
becomes a party to the contract that gives rise to the obligation or the date the
insurance or reinsurance cover begins.

TP.2.14.A contract should be derecogmil as an existing contrachly whenthe obligation
specified in the contract extinguisheddischarged or cancelled or expires.

The boundary of an existing (re)insurance contract

TP.2.15.The definition of the contract boundary silb be applied in particular to decide
whether options to renew the contract, to extend the insurance coverage to another
person, to extend the insurance period, to increase the insurance cover or to establish
additional insurance cover gives rise to a neamtract or belongs to the existing
contract. Where the option belong Qo the existing contract the provisions for
policyholder options should be taken v account.

TP.2.16.Insurance and reinsurance undertakingsukhensure that the principléaid down in
the following paragraphdor determining the contract boundaries are consistently
applied to all insurance and reinsurance contracts, in particular over time.
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TP.2.17.All obligations relating to the contract, including obligations relating to unilateral
rights of theinsurance or reinsurance undertaking to renew or extend the scope of the
contract and obligations that relate to paid premiumsulghbelong to the contract
unless otherwise statedtime followingparagraphs

TP.2.18.Any obligations which relate to insurance m@insurance cover which might be
provided by the undertaking aftany of the followingdate do not belong to the
contract, unless the undertaking can compel the policy holder to pay the premium for
those obligations

(@) the future date where the insucanor reinsurance undertaking has a unilateral
right to terminate the contract;

(b) the future date where the insurance or reinsurance undertaking has a unilateral
right to reject premiums payable under the contract; or

(c) the future date where the insnc& or reinsurance undertaking has a unilateral
right to amend the premiums or the benefits payable under the contract in such
a way that the premiums fully reflect the risks.

Where an insurance or reinsurance undertaking has a unilateral right to anaend a

future date the premiums or benefits of a portfolio of insurance or reinsurance
obligations in such a way that the premiums of the portfolio fully reflect the risks
covered by the portfolio, the undertaking's unilateral right to amend the premiums or
benefits of those obligations shall fall under point Feg)r the purpose this paragraph,

a oO6portfolio of l nsurance Or reinsurance
which the insurance or reinsurance undertaking can amend premiums and benefits
under similar circumstances and with similar consequences.

In derogation from the second subparagraph of this paragraph, in the case of life
insurance obligations where an individual risk assessment of the obligations relating
to the insured person of thentoact is carried out at the inception of the contract and
that assessment cannot be repeated before amending the premiums or benefits,
insurance and reinsurance undertakings shall assess at the level of the contract
whether the premiums fully reflect thisk for the purposes of point (clror the
purpose of this paragraph, @ni ndi vi dual ri sk assessment
assessment of relevant features of the insured person that allow the undertaking to
gather sufficient information in order to fornm @ppropriate understanding of the

risks associated with the insured person. In the case of contracts covering mortality
risks or health risks similar to life insurance techniques, the individual risk
assessment can be a sedsessment by the insured par®r can include a medical
examination or survey.

TP.2.19.For the purpose of points (a) to (c) of point TP2.I&uranceand reinsurance
undertakings sbuld consider the right to terminate, reject premiums, or amend the
premiums or benefits payable under thetramst, as being unilateral, when neither the
policy holder nor any third party can restrict the exercise of that right. For the purpose
of this paragraphthird parties do not include supervisory authoritiegarticular:

(@) where, in order to gehe amencdhent of premiums and benefits into effect, the
insurance or reinsurance undertaking is required to obtain an external
assessment in accordance with the law or the terms or conditions of another
agreement outside the insurance contract, the existenceloaswguirement
should limit the unilateral right of the undertaking only if the assessment gives
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the policy holder or any third party the right to interfere with use of that
right.

(b) undertakings should nabnsider reputational risk or competitive m@®s as
limitations of the unilateral right.

(c) undertakings should considérat national laws limit their unilateral right only
if these laws restrict, or give the policyholder or any third party the right to
restrict the exercise of that rightindertakimgs shoulddisregard the right to
unilaterally amend premiums or the benefits payable under the contract if the
premiums or benefits payable depend solely on the decisions of the policy
holder or the beneficiary.

Insurance and reinsurance undertakingsulsh howeverignore restrictions of the
unilateral right and limitations of the extent by which premiums and benefits can be
amended that have no discernible effect on the economics of the contract.

In some jurisdictions the undertakings may amend the presnanmd benefits only if
another body consisting e.g. of representatives of policyholders agree ointhis.
regard to point a) of this paragraplb, determine whether such a body should be
considered as third party, undertakings should assess the scopeespinsibilities

and the extent to which such a body is integrated into the structure and management of
the undertaking. If the result of the assessment is that the body forms part of the
management of the undertaking, this type of body should not Istdeoed as third

party and its decisions or opinions should be seen as they had been taken by the
undertaking. Where the body is performing an oversight function independent of the
undertaking, it should be considered as third party for the purpodas fafst sub
paragraph of this paragraph

Some premium or benefit changes agreed upon at inception of the contract may
depend on factors beyond the control of the undertaking (e.g. inflation, increase of
salary). Such a change should not be considered andameat in terms of contract
boundaries provided that the same premium structure as agreed at the inception of the
policy is used. E.g. lapses of such policies should be considered as being policy holder
behaviour in accordance wiffP.2.128 to TP.2.134rhe terms and conditions within
insurance policies often set out payment or benefit plaf{eg mere existence of

such an agreement itself does not imply that the change would be amendment in terms
of contract boundaries.

TP.2.20.Where the insurance or reinsurancelertaking has a unilateral right as referred to in
paragraphl'P.2.18that relates only to a part of the contract, the same principles as
defined in paragraphP.2.18shall be applied to this part.

TP.2.21.Notwithstanding paragrapf$?.2.18andTP.2.19 any oblgations that do not relate to
premiums which have already been paid do not belong to an insurance or reinsurance
contract, unless the undertaking can compel the policy holder to pay the future
premium, where the contract

(&) does not provide compensatifor a specified uncertain event that adversely
affects the insured person,;

(b) does not include a financial guarantee of benefits.
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For the purpose of points (a) and (b), insurance and reinsurance undertaginds sh
ignore coverage of events and guarastdeat have no discernible effect on the
economics of the contract.

TP.2.22.When determining whether the insurance coverage of an event or a financial guarantee
has no discernible effect on the economics of a conaseceferred to in paragraph
TP.2.21 insurane and reinsurance undertakirgfpuld take into account all potential
future casklows which may arise from the contract.

Insuranceand reinsurance undertakings ahld consider the cover of a specified
uncertain event that adversely affects the insuresibopeas having a discernible effect

on the economics of the contract when the cover provides a discernible financial
advantage to the beneficiary.

Insuranceand reinsurance undertakingshould consider a financial guarantee of
benefits as having a discebte effect on the economics of a contract if and only if the
financial guarantee is linked to the payment of the future premiums and provides the
policyholder with a discernible financial advantage in at least one scenario with
commercial substance.

TP.2.23.Notwithstanding paragrapheP.2.18and TP.2.19 where an insurance or reinsurance
contract can be unbundled into two parts and where one of these parts meets the
requirements set out in points (a) and (b) of paragf&pR.21 any obligations that do
not relateto the premiums of that part which have already been paid do not belong to
the contract, unless the undertaking can compel the policy holder to pay future
premium of that part.

TP.2.24.When an option or guarantee covers more than one part of the contract, the
undetaking should determine whether it is possible to unbundle it or whether it should
be attributed to the relevant part of the contract. Insurance and reinsurance
undertakings should ensure that if insurance or reinsurance undertakings unbundle
contracts, k provisions relating to such contracts are applied to the different parts of
the unbundled contract according to their nature.

The set of obligations attributed to a part of the contract can be constituted by
obligations of various types, including aditions expressed as financial options or
guarantees which can be automatically triggered or exercised at the discretion of the
policy holder or of any other partlfor the purpose of paragraph TP.2.23urance or
reinsurance undertakings ahld determire whether it is possible to unbundle a
contract

(@) by assessing/hether, on the day at which the valuation is made or at a future
date, two or more parts of the contract are clearly identifiable, and for which it
is possible to define, in an objective manrdifferent sets of obligations and
premiums attributable to each part; and

(b) by assessinwhether it would be possible to communicate obligations of each
set separately to the policy holder.

Insurance and reinsurancedertakings sbuld consider two sets obbligations as

being capable of beingpmmunicated separately to the policy holder where one set of
obligations can be understood without reference to the other set of obligatwss.

as an example,ven comparing a bundl edp arrtosdou,ct a n
undertaking should compare the real product that is actually sold with notional
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products that could be sold, i.e. products with the same (aggregated) premiums,
obligations, and expenses. It should be possible at least in theory that the jabdicyho
could pay the premium separately for each unbundled part, if required. The same
applies also riders of the policy.

TP.2.25.Insurance and reinsurance undertakingsukhregard premiums to fully reflect the
risks covered by a portfolio of insurance or reinageaobligationsn accordance with
TP.2.18 (c) only whereat the moment at which either premiums or benefits can be
amended there is no circumstance when the undertaking does not have the right to
amend premiums or benefits such that the expected presieiet of the premiums
exceeds the expected present value of benefits and expenses payable under the
portfolio. When assessing whether the expected present value of the premiums
exceeds the expected present value of benefits and expenses payable under the
portfolio, there is no need to calculdteese values on a polidyy-policy basisput an
overall assessment on portfolio levesatisfactory

TP.2.26.For the purpose of paragraphs TP.2.18, TP.2.21 and TP.2.23, insurance and
reinsurance undertakings shall rgoe their ability to compel a policy holder to pay
a premium only i f the policyholderds payn
holding by the insurance undertaking of the Bank Identifier Code of policy holders
shall not be characterized as aans for insurers to compel policy holders to pay the
premiums in particular for contracts with scheduled future premiums.

TP.2.27.Insuranceandreinsurance undertakingsalid, where details of a contract or the full
extent of the obligations covered by a cortti@e not available to the undertaking at
the time of the recognition of the contract, estimate the boundaries of the contracts
using all the available information in a manner consistent with the principles set out in
these technical specificatians

For instance, aeed to reassess the contract boundaries can arise, where a delegated
underwriting authority or binder exists which can sign business on behalf of the
undertaking. The undertaking requires information on the underlying insurance
contracts writta within the binder to assess the contracts which fall within the
contract boundary at a given valuation date. If this information is not available,
estimates need to be made.

Estimates of contracts entered into can be based on historical experienceifaf spe
binders in terms of numbers of contracts likely to be entered into and their terms and
conditions and hence the length of their contract boundaries and likely corresponding
cashflows.

The undertaking shuld revise this estimated assessment as ssomore detailed
information is available.

TP.2.28.Insurance and reinsurance undertakings ahd, for their accepted reinsurance
contracts, apply thepecifications stated abouwedependently from the boundaries of
the underlying insurance or reinsurance contraxtshich they relateThe boundary
of a reinsurance contract magncebe different in the Solvency Il balance sheet of
the buyer of the reinsurance when compared to the Solvency Il balance sheet of the
seller of the reinsurance.

Annex D includesseveralexamples that illustrate the application of the definition of the
contract boundary.
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Time horizon

TP.2.29.The projection horizon used in the calculation of best estimate should cover the full
lifetime of all the cash and outflows required to settle the lifpations related to
existing insurance and reinsurance contracts on the date of the valusiliess an
accurate valuation can be achieved otherwise

TP.2.30.The determination of the lifetime of insurance and reinsurance obligadinadbe
based on upo-dak and credible information and realistic assumptions about when the
existing insurance and reinsurance obligations will be discharged or cancelled or
expired.
Gross cash irflows

TP.2.31.To determine the best estimate the following -eahaustive list of cash -flows
should be included:

1 Future premiums; and
1 Receivables for salvage and subrogation.

TP.2.32.The cash ifflows should not take into account investment returns (i.e. interests
earned, dividendstc).

Gross cash ouflows

TP.2.33.The cash ouflows could be divided betsen benefits to the policyholders or
beneficiaries, expenses that will be incurred in servicing insurance and reinsurance
obligations, and other cadlow items such as taxation payments which are charged to
policyholders.

Benefits

TP.2.34.The benefit cash odtows (norexhaustive list) should include:
i Claims payments
1 Maturity benefits
1 Death benefits
1 Disability benefits
1 Surrender benefits
1 Annuity payments
1 Profit sharing bonuses

Expenses

TP.2.35.In determining the best estimate, the undertalsihguldtake into accounall cash
flows arising from expenses that will be incurred in servicingeaibgnised insurance
and reinsurance obligationsver the lifetime thereof. This should include (non
exhaustive list):
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1 Administrative expenses

1 Investment management expenses

1 Claims management expenses / handling expenses

1 Acquisition expenses

1 Overhead expenses included in the expenses mentioned above

TP.2.36.Expenses in respect of reinsurance contracts and special purpose vehicles shall be
taken into account in the gross calculation oftibst estimate.

TP.2.37.Expenses shall be projected on the assumption that the undertaking will write new
business in the future.

TP.2.38.Expenses that are pertinent to the valuation of technical provisions would usually
include both allocated and overhead expensesocaéiéd expenses are those
expenses which could be directly assignable to the source of expense that will be
incurred in servicing insurance and reinsurance obligations. Overhead expenses
comprise all other expenses which the undertaking incurs in seriisagnce and
reinsurance obligations.

TP.2.39.0verhead expenses include, for example, salaries to general managers, auditing
costs and regular dag-day costs i.e. ultility bills, rent for accommodations, IT
costs. These overhead expenses also include expetetes to the development of
new insurance and reinsurance business, advertising insurance products,
improvement of the internal processes such as investment in system required to
support insurance and reinsurance business (e.g. buying new IT system and
developing new software).

TP.2.40.0verhead expenses should be allocateal realistic and objective manner and on a
consistent basis over tinie the parts of the best estimate to which they relate

TP.2.41.Administrative expenses are expenses which are connected walicy p
administration including expenses in respect of reinsurance contracts and special
purpose vehicles. Some administrative expenses relate directly to insurance
contracts or contract activity (e.g. maintenance cost) such as cost of premium billing,
cost of sending regular information to policyholders and cost of handling policy
changes (e.g. conversions and reinstatements). Other administrative expenses relate
directly to insurance contracts or contract activity but are a result of activities that
cover more than one policy such as salaries of staff responsible for policy
administration.

TP.2.42.Investment management expenses are usually not allocated on a policy by policy
basis but at the level of a portfolio of insurance contracts. Investment management
expense coul d include expenses of recordke
salaries of staff responsible for investment, remunerations of external advisers,
expenses connected with investment trading activity (i.e. buying and selling of the
portfolio securiies) and in some cases also remuneration for custodial services.
Investment management expenses/e to be based oam portfolio of assets
appropriate to cover their portfolio of obligations. In case the future discretionary
benefits depend on the asset&dHgy the undertaking and for udibked contracts
the undertakingshould ensure that the future investment management expenses
allow for the expected changes to the future aforementioned portfolio of assets. In
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particular, a dynamic expense allowanceustide used to reflect a dynamic asset
strategy.

TP.2.43.Usually investment management expenses differ regarding different assets classes.
To ensure that investment management expenses will properly reflect the
characteristics of the portfolio, investment managenmexpenses in relation to
different assets will be based on existing and predicted future split of assets.

TP.2.44.Investment management expenses are considered as cdlslwadntthe calculation
of the best estimate since discounting is made with a yield guogs of investment
expenses.

TP.2.45.Claims management expenses are expenses that will be incurred in processing and
resolving claims, including | egal and ad
claims payments. Some of these expenses could be assigmaidvidual claim
(e. 0. | egal and adjustero6s fees), others
one claim (e.qg. salaries of staff of claims handling department).

TP.2.46.Acquisition expenses include expel{=)|s which can be identified at the level of
individual insurance contract and have been incurred because the undertaking has
issued that particular contract. These are commission costs, costs of selling,
underwriting and initiating an insurance contract that has been issued.

TP.2.47. Undertakings should valuend take into account charges for embedded options in
the valuation of the technical provisions where possHibe life insurance contracts
with embedded options it is rather common that for the cost of the embedded option
only a minor charge is made ummt and that the remainder is due in an extended
period of time. This does not necessarily have to be the total time until maturity and
is in general not necessary fixed or known exactly in advance. Charges from
embedded options are taken into accourthenbest estimate valuation of technical
provisions and they are kept separately from expense loadings. For example a
surrender charge could possibly be seen as a charge to offset the uncollected charges
in average, but could also be seen as a way to fbecpolicyholder to continue the
contract and hence it would not directly be related to the cost of embedded
options.Expenses connected with activities which are not linked with servicing
insurance and reinsurance obligations are not taken into accoent aglficulating
technical provisions. Such expenses could be for example company pension scheme
deficits, hol ding compani esd operational
entities which are not insurance or reinsurance undertakindsrtaking shadd
consider their own analysis of expenses and any relelaatfrom external sources
such as average industry market dataUndertakings should assethe availability
of market data on expenses by considering the representativeness of the market data
relative to the portfolio and the credibility and reliability of the data.

TP.2.48. Where average market information is used, consideration needs to be given as to the
representativeness of the data used to form that average. For example, market
information is nt deemed to be sufficiently representative where the market
information has material dispersion in representativeness of the portfolios whose
data have been used to calculate such market information. The assessment of
credibility considers the volume of daunderlying the market information.

TP.2.49. Assumptions with respect to future expenses arising from commitments made on or
prior to the date of valuatiomave to beppropriate and take into account the type of
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TP.2.50.

expenses involved. Undertakings should ensureexense assumptions allow for
future changes in expenses and such an allowance for inflation is consistent with the
economic assumptions madriture expense cash flows are usually assumed to vary
with assumed rates of general level of expense inflati@reasonable manner.

Relevant market data needs to be used to determine expense assumptions which
include an allowance for future cost increase. The cor Qtion between inflation rates
and interest rates are taken into account. An undertakimig needsuie ¢hat the
allowance for inflation is consistent with the economic assumptions made, which
could be achieved if the probabilities for each inflation scenario are consistent with
probabilities implied by market interest rates. Furthermore, expensgonflaust

be consistent with the types of expenses being considered (e.g. different levels of
inflation would be expected regarding office space rents, salaries of different types
of staff, IT systems, medical expenses, etc.).

TP.2.51.Any assumptions about the eqted cost reduction should be realistic, objective and
based on verifiable datndinformation.

TP.2.52.

TP.2.53.

TP.2.54.

For the assessment of the future expenses, undertakings should take into account all
the expenses that are directly related to thgg@ng administration obbligations

related to existing insurance and reinsurance contracts, together with a share of the
relevant overhead expenses. The share of overheads should be assessed on the basis
that the undertaking continues to write further new busin@ssrhead epenses

have to be apportioned between existing and future business based on recent
analyses of the operations of the business and the identification of appropriate
expense drivers and relevant expense apportionment ratios. Cash flow projections
should inclide, as cash odiibws, the recurrent overheads attributable to the existing
business at the calculation date of the best estimate.

In order to determine which expenses best reflect the characteristics of the
underlying portfolio and to ensure that thehigical provisions are calculated in a
prudent, reliable and objective manner, insurance and reinsurance undertakings
should consider the appropriateness of both market consistent expenses and
undertaking specific expenses. If sufficiently reliable, madatsistent expenses

are not availableparticipants should use undertakirgpecific information to
determine expenses that will be incurred in servicing insurance and reinsurance
obligations provided that the undertakisgecific information is assessed he
appropriate.

Expensesthat are determined by contracts@etween the undertaking and third parties
have to betaken into account based on the terms of the contract. In particular,
commissions arising from insurance contrawse to beconsidered basedn the

terms of the contracts between the undertakings and the sales persons, and expenses
in respect of reinsurance are taken into account based on the contracts between the
undertaking and its reinsurers.

Tax payments

TP.2.55.In determining the best estimatendertakings shouldake into accountaxation
payments which are, or are expected to be, charged to policy holders or are required to
settle the insurance or reinsurance obligations.
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TP.2.56.Different taxation regimes exist across Member States giving rise tuad tariety of
tax rules in relation to insurance contradtse assessment of the expected dasks
underlying the technical provisions should take into account any taxation payments
which are charged to policyholdeis; which would be required to beaae by the
undertakingo settle the insurance obligatiord| other tax payments should be taken
into account under other balance sheet items.

TP.2.57.The following tax payments should be included in the best estimate: trandaasied
taxes (such as premiumxes, value added taxes and goods and services taxes) and
levies (such as fire service levies and guarantee fund assessments) that arise directly
from existing insurance contracts, or that can be attributed to the contracts on a
reasonable and consistentsiza Contributions which were already included in
compani esd expens espadby msurprica companieg to industry | e v i
protection schemeshould not be included.

TP.2.58.The allowance for tax payments in the best estishtauld be consistent wittihe
amount and timing of the taxable profits and losses that are expected to be incurred in
the future.In cases where changes to taxation requirements are substantially enacted,
the pending adjustments should be reflected.

Life insurance obligations

TP.2.59.The cashflow projections used in the calculation of best estimates for life insurance
obligations shall be made separately for egh|policy. Where the separate calculation
for each policy would be an undue burden on the insurance or reinsurance
undertaking, itmay carry out the projection by grouping policies, provided that the
grouping complies with the following requirements:

(1) There are no significant differences in the nature and complexity of the risks
underlying the policies that belong to the same grou

(2) the grouping of policies does not misrepresent the risk underlying the policies and
does not misstate their expenses;

(3) the grouping of policies is likely to give approximately the same results for the
best estimate calculation as a calculatioraguer policy basis, in particular in relation
to financial guarantees and contractual options included in the policies.

TP.2.60.In certain specific circumstances, the best estimate element of technical provisions
may be negative (e.g. for some individual coripc This is acceptable and
undertakings should not set to zero the value of the best estimate with respect to those
individual contracts.

TP.2.61.No implicit or explicit surrender value floor should be assumed for the amount of the
market consistent value of ligiies for a contract. This means that if the sum of a
best estimate and a risk margin of a contract is lower than the surrender value of that
contract there is no need to increase the value of insurance liabilities to the surrender
value of the contract.

Non-life insurance obligations

TP.2.62.The valuation of the best estimate for provisions for claims outstanding and for
premium provisions should be carried out separately.
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TP.2.63.With respect to the best estimate for premium provisions, thefloaghprojections
relateto claim events occurring after the valuation date and during the remaining in
force period (coverage period) of the policies held by the undertaking (existing
policies). The casfflow projections should comprise all future claim payments and
claims admirstration expenses arising from these events,-flagls arising from the
ongoing administration of the -force policies and expected future premiums
stemming from existing policidalling within the contract boundary

TP.2.64.The best estimate of premium praeiss from existing insurance and reinsurance
contracts should be given as the expected present value of futtaediroutgoing
cashflows, being a combination of, inter alia:

1 cashflows from future premiumgalling within the contract boundary

1 cashflows resulting from future claims events;

1 cashflows arising from allocated and unallocated claims administration expenses;
1 cashflows arising from ongoing administration of theforce policies.

There is no neefbr the listed itemgo be calculated sepagdy.

TP.2.65.With regard to premium provisions, thash inflows could exceedhe cash ouflows
leading to a negativdest estimate. This is acceptable and undertakings are not
required to set to zero the value of the best estimate. The valshioand take
account of the time value of money where risks in the remaining period would give
rise to claims settlements into the future.

TP.2.66.Additionally, the valuation of premium provisions should take account of future
policyholder behaviour such as likelihood of poliapse during the remaining period.

TP.2.67.With respect to the best estimate for provisions for claims outstanding, théavash
projections relate to claim events having occurred before or at the valuationh date
whether the claims arising from these events hawen reported or not (i.e. all
incurred but not settled claims). The cdlslw projections should comprise all future
claim payments as well as claims administration expenses arising from these events.

TP.2.68.In the case of nehife insurance and nelife reinsuance obligationsundertakings
shouldallocatethe expenses into homogenous risk groups, as a minimum by line of
business according to the segmentation of their obligations used in the calculation of
technical provisions. Undertakings shoaltbcatethe expenses of nalife insurance
and reinsurance obligations to premium provisions and to provisions for claims
outstanding.

TP.2.69.Where noHife insurance policies give rise to the payment of annuities, the approach
laid down in the followingsubsection on subanhce over form should be followed.
Consistent with this, for premium provisions, its assessment should include an
appropriate calculation of annuity obligations if a material amount of incurred claims
is expected to give rise to the payment of annuities.

Principle of substance over form

TP.2.70.When discussing valuation techniques for calculating technical provisions, it is
common to refer to a distinction between a valuation based on life techniques and a
valuation based on ndife techniques. The distinctions taesen life and nottife
techniques are aimed towards the nature of the liabilities (substance), which may not

62

https://eiopa.europa.eu

© EIOPA 2014



necessarily match the legal form (form) of the contract that originated the liability.
The choice between life or ndife actuarial methodologieshould be based on the
nature of the liabilities being valued and from the identification of risks which
materially affect the underlying caslows. This is the essence of the principle of
substance over form.

TP.2.71.Traditional life actuarial techniques to calate the best estimate can be described as
techniques thatre based on discounted cafbw models, generally applied on a
policy-by-policy basis, which take into account in an explicit manner risk factors such
as mortality, survival and changes in tlealth status of the insured person(s).

TP.2.72.0n the other hand, traditional ndife actuarial techniques include a number of
different approaches. For example some of the most common being:

1 Methodologies based on the projection of-afhtriangles, usually astructed on
an aggregate basis;

1 Frequency/severity models, where the number of claims and the severity of each
claim is assessed separately;

1 Methodologies based on the estimation of the expected loss ratio or other relevant
ratios;

1 Combinations of therevious methodologies;

TP.2.73.There is one key difference between life and-hi@nactuarial methodologies: life
actuarial methodologies consider explicitly the probabilities of death, survival,
disability and/or morbidity of the insured persons as key pamm@i the model,
while nonlife actuarial methodologies do not.

TP.2.74.

TP.2.75.In practice, in the majority of cases the form will correspond to the substance.
However, for example for certain supplementary covers included in life contracts (e.qg.
accident) may be bettesuited for an estimation based on #id@ actuarial
methodologies.

TP.2.76.The following provides additional guidance for the treatment of annuities arising in
nontlife insurance. The application of the principle of substance over form implies that
such liabilties should be valued using methodologies usually applicable to the
valuation of life technical provisionSpecifically, guidance is provided in relation to:

1 the recognition and segmentation of insurance obligations for the purpose of
calculating technidgorovisions (i.e. the allocation of obligations to the individual
lines of business);

1 the valuation of technical provisions for such annuities; and

1 possible methods for the valuation of technical provisions for the remaininlifenon
obligations

TP.2.77.The teatment proposed in these specifications for annuities should be extended to
other types of liabilities stemming from ntife and health insurance whose nature is
deemed similar to life liabilities (such as life assistance benefits), taking into
consider#on the principle mentioned in the previous paragraph.
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Allocation to the individual lines of business

TP.2.78.Where nodife and Non-SLT health insurance policies give rise to the payment of
annuities such liabilities should be valued using techniques commasey to value
life insurance obligations. Such liabilities should be assigned to thedirt®usiness
for annuities stemming from ndie contracts

Valuation of annuities arising from ndifie and NoRSLT health insurance contracts

TP.2.79.Undertakingshouldvalue the technical provisions related to such annuities separately
from the technical provisions related to the remainingliferand health obligations.
They should pply appropriate life insurance valuation techniquébe valuation
should beconsistentwith the valuation of life insurance annuities with comparable
technical features.

Valuation of the remaining nelife and health insurance obligations

TP.2.80.The remaining obligations in thendertaking s -lifecand Non-SLT health business
(which are similarin nature to nodife insurance obligations) have to be valued
separately from the relevant block of annuities.

TP.2.81. Where provisions for claims outstanding according to national accounting rules are
compared to provisions for claims outstanding as calcukdtegte, it should be taken
into account that the latter do not include the annuity obligations.

TP.2.82.Undertakings may use, where appropriate, one of the following approaches to
determine the best estimate of claims provisions for the remainingifeaamr healh
obligations in a given nelife or Non-SLT health insurance line of business where
annuities are valued separately.

Separate calculation of nelife liabilities

TP.2.83.Under this approach, the rarff triangle which is used as a basis for the determination
of the technical provisionshouldnot include any casfiows relating to the annuities.
An additional estimate of the amount of annuities not yet reported and for reported but
not yet agreed annuities needs to be added. S

Allowance of agreed annuities as se@impsum payments in the rwoff triangle

TP.2.84.This approach also foresees a separate calculation of the best estimate, where the split
is between annuities in payment and the remaining obligations.

TP.2.85.Under this approach, the raff triangle which is used asbasis for the determination
of the technical provisions of the remaining Hde or health obligations in hne of
businessdoes not include any ca$lows relating to the annuities in payment. This
means that claims payments for annuities in paymeneacluded from the ruoff
triangle.

TP.2.86.However, payments on claims before annuitisdtiand payments at the time of
annuitisation remain included in the roff triangle. At the time of annuitisation, the
best estimatef the annuity Yalued separately aording to life principles) is shown as

'The term fannuitisationd denotes the point in time where
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a single lumpsum payment in the ruoff triangle, calculated as at the date of the
annuitisationWhere proportionate, approximations of the lump sums could be used.

TP.2.87.Where the analysis is based on -nffhtrianglesof incurred claims, the lump sum
payment shouldeduce thease reserves at the date of annuitisation.

TP.2.88.0n basis of ruoff triangles adjusted as described above, the participant may apply an
appropriate actuarial reserving method to derive a best estiofate claims
provision of the portfolio. Due to the construction of the-ofintriangle, this best
estimate would not include the best estimate related to the annuities in payment which
would be valued separately using life principles (i.e. there wouel no fidoubl
countingo in relation to (tbotatincluelgsabestt e | i
estimate for not yet reported and for reported but not yet agreed annuities

Expert judgement

TP.2.89.Insurance and reinsurance undertakings shall choose assuwsnpased on the
expertise of persons with relevant knowledge, experience and understanding of the
risks inherent in the insurance or reinsurance business thereof (expert judgment).
certaincircumstances expert judgement may be necessary when dafpule best
estimate among other:

1 in selecting the data to use, correcting its errors and deciding the treatment of
outliers or extreme events,

71 in adjusting the data to reflect current or future conditions, and adjusting external
data to reflect the uedr t aki ngdés features or the <c¢h
portfolio,

1 in selecting the time period of the data
1 in selecting realistic assumptions

i in selecting the valuation technique or choosing the most appropriate alternatives
existing in each methodolgg

1 inincorporating appropriately to the calculations the environment under which the
underaikings have to run its business.

Obligations in different currencies

TP.2.90.The probabilityweighted average cadlows should take into account the time value
of money. Tle time value of money of future callbws in different currencies is
calculated using riskree term structure for relevant currency. Therefore the best
estimate should be calculated separately for obligations of different currencies.

Valuation of optons and guarantees embedded in insurance contracts

TP.2.91.When calculating the best estimate, insurance and reinsurance undertakings shall
identify and take into account:

1. all financial guarantees and contractual options included in their insurance and
reinsuranceolicies;
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2. all factors which may affect the likelihood that policy holders will exercise
contractual options or the value of the guarantees.

Definition of contractual options and financial guarantees

TP.2.92.A contractual option is defined as a right to changebeefité, to be taken at the
choice of its holder (generally the policyholder), on terms that are established in
advance. Thus, in order to trigger an option, a deliberate decision of its holder is
necessary.

TP.2.93.Some (norexhaustive) examples of contractwgitions which are prdetermined in
contract and do not require again the consent of the parties to renew or modify the
contract include the following:

1 Surrender value option, where the policyholder has the right to fully or partially
surrender the policgnd receive a prdefined lump sum amount;

1 Paidup policy option, where the policyholder has the right to stop paying premiums
and change the policy to a paig status;

1 Annuity conversion option, where the policyholder has the right to convert a lump
suwvival benefit into an annuity at a pdefined minimum rate of conversion;

1 Policy conversion option, where the policyholder has the right to convert from one
policy to another at prepecifedterms and conditions;

1 Extended coverage option, where the pdimlder has the right to extend the coverage
period at the expiry of the original contract without producing further evidence of
health.

TP.2.94.A financial guarantee is present when there is the possibility to pass losses to the
undertakingor to receive additical benefit§ as a result of the evolution of financial
variables (solely or in conjunction with ndimancial variables) (e.g. investment return
of the underlying asset portfolio, performance of indices, etc.). In the case of
guarantees, the trigger is geally automatic (the mechanism would be set in the
policyds terms and c ondnatdelibenate decisian @f the h u s
policyholder / beneficiary. In financial terms, a guarantee is linked to option valuation.

TP.2.95.The following is a norexhaustive list of examples of common financial guarantees
embedded in life insurance contracts:

9 Guaranteed invested c » al:

™

9 Guaranteed minimum investment return;
1 Profit sharing.

TP.2.96.There are also nefinancial guarantees, where the benefits provided would ilzerdr
by the evolution of noiffinancial variables, such as reinstatement premiums in
reinsurance, experience adjustments to future premiums following a favourable
underwriting history (e.g. guaranteed-claims discount)Where these guarantees are

2 This should be interpreted as also includimg potential for reduction of the level of premiums that would be charged in the
future.

% This should be interpreted as also including the potential for reduction of the level of premiums that would be charged in th
future.
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material the calculation of technical provisions should also take into account the
value.

Valuation requirements

TP.2.97.For each type of contractual option insurers are required to identify the risk drivers
which have the potential to affect (directly or indirectly® frequency of option take
up rates considering a sufficiently large range of scenarios, including adverse ones.

TP.2.98.The best estimate of contractual options and financial guarantees must capture the
uncertainty of casflows, taking into account the likelilod and severity of outcomes
from multiple scenarios combining the relevant risk drivers.

TP.2.99.The best estimate of contractual options and financial guarantees should reflect both
the intrinsic value and the time value.

TP.2.100. The best estimate of contractual opti@m&l financial guarantees may be valued by
using one or more of the following methodologies:

1 a stochastic approach using for instance a maniesistent asset model (includes
both closed form and stochastic simulation approaches);

a series of deterministjarojections with attributed probabilities; and

a deterministic valuation based on expected-fasts in cases where this delivers
a marketconsistent valuation of the technical provision, including the cost of
options and guarantees.

TP.2.101. For the purposes ofaluing the best estimate of contractual options and financial
guarantees, a stochastic simulation approach would consist of an appropriate market
consistent asset model for projections of asset prices and returns (such as equity
prices, fixed interest ratand property returns), together with a dynamic model
incorporating the corresponding value of liabilities (incorporating the stochastic nature
of any relevant nofinancial risk drivers) and the impact of any foreseeable actions to
be taken by management

TP.2.102. For the purposes of the deterministic approach, a range of scenarios or outcomes
appropriate to both valuing the options or guarantees and the underlying asset mix,
together with the associated probability of occurrence should be set. These
probabilitiesof occurrence should be weighted towards adverse scenarios to reflect
market pricing for risk. The series of deterministic projections should be numerous
enough to capture a wide range of possiblecomtes (and, in particular, it should
include very advese yet possible scenarios) and take into account the probability of
each outcome's likelihood (which may, in practice, need to incorporate judgement).
The costs will be understated if only relatively benign or limited economic scenarios
are considered.

TP.2.103.When the valuation of the best estimate of contractual options and financial
guarantees is not being done on a pebgypolicy basis, the segmentation considered
should not distort the valuation of technical provisions by, for example, forming
groups contaiing policies which are "in the money" and policies which are "out of the
money".

TP.2.104. Regarding contractual options, the assumptions on policyholder behaviour should be
appropriately founded in statistical and empirical evidence, to the extent that it is
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deemd representative of the future expected behaviour. However, when assessing the
experience of policyhol der sé behaviour
judgements should be given to the fact that when an option is out of or barely in the
money, the bedwiour of policyholders should not be considered to be a reliable

i ndication of | i k el whenptleeloptiong lare hednaly-ilske6 b e h a
money.

TP.2.105. Appropriate consideration should also be given to an increasing future awareness of
policy options a wel | as policyhol dersd possible
position of an undertaking. I n gener al ,
assumed to be independent of financi al m

publicly available informabn unless proper evidence to support the assumption can
be observed.

TP.2.106. Wheremateria)] nonfinancial guarantees should be treated like financial guarantees.

Valuation of future discretionary benefits D)

TP.2.107.In calculating the best estimate, undertakings shdale® into account uture
discretionary bnefitswhich are expected to be made, whether or not those payments
are contractually guaranteddndertakings should not take into accopaymentghat
relate to surplus funds which possess the characteristi€&ofl basic own funds.
Surplus funds are accumulated profits which have not been made available for
distribution to policyholders and beneficiaries. (Cf. Article 91 of the Solvency II
Framework Directive.)

TP.2.108. When undertakings calculate the best estimatedtfnical provisions, the value of
futurediscretionary benefitshould be calculated separately.

TP.2.109. Future discretionary benefits means benefits of insurance or reinsurance contracts
which have one of the following characteristics:

i the benefits are legallor contractually based on one or several of the following
results:

- the performance of a specified pool of contracts or a specified type of
contract or a single contract;

- realised or unrealised investment return on a specified pool of assets held
by theinsurance or reinsurance undertaking;

- the profit or loss of the insurance or reinsurance undertaking or fund that
issues the contract that gives rise to the benefits;

9 the benefits are based on a declaration of the insurance or reinsurance
undertaking andhie timing or the amount of the benefits is at its discretion.

TP.2.110. Indexlinked and unilinked benefits should not be considered as discretionary
benefits.

TP.2.111. The distribution of future discretionary benefits is a management action and
assumptions about it shoulde objective, realistic and verifiable. In particular
assumptions about the distribution of future discretionary benefits should take the
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relevant and material characteristics of the mechanism for their distribution into
account.

TP.2.112. Some examples of charaaistics of mechanisma for distributing discretionary
benefits are the followindgJndertakings should consider whether they are relevant and
material for the valuation of future discretionary benefits and take them into account
accordingly, applying the prciple of proportionality.

1 What constitutes a homogenous group of policyholders and what are the key drivers
for the grouping?

1 How is a profit divided between owners of the undertaking and the policyholders and
furthermore between different policyholders?

1 How is a deficit divided between owners of the undertaking and the policyholders and
furthermore between different policyholders?

1 How will the mechanism for discretionary benefits be affected by a large profit or
loss?

1 How will policyholders be affected kyrofits and losses from other activities?
fWhat is the target return | evel set by th
1 What are the key drivers affecting the level of discretionary benefits?

1 What is an expected level (inclusie¢ any distributionof excess capital, unrealised
gains etc.) of discretionary benefits?

1 How are the discretionary benefits made available for policyholders and what are the
key drivers affecting for example the split between reversionary and terminal
discretionary benefitsconditionalty, changes in smoothing pradic level of
discretion by the undertaking, etc.

T How will the experience from current and previous years affect the level of
discretionary benefits?

1 When is an undertaking's solvency position so weak that deglaigcretionary
benefits is considered by the undertaking to jeopardizhareholdey s or/ and
policyhol dersdé interest?

1 What other restrictions are in place for determining the level of discretionary benefits?

1 What is an undertaking's investment strategy?

1 What is the asset mix driving the investment return?

1 What is the smoothing mechanism if used and what is the interplay with a large profit
or loss?

1 What kind of restrictions are in place in smoothing extra benefits?
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9 Under what circumstances would one expsignificant changes in the crediting
mechanism for discretionary benefits?

1 To what extent is the crediting mechanism for discretionary benefits sensitive to
policyhol dersdéd actions?

TP.2.113.Where the future discretionary benefits depend on the assets held by the
undertaking, the calculation of the best estimate should be based on the current assets
held by the undertaking. Future changes of the asset allocation should be taken into
account according to the requirements on future management actions.

TP.2.114. The assumptian on the future returns of these assets, valued according to the
subsectiorV.1, should be consistent with the relevant #fide interest term structure,
including where applicable a matching adjustment or a volatility adjustMérdre a
risk neutral apmachfor the valuationis used,the set of assumptions on returns of
future investments underlying the valuation of discretionary benefits should be
consistent with the principle that they should not exceed the level given by the forward
rates derived fnm therelevantrisk-free interest rates.

V.2.2.2. Assumptions underlying the calculation of the best estimate

Assumptions consistent with information provided by fl{=2cial markets

TP.2.115. Assumptions consistent with information about or provided by financial markets
include (norexhaustive list):

- relevant riskfree interest rate term structure,

- currency exchange rates,

- market inflation rates (consumer price index or sector inflation) and
- economic scenario files (ESF).

TP.2.116. When undertakings derive assumptions on future fiahmoarket parameters or
scenarios, they should be able to demonstrate that the choibe assumptions is
appropriate and consistent with the valuation principles set out in subsection V.1;

TP.2.117.Where the undertaking uses a model to produce future prajectd market
parameters (market consistent asset model, e.g. an economic stikrative model
should comply with the following requirements:

i. It generates asset prices that are consistent with deep, liquid and transparent financial
market§;

i. Itassume no arbitrage opportunity;

ii.  the calibration of the parameters and scenarios is consistent with the relevant  risk
free interest rate term structure used to calculate the best estimate as referred to in
subsection V.2.2.

TP.2.118. The following principleshouldbe taken into account in determining the appropriate
calibration of a market consistent asset model:

* See section V.2.4 on tecial provisions as a whole for a definition of "deep, liquid and transparent”
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a) The asset modeshould be calibrated to reflect the nature and term of the
liabilities, in particular of those liabilities giving rise to significant gudee and
option costs.

b) The asset modehouldbe calibrated to the current riflee term structure used to
discount the cash flows.

c) The asset modshouldbe calibrated to a properly calibrated volatility measure.

TP.2.119.In principle, the calibration poess should use market prices only from financial
markets that are deep, liquid and transparent. If the derivation of a parameter is not
possible by means gdricesfrom deep, liquid and transparent markets, other market
prices may be used. In this casartjgular attention should be paid to any distortions
of the market prices. Corrections for the distortions should be made in a deliberate,
objective and reliable manner.

TP.2.120. A financial market is deep, liquid and transparent, if it meets the requirements
specified in the subsectiolmP.4.40f these specifications regarding circumstances in
which technical provisionshouldbe calculated as a whole.

TP.2.121.The calibration of the above mentioned assets models may also be based on
adequate actuarial and statisticallgsia of economic variables provided they produce
market consistent results. For example:

a) To inform the appropriate correlations between different asset returns.

b) To determine probabilities of transitions betweeedit quality stepsand default
of corporae bonds.

c) To determine property volatilities. As there is virtually no market in property
derivatives, it is difficult to derive property implied volatility. Thus the volatility
of a property index may often be used instead of property implied volatility.

Assumptions consistent with generally available data on insurance and reinsurance
technical risks

TP.2.122. Generallyavailable data refers to a combination of:

i Internal data Q

1 External data sources such as industry or market data

TP.2.123. Internal data refers to allath which is available from internal sources. Internal data
may be either:

9 Undertakingspecific data

1 Portfolio-specific data

TP.2.124. All relevant available data whether externalirdernal data, should be taken into
account in order to arrive at the assumption which best reflects the characteristics of
the underlying insurance portfolitn the case of using external data, only tetia to
which the undertaking can reasonably bepested to have access should be
considered.
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The extent to which internal data is taken into account should be based on:
1 The availability, quality and relevance of external data.

1 Theamount and quality of internal data.

TP.2.125.Insurance and reinsurance undentgki may use data from an external source
provided the following requirements are met

a) Insurance or reinsuranemdertakings are able to demonstrate that the use of data
from an external source is more suitable than the use of data which are exclusively
avdlable from an internal source;

b) Insurance or reinsurance undertakings kntne origin of the data and the
assumptions or methodologies used to prodedsdata

c) Insurance or reinsuranagndertakings identify any trends in the data from an
external soure and the variation, over time or across data, of the assumptions or
methodologies in the use thfe data;

d) Insurance or reinsuranemdertakingareable to demonstrate that the assumptions
and methodologiegeferred to in point b) and cappropriately refict the
characteristicsofthe nsur ance or r ei podfoliodinsaranceu nder t
and reinsurance obligations

Policyhol dersé behaviour
TP.2.126. Undertakings are requiredtonsidep ol i cyhol der s6 behaviour.

TP.2.127. Any assumptions made by insurance and tearsce undertakings with respdo
the likelihood that policgolders will exercise contractual options, including lapses
and surrendershouldbe realistic and based on current and credible information. The
assumptionshould take account, either explityi or implicitly, of the impact that
future changes in financial and néinancial conditions may have on the exercise of
those options.

TP.2.128. Assumptions about the likelihood that policy holders will exercise contractual
options should be based on analysipasdt policyholder behaviour and a prospective
assessment of expected policy holder behaviour. The analysis should take into account
the following:

(a) how beneficial the exercise of the options was and will be to the policyholders
under past circumstaneévhether the option is out of or barely in the money or
is in the mone)y

(b) the influence of past and future economic conditions,
(c) the impact of past and future management actions,

(d) any other circumstances that are likely to influence asibec whether to
exercise the option.

TP.2.129. The likelihood that policyholders will exercise contractual options, including lapses
and surrenders, should not be assumed to be independent of the elements mentioned in
points (a) to (d) in the previous paragraphless empirical evidence to support such
an assumption can be observed or where the impact would not be material.
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TP.2.130. n gener al policyhol dersd behaviour s holt
financial markets,of under t aki ngdés t r e a ubficky navailakdef CusHt
information unlesshere is empirical evidence to support such an assumption

TP.2.131. Policyholder optiors to surrenderare often dependent on financial markets and
undertakingspecific information, in particular the financial position of the

undertaking.
TP.2.132.Pol i cyhol dersdé option to | apse and al so
dependent on the change of policyhol der sé

premium, employment, divorce, etc.

Future management actions

TP.2.133. The methods ahtechniques for the estimation of future célslws, and hence the
assessment of the provisions for insurance liabilisksuldtake account of potential
future actions by the managementtw# undertaking

TP.2.134. As examples, théollowing should be considede

- changes in asset allocation, as management of gains/losses for different asset
classes in order to gain the target segregated fund return; management of cash
balance and equity backing ratio with the aim of maintaining a defined target
asset mix in theprojection period; management of liquidity according to the
asset mix and duration strategy; actions to maintain a stable allocation of the
portfolio assets in term of duration and product type, actions for the dynamic
rebalancing of the a (OF portfobacording to movements in liabilities and
changes in market corrandons;

- changes in bonus rates or product changes, for example on pulittiegrofit
participationto mitigate market risks;

- changes in expense charge, for example related to guarantge, drarelated to
an increased charging on ufiitked or indexlinked business

TP.2.135. The assumptions on future management actions used in the calculation of the
technical provisionshouldbe determined in an objective manner.

TP.2.136. Assumed future management actshould be realistic and consistent with the
i nsurance or reinsurance undertakingds cu
including the use of risknitigating techniquedf there is sufficient evidence that the
undertaking will change its petces or strategy, the assumed future management
actions are consistent with the changed practices or strategy

TP.2.137. Assumed future management actishsuldbe consistent with each other.

TP.2.138. Insurance and reinsurance undertakislgsuldnot assume that futur@anagement
actions would be taken that would be contrary keirt obligations towards
policyholders and beneficiaries or to legal provisions applicable to the insurance and
reinsurance undertakings.

TP.2.139. The assumed future management actish®uld take accoun of any public
indications by the insurance or reinsurance undertaking as to the actions that it would
expect to take, or not take in the circumstances being considered.
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TP.2.140. Assumptions about future management actisheuld take account of the time
needed tamplement the management actions and any expenses caused by them.

TP.2.141.Insurance and reinsurance undertakisgeuldbe able to verify that assumptions
about future managemeattions are realistic through:

(@) a comparison of assumed future management actiotlis management actions
taken previously by the insurance or reinsurance undertaking;

(b) a comparison of future management actions taken into account in the current and
past calculations dhe best estimate;

(c) an assessment of the impact of changes in the asaspf future management
actions on the value of the technical provisions.

V.2.2.3. Recoverables

Recoverables from reinsurance contracts and special purpose vehicles

TP.2.142. The best estimateshould be calculated gross, withb deduction of amounts
recoverable from reinsurance contracts and special purpose veflobs® amounts
should be calculated separately

TP.2.143. The calculation by insurance and reinsurance undertakings of amounts recoverable
from reinsurance contracts and spégourpose vehicles should follow the same
principles and methodology as presented in this section for the calculation of other
parts of the technical provisions.

TP.2.144. There is no neetloweverto calculate a risk margin for amounts recoverable from
reinsurancecontracts and special purpose Qlicles because the single net calculation
of the risk margin should be performed, ratter than two separate calculations (i.e. one
for the risk margin of the technical provisions and one for the risk margin of
recoverables &@m reinsurance contracts and special purpose vehicles). Where
undertakings calculate a risk margin using an internal model, they can either perform
one single net calculation or two separate calculations.

TP.2.145.When calculating amounts recoverable from reinsganontracts and special
purpose vehicles, insurance and reinsurance undertakings should take account of the
time difference between recoveries and direct payments.

Where for certain types of reinsurance and special purpose vehicles, the timing of
recoveres and that for direct payments of undertaking markedly diverge, this should
be taken into account in the projection of clslws. Where such timing is
sufficiently similar to that for direct payments, the undertaksiguld have the
possibility of usinghe timing of direct payments.

TP.2.146. The amounts recoverable from reinsurance contracts and special purpose vehicles
shall be calculated consistently with the boundaries of the insurance and reinsurance
contracts to which the amounts recoverable from reinsuramctacts and special
purpose vehicle relate.
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TP.2.147. The amounts recoverable from special purpose vehicles, the amounts recoverable
from finite reinsurancecontracts and the amounts recoverable from other reinsurance
contracts should each be calculated seppratThe amounts recoverable from a
special purpose vehicle should not exceedaipgregate maximum risk exposure of
this special purpose vehicle to the insurance or reinsurance undertaking

TP.2.148. For the purpose of calculating the amounts recoverable froreuraimce contracts
and special purpose vehicles, the efistvs should only include payments in relation
to compensation of insurance events and unsettled insurance claims. Payments in
relation to other events or settled insurance claims should not bentet@s amounts
recoverable from reinsurance contracts and special purpose vehicles. Where a deposit
has been made for the mentioned effshs, the amounts recoverable should be
adjusted accordingly to avoid a double counting of the assets and liabditigag to
the deposit.

TP.2.149. Debtors and creditors that relate to settled claims of policyholders or beneficiaries
should not be included in the recoverable.

TP.2.150. The best estimate of amounts recoverable from reinsurance contracts and special
purpose vehicleof nonlife insurance obligations should be calculated separately for
premium provisions and provisions for claims outstanding:

(a) the casHlows relating to provisions for claims outstanding should include
the compensation payments relating to thentdaiaccounted for in the gross
provisions for claims outstanding of the insurance or reinsurance undertaking
ceding risks;

(b) the casklows relating to premium provisions should include all other
payments.

TP.2.151. If payments from the special purpose veldcte the insurance or reinsurance
undertaking do not directly depend on the claims against the insurance or reinsurance
undertaking ceding risks (for example phyments are made according to certain
external indicatorssuch asan earthquake index or geakpopulation mortality;, the
amounts recoverable from these special purpose vehicles for future claims should only
be taken into account to the extent it can be verified in a prudent, reliable and
objective manner that the structural mismatch betweemglaand amounts
recoverable (basis risk) is not material and where the underlying risks are adequately
reflected in the calculation of the Solvency Capital Requirement.

TP.2.152. A compensation for past and future policyholder claims should only be taken into
accoun to the extent it can be verified in a deliberate, reliable and objective manner.

TP.2.153. Expenses which the undertaking incurs in relation to the management and
administration of reinsurance and special purpose vehicle contracts should be allowed
for in the bestestimate, calculated gross, without deduction of the amounts
recoverable from reinsurance contracts and special purpose vehicles. But no allowance
for expenses relating to the internal processes should be made in the recoverables.

® as referred to in Article 210 of the Solvency 2 Framework Directive (Directive 2009/138/EC)
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Counterparty default djustment

)
Definition of the adjustment

TP.2.154. The result from th calculationof the previous section shoulte adjusted to take
account of expected losses due to default of the counterparty. That adjustiogdt
be calculated separately and shobédbased omn assessment of the probability of
default of the counterpartyvhether this arises from insolvency, dispute or another
reasonand the average loss resulting thieoen (lossgivendefault).For this purpose,
the change in casttows shall not take int@account the effect of any risk mitigating
technique that mitigates the credit risk of the counterparty. These risk mitigating
techniques shall be separately recognised without increasing the amount recoverable
from reinsurance contracts and special puzpashicles.

TP.2.155. The adjustment should be calculated as the expected present value of the change in
cashflows underlying the amounts recoverable from that counterparty, resulting from
a default of the counterparty at a certain point in time.

TP.2.156. This calculation lsould take into account possible default events over the lifetime of
the rights arising from the corresponding reinsurance contract or special purpose
vehicle and the dependence on time of the probability of default.

TP.2.157. For example, let the recoverables tosigaa counterparty correspond to deterministic
payments ofci, c2, c3 in one, two and three years respectively. Let IBe the
probability that the counterparty defaults during year t. Furthermore, we assume that
the counterparty will only be able to maké% of the further payments in case of
default (i.e. its recovery rate is 40%). For the sake of simplicity, this example does not
consider the time value of money. (However, its allowamamyld not change the
fundamental conclusions of the exampl@hen the lossegjivendefault are as

follows:
Default during year Lossgivendefault
1 -6 0 %A{ G+ Cy)
2 -6 0 %AH Gg)
3 -6 0 %A C

For instance, in year two the value of the recoverables is equal to @. If the
counterparty defaults in year two thalue of the recoverables changes frop+QC; to
4 0 %AL @). As 60% of the recoveries are lost, the Igaendefault is-6 0 %A« C

Cs).
TP.2.158. The adjustment for counterparty default in this example is the following sum:

AdeD =- OGQPDl C”QCI +C2 +C3) + PDZ QCZ +C3) + PD3 @3)

TP.2.159. This calculéion shouldbe carried out separately by counterparty and each line of
business, and in nédife insurance for premium provisions and provisions for claims

outstanding.
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Probability of default (PD)

TP.2.160. The determination of the adjustment for counterparty defstbould take into
account possible default events during the wholeoftiperiod of the recoverables.

TP.2.161. In particular, if the ruroff period of the recoverables is longer than one year, then it
is not sufficient to multiply the expected loss in case aimediate default of the
counterparty with the probability of default over the following year in order to
determine the adjustment. In the above example, this approach would lead to an
adjustment of

B O-6ch1 ch +C, +C,)

TP.2.162. Such an approach is not appropriagzause it ignores the risk that the counterparty
may 1 after surviving the first yedr default at a later stage during the -affi of the
recoverables.

TP.2.163. The assessment of the probability of default and the-¢pssndefault of the
counterparty shoulde based upon current, reliable and credible information. Among
the possible sources of information are: credit spreadsdit quality steps,
judgements, information relating to the supervisory solvency assessment, and the
financial reporting of the coterparty. The applied methods should guarantee market
consistency. The undertaking should not rely on information of a third party without
assessing that the information is current, reliable and credible

TP.2.164.In particular, the assessment of the probabilitydefault should be based on
methods thatjuarante¢he market consistency of the estimates of PD.

TP.2.165. Somecriteriato assess the reliability of the information might be, egutrality,
prudency and completeness in all material aspects.

TP.2.166. The undertaking @y consider for this purpose methods generally accepted and
applied in financial markets (i.e., based on CDS markets), provided the financial
information used in thecalculationsis sufficiently reliable and relevant for the
purposes of the adjustment betrecoverables from reinsurance.

TP.2.167.In the case of reinsurance recoverable from a SPV, the probability of default of
special purpose vehicles should be calculated according to the average credit quality
step of assets held by the special purpose vehiclessitihere is a reliable basis for an
alternative calculationWhen the undertaking has no relialsieurceto estimate its
probability of default, (i.e. there is a lack afedit quality stepthe following rules
shouldapply:

1 SPV authoried under EU regutens: the probability of defaukhould
be calculated according to the average rating of assets and derivatives held by
the SPVin guarantee of the recoverable.

1 Other SPV where they are recognised as equivalent to those authorised
under CP36Same treatnrd as in the case referred above.

1 Other SPV: Theghouldbe considered as unrated.

TP.2.168. Where possible in a reliable, objective and prudent manner -ipeiime estimates
of the probability of default should be used for the calculation of the adjustment. In
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this case, thassessmerghould take the possible tirtkependence of the probability
of default into account. If poiAh-time estimates are not possible to calculate in a
reliable, objective and prudent manner or their application would not be proptetiona
throughthe-cycle estimates of the probability of default might be used.

TP.2.169. A usual assumption about probabilities of default is that they are not constant over
time. In this regard it is possible to distinguish between goitime estimates which
try to determine the current default probability and thretigihcycle estimates which
try to determine a lontime average of the default probability.

TP.2.170.In many cases only throughe-cycle estimates may be available. For example, the
credit quality step of raing agencies are usually based on thretigcycle
assessments. Moreover, tBephisticatedanalysis of the time dependence of the
probability of default may be disproportionate in most cases. Hence, thifoaigircle
estimates might be used if pointtime estimates cannot be derived in a reliable,
objective and prudent manner or their application would not be in line with the
proportionality principle. If througithe-cycle estimates are applied, it can usually be
assumed that the probability of defadibes not change during the rafi of the
recoverables.

TP.2.171. The assessment of the probability of default should take into account the fact that the
cumulativeprobability increases with the time horizon of the assessment.

TP.2.172. For example, the probability thte counterparty defaults during the next two years
is higher than the probability of default during the next year.

TP.2.173. Often, only the probability of default estimate PD during the following year is
known. For example, if this probability is expected to bestant over time, then the
probability P that the counterparty defaults during year t can be calculated as

PD= P DORD)T

TP.2.174. This does not preclude the use of simplifications wherie éfiiect is not materiaio
this aspect (see below).

Recovery rate (RR)

TP.2.175. The recovery rate ithe share of the debts that the counterparty will still be able to
honour in casef default

TP.2.176.If no reliable estimate of the recovery rate of a counterparty is available, no rate
higher than 50% should be used.

TP.2.177. The degreeof judgement that can be used in the estimation of the recovery rate
should be restricted, especially where owiga low number of defaults, little
empirical data about this figure in relation to reinsurers is available, and hence,
estimations of recovery rates are unlikely to be reliable.

TP.2.178. The average loss resulting from a default of a counterparty should include an
estimation of the credit risk of any riskitigating instruments that the counterparty
provided to the insurance or reinsurance undertaking ceding risks to the courfterparty
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TP.2.179. However, undertakings should considéne adjustment for the expected default
losses of these mitigating instruments, i.e. the credit risk of the instruments as well as
any other risk connected to theshould also be allowed for. This allowance may be
omitted where the impact is not material. To assess this materiality it is nedessary
take into account the relevant features, such as the period of effect of the risk
mitigating instrument.

Simplificationfor the counterparty default adjustment

TP.2.180. Undertakings may calculate the adjustment for expected losses due to default of
the countgrarty, referred to in Article 81 of Directive 2009/138/EC, for a specific
counterparty and homogeneous risk group to be equal as follows:

Adj, =- ma%.S(?l_P—ED CDurmodCBE,ec;O§

where :

(a) PD denotes the probability of default of that counterparty during the following
12 months;

(b) Durmog denotes the modified duration of the amounts recoverable from
reinsurance contracts with that counterparty in relation to that homogeneous risk

group,
(c) BE.c denotes the amounts recoverable from reinsurance contracts with that
counterparty in relatioto that homogeneous risk group.
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V.2.3.

V.2.4.

General approach

TP.4.1.

TP.4.2.

TP.4.3.

TP.4.4.

Discounting

Calculation of technical provisions as a whole

Where future cash flows associated with insurance or reQ urance obligations can be
replicated reliably using financial instruments for whiclieliable market value is
observable, the value of technical provisions associated with those future cash flows
shouldbe determined on the basis of the mapte of those financial instruments.

In this case, separate calculations of the best estimdtéha risk margirshouldnot

be required.

For the purpose of determining the circumstances where some or all future cash flows
associated with insurance or reinsurance obligations can be replicated reliably using
financial instruments for which a reliablearket value is observable, undertakings
should assess whether all the criteria set out in both the following two paragraphs are
met. In this case, the value of technical provisions associated with those future cash
flows should be equal to the marketgeriof the financial instruments used in the
replication.

The casklows of the financial instruments should replicate the uncertainty in amount
and timing of the casflows associated with the insurance or reinsurance obligations,
in relation to the riskainderlying the casHows associated with the insurance and
reinsurance obligations in all possible scena(igs the castilows of the financial
instruments must provideotonly the same expected amount as the -flasis
associated with insurance oringurance obligations, but also the same patterns of
variability). In particular, the following casflows associated with insurance and
reinsurance obligations cannot be reliably replicated:

(@ cashflows associated with insurance or reinsurance obligatioaisdepend on
the likelihood that policy holders will exercise contractual options, including
lapses and surrenders;

(b) cashflows associated with insurance or reinsurance obligations that depend on
the level, trend, or volatility of mortality, disabilityjckness and morbidity

rates;
(c) all expenses that will be incurred in servicing insurance and reinsurance
obligations. O

To be used in the replications, the financial instruments should be traded in active
markets, as defined in international accounting adoesed by the Commission in
accordance with Regulation (EC) N°1606/2002, which also meet all of the following
criteria:

(&) alarge number of assets can be transacted without significantly affecting the
price of the financial instruments used in theicgtions (deep),

(b) assets can be easily bought and sold without causing a significant movement
in the price (liquid),

(c) current trade and price information are normally readily available to the
public, in particular to the undertakings (transpgten
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TP.4.5.

Where under the same contract a number of futureft@ash exist, which meet all the
conditions mentionedbove,in order to calculate the technical provision as a whole
and other future casttows which do not meet some of those conditions, bothdfets
cashflows should be unbundled.

For the first set of castiows which do meet the conditioneo separate calculation of
the best estimate and the risk marghould be required However, a separate

calculationshould be required for the second set aashflows, where the required

conditions are not met

If the proposed unbundling is not feasibfer instance when there is significant
interdependency between the two sets of cash fleg@arate calculations of the best
estimate and the risk margshouldbe required for the whole contract.

Concrete applications

TP.4.6.

TP.4.7.

TP.4.8.

The main case wheliasurance or reinsurance obligations can be replicated reliably
using financial instruments for which a reliable market value is obseniabléhere

the benefit casfilows of the insurance or reinsurance obligation, according to the
clauses of the contract, consist in the delivery of a portfolio of financial instruments
for which a reliable market value is observable or are based only on the market value
of the portfolp at the time that the benefit is paid.

Residually, there could be very limited other cases whereflagh of (re)insurance
obligations can be replicated reliably. An example of such cases could be where there
is a fixed benefit and the policyholder cabtapse the contract.

On the contrary, undertakings should not consider future-ftask associated with
insurance or reinsurance obligations to be reliably replicated if:

€) One or several features of the future efishv, inter alia its expected value

its volatility or any other feature, depend on risks whose specific pattern in
the undertaking cannot be found in instruments actively traded in financial
markets;

(b) Current trade and price information are not normally readily available to the

public, due to the fact that one or several features of the futureflcagh
depend to any extent on the development of factors specific to the
undertakings, such as expenses or acquisition costs;

(c) or one or more features of the future cllelw depend on thealelopment

of factors external to the undertaking for which there are no financial
instruments for which reliable market values are observable.

Examples

The

undertaking shall pa
the market value of a

insurance Yes but only under one condition: 1 as a whole (ifthe

1 a reliable market value favery asse condition is  met)
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equity portfolio or
shall deliver an equity
portfolio (matching an
index or not) at the
payment date.

within the portfolio is observable.

However there are, for example, fix
expense casfiows associated with thi
contract which shall be excluded beca
they depend on the development
magnitudes internal to the undertaking.

This also applies
when the contrag
pays the marke
value of the units a
the earlier of
maturity, death o
surrender.

Best Estimate + Ris
Margin (if not and
for the expenss
cashflows)

Termassurance No: In these cases the expected value,| Best Estimate + Ris
contracts and with| volatility and other features of the futul Margin
profits contracts. cashflows associated with insuran
obligations depend on the biomet
development as well as on thehaviour
of the policyholder.
Pure Lhit-linked | YES: regarding to the number of uni For the calculation o

contract (without any
additional

guaranteed, and
No: expense casfiows associated with

the techical provision,
these two aspects of ti

guarantees) the fact that the contract will be manag cortl)tragtl q must bs
till it ends. unhbundied:
As a whole;

Best Estimate + Ris

Margin (only for the
expenses)

The insurance No: Per definition, it is not possible to fin Best Estimate + Ris

undertaking shall pa]
the market value of a
over the counte
(OTC) derivative or
portfolio or shall

deliver an OoTC

a reliable market value for an OT
derivative.

Margin.

" According to the CEAGroupe Consultatif Solvency Il Glossary, a tlimiked contrat is «a contract, under which benefits

are determined based on the fair value of units of a mutual fund. The benefit reflects the fair value of a specific number of

units, which is either contractually determined as a fixed number, or derived fromewthds under the contract, e.g.

premium payments associated with a specific additional number of units based on the fair value of the units at the time of

premium payment»

8 The annual expense loading is generally fixed in percentage of the value mitaéghovisions at a certain date. The
amount guaranteed to the policyholder is the market value of a number of units reduced by the expense loading.
The loading is generally at such a level that it covers more than the expenses incurred, thus intludipgofits. The best

estimate of such an obligation would be negative. However, in a stress situation, the market value of the unit can fall so lo

that the expense loading is no longer sufficient to cover the expenses incurred. Therefore, a adptalerdcand a risk

margin need to be calculated.
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derivative or portfolio

at the payment date.

Considering the method for replication, the following examples present casas andhe

corresponding treatment:

An insurance No: This case introduces counterparty § Best Estimate + Ris
undertaking investing concentration risks with regard to t| Margin
in assets replicatin| issuerof the replicating asset.
the future casklows
provided by a thirg
party (e.g. investmer
bank). D)
An insurance No: a reinsurance contract is not| Best Estimate + Ris
undertaking signs { financial instrument. Margin
contract  with a
reinsurer to replicaty
thefuture casklows.
An insurance No: the use of a dynamic hedging strat¢ Best Estimate + Ris
undetaking investing implies that the casfiows of the financial Margin
in assets replicatin( instruments do not always provide t
the future casklows | same expected amount as tteshflows
according to g associated with insurance or reinsura
dynamic hedging obligations and the same patterns
strategy. variability.
V.2.5. Risk margin

TP.5.1. This chapter covers the following aspects of the risk margin calculation:

Thedefinition of the risk margin ahthe generainethodology foits calculaton

The Costof-Capital rate to be applied in the risk margin calculations

= = =2

The level of granularity regarding the risk margin calculations

1 Simplifications that may be applied in the risk margin calculations
The ddinition of the risk margin and the general methodology for its calculation

TP.5.2. Usually, technical provisions consist of the best estimate and the risk margin. (For the
calculation of technical provisions as a wheée subsection V.2.4) The risk margin is
a part of technical provisions in order to ensure that the value of technical provisions
is equivalent to the amount that insurance and reinsurance undertalon@gs be
expected to require in order to take over and meet the insurance and reinsurance
obligations.
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TP.5.3. The risk margin should be calculated by determining the cost of providing an amount
of eligible own funds equal to the SCR necessary to support the insurance and
reinsurance obligations over the lifetime thereof. The rate used in the determination of
the cost of providing that amount of eligible own funds is called-Ge€apital rate.

TP.5.4.

TP.5.5.

The calculation of the risk margin is based on the following transfer scenario:

T

the whole portfolio of insurance and reinsurance obligations of the insurance or
reindurance undertaking that calculates the risk margin (original undertaking) is
taken over by another insurance or reinsurance undertaking (reference
undertaking);

the transfer of insurance and reinsurance obligations includes any reinsurance
contracts and amngements with special purpose vehicles relating to these
obligations;

the reference undertaking does not have any insurance or reinsurance obligations
and any own funds before the transfer takes place;

after the transfer the reference undertaking saedmible own funds equal to the
SCR necessary to support the insurance and reinsurance obligations over the
lifetime thereof;

after the transfer the reference undertaking has assets to cover its SCR and the
technical provisions net of the amounts recatsés from reinsurance contracts and
special purpose vehicles;

the assets should be considered to be selected in such a way that they minimise the
SCR for market risk that the reference undertaking is exposed to;

the SCR of the refere E) ndertaking capgture

- underwriting risk with respect to the transferred business;

- where it is material, the market risk referred to above, other than interest
rate risk;

- credit risk with respect to reinsurance contracts, arrangements with special
purpose vehicles, intermedies, policyholders and any other material
exposures which are closely related to the insurance and reinsurance
obligations;

- operational risk;

the lossabsorbing capacity of technical provisions in the reference undertaking
corresponds for each risk to tlwssabsorbing capacity of technical provisions in
the original undertaking;

there is no losabsorbing capacity of deferred taxes for the reference undertaking;

without prejudice to the transfer scenario, the reference undertakings will adopt
future managment actions that are consistent with the assumed future
management actions of the original undertaking.

The SCR necessary to support the insurance and reinsurance obligations over the
lifetime thereof should be equal to the SCR of the reference unihgrtak the
scenario set out above.
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TP.5.6.

TP.5.7.

TP.5.8.

TP.5.9.

The calculationof the risk margin shoulbe based on the assumption that the
reference undertaking at timhe O (when the transfer takes place) will capitalise itself
to the required level of eligible own funds, i.e.

EOFruU(0) = SCReu(0),
where

EORu(0) =the amount of eligible own funds raised by the reference taideg at
timet = 0 (when the transfer takes place); and

SCRw(0) =the SCR attimé= 0 as calclated for the reference undertaking.

The cost of providig this amount of eligible own funds equals the @dsCapital
rate times the amount.

The assessment referred to in the previous paragraph applies to the eligible own funds
to be provided by the reference undertaking in all future years.

The transfer of @)insurance obligations is assumed to take place immediately. Hence,
the method for calculating the overall risk marg@oCM) can in general terms be
expressed in the following manner:

CoCM = (@GORAMLIL)""= Co@HRUL/(1+r)™,
where

CoCM = the risk margin,

SCR(t)= the SCR for yearas calculated for the reference undertaking,
re = thebasicrisk-free rate for maturity; and

CoC = the Costof-Capital rate.

The rationale for the discount factors used in the above formula can be found in
Annex E.

TP.5.10.The general rules for calculating the risk margin referred to above apply to all

undertakings irrespective of whether the calculation of the SCR of the (original)
undertaking is based on the standard formula or an internal model.

TP.5.11.Undertakings that calculate the SCR only with the standard formula should calculate

the risk margin based on the standard formula SCR.

TP.5.12.Undertakings that calculate the SCR both with the maemodel and the standard

formula should calculate the risk margin based on the internal model SCR.

TP.5.13.1f the undertaking calculates its SCR by using the standard formula, all SCRs to be

used in the risk margin calculation (i.e. SICR(t) for t O0) shoud in principle be
calculated as follows:

SCRu(t) = BSCRyy(t) + SCReu,oft) + Adjru(t),
where

BSCRy(t) =the Basic SCRor yeart as calculated for the reference undertaking,
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SCRw,oft) =the partial SCR regarding operational risk yeart as calculagd for
the reference undeking; and

Adjru(t) =the adjustment for the loss absorbing capacity of technicaigiwas
for yeart as calculated for the reference undertaking.

TP.5.14.1t should be ensured that the assumptions made regarding loss absorbiny ocapac
technical provisions to be taken into account in the $@Bulations are consistent
with the assumptions made for the overall portfolio of the original undertaking.

TP.5.15.The Basic SCRsBSCRy(t) for all t ©0) should be calculated by using the relevant
SCRmodules and sulmodules.

TP.5.16.With respect to market risk only themmaterialmarket riskother than interest rate
should be taken int@ccountin the risk margin Undertakings should follow a
practicable aproach when they assess the market risk. It only needs to be taken into
account where it is material. For nbfe insurance obligations and shderm and
mid-term life insurance obligations the market risk can be considered to be nil. The
assessment wtiteer the market risk imaterialshould take into account that it usually
decreases over the lifetime of the portfolio.

TP.5.17.With respect to noflife insurance the risk margin should be attached to the overall
best estimateNo splitof the risk margin betwegoremiums provisions and provisions
for claims outstandinghould be made.

The Costof-Capital rate

TP.5.18.The Costof-Capital rate is the annual rate to be applied to the capital requirement in
each period. Because the assets covering the capital requiremenselthes are
assumed to be held in marketable securities, this rate does not account for the total
return but merely for the spread over and above the risk free rate.

TP.5.19.The Costof-Capital rate has been calibrated in a manner that is consistent with the
assunptions made for the reference undertaking. In practice this means that the Cost
of-Capital rate should be consistent with tlsapitalisation of the reference
undertaking that corresponds to the STRe Costof-Capital rate does not depend on
the actual slwency position of the original undertaking.

TP.5.20.The risk margin should guarantee that sufficient technical provisions for a transfer are
available in all scenarios. Hence, the Gm‘sCapltaI rate has to be a lotgrm
average rate, reflecting both periodsstbility ar Q eriods of stress.

TP.5.21.The Costof-Capital ratehatshould be used 8%.

Level of granularity in the risk margin calculations

TP.5.22.The risk margin should be calculated per line of business. A straight forward way to
determine the margin per lind business is as follows: First, the risk margin is
calculated for the whole business of the undertaking, allowing for diversification
between lines of business. In a second step the margin is allocated to the lines of
business.
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TP.5.23.The risk margin for the wdle portfolio of insurance and reinsurance obligations
shall be equal to the following:

... SCRi
RM = c:ocq% v

where:
(a) CoC denotes the Coesf-Capital rate;
(b) the sum covers all integers including zero;

(c) SCR(t) denotes the Solvency Capital Regment of the reference undertaking
after t years;

(d) r(t+1) denotes the basic ridiee interest rate for the maturity of t+1 years.

TP.5.24.The basic riskree interest rate r(t+1) shall be chosen in accordance with the
currency used for the financial statertse of the insurance or reinsurance
undertaking.

TP.5.25.Where insurance and reinsurance undertakings calculate their Solvency Capital
Requirement using an approved internal model and determine that the model is
appropriate to calculate the Solvency Capital Remuént for each point in time
over the lifetime of the insurance and reinsurance obligations, undertakings shall use
the internal model to calculate the amounts SCR(t) of the reference undertaking.

TP.5.26.Insurance and reinsurance undertakings shall allocatesthenargin for the whole
portfolio of insurance and reinsurance obligations to the relevant lines of business.
The allocation shall adequately reflect the contributions of the lines of business to
the Solvency Capital Requirement of the reference undegakier the lifetime of
the whole portfolio of insurance and reinsurance obligations.

TP.5.27.The risk margin per line of business should take the diversification between lines of
business into accourtonsequently ite sum of the risk margsrper line of busines
should be equal to the risk margin for the whole business.

TP.5.28.The contribution of a line of business can be analysed by calculating the SCR under
the assumption that the undertaking's other business does not exist. Where the
relative sizes of the SCRs phkme of business do not materially change over the
lifetime of the business, undertakings may apply the following simplified approach
for the allocation:

COCM,, = ,_SCR‘U""*’(O) {ocwm,
%) SC%U,IOb(O)
where
COCMyp = risk margin allocated to line of business lob
SCRew,101(0) = SCR of the referenaendertaking for line of business lob at t=0
COCM = risk margin for the whole business
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Where a line of business consists of obligations where the technical provisions are
calculated as a whole, the formula should assign a zero risk margin to this line of
business (becauSCRky 1050) of this line of business should be zero).

Simplifications for the calculation of the risk margin of the whole business

TP.5.29.I1f a full projection of all future SCRs is necessary in order to capture the
partici pat i nskprefile theunderaking ms@dected to carry out these
calculations.

TP.5.30.Participating undertakings should consider whether or not it would be appropriate to
apply a simplified valuation technique for the risk margin. As an integral part of this
assessmén the undertakings should consider what kind of simplified methods
methodwould be most appropriate for the business. The chosen method should be
proportionate to the nature, scale and complexity of the risks of the business in
guestion.

TP.5.31.When an undertakg has decided to use a simplified method, it should consider
whether the method could be used for the projections of the overall SCR or if the
relevant (subrisks should be projected separately. In this context, the undertaking
should also consider whethit should carry out the simplified projections of future
SCRs individually for each future year or if it is possible to calculate all future SCRs
in one step.

A hierarchy of simplifications

TP.5.32.Based on the general principles and criteria referred to ahibyee following
hierarchy should be used as a decision basis regarding the chamereingplified
andsimplified) methods for projecting future SCRs:

1. Make a full calculation of all future SCRs without using simplifications

2. Approximate the individualisks or sukrisks within some or all modules and
submodules to be used for the calculation of future SCRs

3. Approximate the whole SCR for each future year, e.g. by using a proportional
approach

4. Esti mate al l future SCRs maton based onehe, e.
duration approach.

5. Approximate the risk margin by calculating it as a percentage of the best
estimate

TP.5.33.In this hierarchy the calculatioggtsimplerwith each step

TP.5.34.Whenchoosing the calculation methdtjs not required that the cgotexity of the
calculations should go beyond what is necessary in order to captunsatbgal
characteristicsofthrender t aki ngdés ri sk profile.

TP.5.35.The distinction between the levels in the hierarchy sketched above is not always
clearcut. This is e.g. thease for the distinction between the simplificas on level
2 and level 3. An example may be a proportional method (based on the development
of the best estimate technical provisions) applied for an individual module -or sub
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module relevant for the calladion of future SCRs for the reference undertaking.
Such simplifications can be seen as belonging to either level 2 or level 3.

Specific simplifications

TP.5.36.The simplifications referred to in th&ibsection are described in the context of the
standard formla. The application of simplifications for cases where the SCR is
calculated with internal models should follow the general approach proposed in this
paper with an appropriate calsg-case assessment.

TP.5.37.With respect to the simplifications allowing forallt ur e SCRs t o be e:
onceodo (the d,evehain therhierargh)pitrwil becnhtural to combine
the calculations of the Basic SCR and the SCR related totmpexarisk.

TP.5.38.Accordingly, in order to simplify the projections to be matidevel 3 of the
hierarchy is applied, a practical solution could be to allow projections of the future
SCRs in one step, instead of making separate projections for the basic SCR, the
capital charge for operational risk and the loss absorbing capacitgclohical
provisions, respectively.

TP.5.39.The simplifications allowed for when calculating the SCR should in general carry
over to the calculation of the risk margin.

Simplifications for individual modules and soimduleglevel 2 of the hierarchy)

TP.5.40.A more sophigcated approach to the simplifications would be to focus on the
individual modules or sumodules in order to approximate the individual risks
and/or sukrisks covered by the relevant modules.

TP.5.41.In practise, this would require that the participating un#éertalook closer at the
risks and sulisks being relevant for the following modules:
1 underwriting risk (life, health and ndriie, respectively),

1 counterparty default risk with respect to ceded reinsurance and SPVs, and

1 market risk,

in order to investig&t to what extent the calculations could be simplified or
approximated.

TP.5.42.1n the following paragraphs some proposals for such simplifications are put forward
and the main aspects of the simplifications are briefly explained.

Life underwriting risk

TP.5.43.The simpliications allowed for the SCRalculations in respect of mortality,
longevity, disability risk expense risk, revision risk and catastrophe risk carry over
to the Cosbf-Capital calculations.

Health Underwriting Risk

89

https://eiopa.europa.eu

© EIOPA 2014



TP.5.44.The simplifications applied in theféi underwriting module can in general be applied
also in the sumodule for SLT health underwriting risk, i.e. for health insurance
obligations pursued on a similar basis as life insurance. However, some adjustment
should be made regarding revision rigkfl@tion risk should be included), while no
simplifications are proposed for health catastrophe risk.

TP.5.45.With respect to the suimodule forNon-SLT health underwriting risk, the simpli
fications introduced for the ndife underwriting risk (if any) should besed.

Nontlife Underwriting Risk

TP.5.46.Within the context of simplifications for individual modules and-sutdules, there
seems to be no obvious manner in which the formula (per se) applied for calculating
the capital charges for premium and reserve risk eagirbplified.

TP.5.47.However, the calculation of the future SCRs related to premium and reserve risk will
be somewhat simplified due to the fact that renewals and future business are not
taken into account:

1 If the premium volume in yedris small compared to theserve volume, then
the premium volumefor yeart can be set to 0. An example may be business
comprising no multipleyear contracts, where the premium volume can be set to
0 for all future yearswheret O1.

1 If the premium volume is zero, then the italbcharge for notife underwriting
can be approximated by the formula:

3 l-oiaies,modoa\ P (I?de@),

wherelges mogyrepresents the aggregated standard deviation for reserve risk and
PCQ\eft) the best estimate provision for claims outstanding net of reinsarin
yeart.

TP.5.48.As a further simplification itan be assumed that the undertalgpgcific estimate
of the standard deviation for premium riskid reserve riskemain unchanged
throughout the years.

TP.5.49.Also the underwriting risk charge for catastrophe sbkuld be taken into account
only with respect to the insurance contracts that exist &t

Counterparty Default Risk

TP.5.50.The counterparty default risk charge with respect to reinsurance ceded can be
calculated directly from the definition for each segmant each year. If the
exposure to the default of the reinsurers does not vary considerably throughout the
devel opment year s, the risk charge <can
share of best estimates to the level of risk charge that is obseryedriO.

TP.5.51.According to the standard formuyleounterparty default risk for resarance ceded is
assessed for the whole portfolio instead of separate segments. If the risk of default in
a segment is deemed to be similar to the total default risk or detfalt risk in a
segment is of negligible importance then the risk charge can be arrived at by
applying reinsurers6é6 share of best estim
reinsurersdé default risk in year 0.
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Market Risk

TP.5.52.The contribution of ta market risk to the risk margiwhere it is materiainay be
approximated as follows:

CoCMMkt & CoCAUMRU, OO0

where CoC is the Cosff-Capital rate, while the approximated sum of the present and future
SCRs covering the market risk (UMRU, O0) i s

UMRU, 00 = max{ 0. 5 AB®EWNmeotirf © JpaADur mo d

where:

BENet(0) =the best estimate net of reinsurance as assessed at time t = O for the
undertakingés portfolio of (re)insuranc:¢
Durmod = the modified duration of the u

of reinsurance att = 0;

n = the longest duratio of available riskree financial instruments (or
composition of instruments) to cover the (re)insurance liabilities; and

prn = t he abs ol u-free intdrestrate farsmaturityn unddn e r i s k
downward stress scenario of the interest rate risk submodule.

TP.5.53.The calculation method sketched may also be applied in the context of a
proportional method (level 3 of thednarchy) or a duration method (level 4 of the
hierarchy) i given that the necessary adjustments are made in the relevant
formulas.

TP.5.54.The calculation needs to be carroad separately for each currency.

TP.5.55.1t is noted that in cases where the longest duratiothefriskfree financial
instruments isshorter tharthe modified duration of the insurance liabilities, the
market risk may have a huge impact on the overall risk margin. In such cases the
participating undertaking needs to replace the approximatiorrilbedcin the
previous paragraphs with a more accurate simplification, e.g. by taking into
account the fact that the best estimate (of technical provisions) to be applied in the
calculation of market risk in general will decrease over time. Moreover, the
cdculations may be carried out in a manner that reflects theedicing effect of
technical provisions (e.g. future bonuses).

Simplifications for the overall SCR for each future year (level 3 of the hierarchy)

TP.5.56.Simplifications classified as belonging tevel 3 of the hierarchical structure
sketched in these specifications are based on an assumption that the future SCRs are
proportional to the best estimate technical provisions for the relevanti yiar
proportionality factor being the ratio of the peas SCR to the present best estimate
technical provisions (as calculatkxat the reference undertaking).

TP.5.57.According to (a representative example of) the proportional method, the reference
under t aki ntgsiised i GeRollgweng manner:

SCRy (t) =SCR, (0) C"BENet(t)/ BE«(0) t=1232
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where

SCRw(0) =the SCR as calculated at time= O f or the referenc
portfolio of (re)insurance obligations;

BEne{(O) = the best estimate technical provisions net of reinsurance aseabs#ss
time t=0 for t he portfdlie roft @efjinsuramce s
obligations;and

BEne(t) = the best estimate technical provisions net of reinsurance aseabse¢ss

timetf or the undertakingds portfold]i

TP.5.58.This simplification takes into account the maturity and tbnoff pattern of the
obligations net of reinsurance. However, the assiomp on which the risk profile
linked to the obligations is considered unchanged over the years, are indicatively
the following:

1 the composition of the suisks in underwritingrisk is the same (all under
writing risks),

71 the average credit standing of reinsurers and SPVs is the same (counterparty
default risk),

1 the market risk in relation to the net best estimate is the same (market risk),

1 the proportion of reinsurers' and SP\é&are of the obligations is the same
(operational risk),

1 the loss absorbing capacity of the technical provisions in relation to the net best
estimate is the same (adjustment).

TP.5.59.An undertaking that intends to use this simplification, should consider toewteait
the assumptions referred to above are fulfilled. If some or all of these assumptions
do not hold, the undertaking should carry out a qualitative assessment of how
material the deviation from the assumptions is. If the impact of the deviation is not
material compared to the risk margin as a whole, then the simplification can be used.
Otherwise the undertaking is encouraged to use a more sophisticated calculation
method.

TP.5.60.The undertaking may also be able to apply the simplification in a piecewise manne
across the years. For instance, if the business can be split intmesulinaving
different maturities, then the whole roff period of the obligations could be
divided into periods of consecutive years where a proportional calculation method
could beused.

TP.5.61.When using the simplification described in the previous paragrapbse
considerations should be givémthe manner in which the best estimate technical
provisions net of reinsurance has been calculated. In this context it should be noted
that evenf the applied gros$o-net techniques may lead to a reasonable figure for
the best estimate net of reinsuranB&y(t)) as compared to the best estimate gross
of reinsurance BEgos{t)) at timet = 0, this does not necessarily mean that all future
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edimates of the best estimate net of reinsurance will be equally reliable. In such
cases the simplified method sketched above may be biased.

TP.5.62.With respect to operational risk it should be noticed that the capital charge for this
risk att = 0 is basically dunction of the best estimate technical provisignsssof
reinsurance and earned premiugnessof reinsurance, as well as annual expenses
(for unit-linked business only). As a consequengedertakingsshould assess to
what extent the simplification bed on the proportional method which assumes that
the SCRs for the operational risk develop pari passu with the best estimate technical
provisionsnetof reinsurance may introduce a bias in the risk margin calculations.

TP.5.63.A similar comment concerns the scandrased adjustments for the loss absorbing
capacity of technical provisions to be taken into account when projecting the future
SCRs, since it is likely to be (very) difficult to develop reliable scenarios to be
applied to these projections. Accordingtymay in practise be difficult to find other
workable solutions than allowing also this component to develop in line with the
best estimate technical pisions net of reinsurance. The participating undertaking
should, however, make some assessmentshefpbtential bias caused by this
simplification.

TP.5.64.A simplification similar tothe one sketched in the previous paragraphs atsmbe
applied at a more granular level, i.e. for individual modules and/cm&gdules.
However, it should be noted that the nianbf calculations to be carried out will in
general be proportional with the number of modules and/cnsdules for which
this simplification is applied. Moreoveundertakingsshould consider whether a
more granular calculation as indicated above #dd to a more accurate estimate of
the future SCRs to be used in the calculation of the risk margin.

Estimation of all future SCRs fAat onceo (Il ev

TP.5.65.A representative example of a simplification belonging to level 4 of the hierarchical
structure is using the modified duration of the liabilities in order to calculate the
present and all future SCRs in one single:step

CoCM = (CoC/(1+r) ) ARuQ) AL R
where

SCRw (0) =the SCR as calculated at time= O for the reference undertagird s
portfolio of (re)insurance obligations;

Durneg(0) =t h e modi fi ed dur ati on of refereni
obligations net of reinsurancetat 0; and
CoC = the Costof-Capital rate.

TP.5.66.This simplification takes into account the maturity and rimeoff pattern of the
obligations net of reinsurance. However, it is based on the following simplified
assumptions:

i the composition and the proportions of the risks andrisls do not change
over the years (basic SCR),
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1 the average credit standing ofingurers and SPVs remains the same over the
years (counterparty default risk),

1 the modified duration is the same for obligations net and gross of reinsurance
(operational risk, counterparty default risk),

M the market risk in relation to the net best ester@amains the same over the
years (market risk),

1 the loss absorbing capacity of the technical provisions in relation to the net best
estimate remains the same over the years (adjustment).

TP.5.67.An undertaking that intends to use this simplification should censadwhat exten
the assumptions referred to above are fulfilled. If some or all of these assumptions
do not hold, the undertaking should carry out a qualitative assessmehe of
materiaity of the deviation from the assumptions. If the impact of theatiew is
not material compared to the risk margin as a whole, then the simplification can be
used. Otherwise the undertaking should either adjust the formula appropriately or is
encouraged to use a more sophisticated calculation.

TP.5.68.Where SCRy (0) includes material sukrisks that will not exist over the whole
lifetime of the portfolio, for example nelife premium risk for unexpired contracts
or market risk, the calculation can often be improved by

1 excluding these subisks fromSCRky (0) for the above caldation;
9 calculating the contribution of these stks to the risk margin separately; and

1 aggregating the results (where practicable allowing for diversification).

A simple method based on percentages of the best estimate (level 5 of the hierarchy)

TP.5.69.According to this simplification the risk margirt€6CM) should be calculated as a
percentage of the best @stite technical provisions net of reinsurance €0), that
is

Co CM ,7A BIHO),
where

BEne{O) =the best estimate technical provisions neteifisurance as assedsat
time t=0 for t he undertaking6s por
obligations; and

Uob= a fixed percentage for the given line of business.

TP.5.70.When deciding on the percentage to be used for a given line of business, the
undertaking sbuld take into account that this percentage is likely to increase if the
modified duration of the insurance liabilitiésor some other measure of the +un
off pattern of these liabilitiesincreases.

TP.5.71.Undertakings should give due consideration to the wamplistic nature of this
approach,and it should be used only where it has been demonstrated that none of
the more sophisticated risk margin approaches in the above hierarchy can be
applied.
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