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

needs to be applied in combination with part II of 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 of the 

Solvency II framework.  

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

138/2009/EC and any amendments already agreed to it by the Omnibus II Directive, the 

content of working documents of the (Level 2) Delegated Acts, and where relevant and 

necessary, the working document of the (Level 3) Guidelines for the purpose of clarity. 
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SECTION 1 ï VALUATION  

V.1. Assets and Other Liabilities  

V.1.1. Valuation approach  

V.1. The primary objective for valuation as set out in Article 75 of Directive 

2009/138/EC requires an economic, market-consistent approach to the valuation of 

assets and liabilities. According to the risk-based approach of Solvency II, when 

valuing balance sheet items on 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.  

V.2. According to this approach, insurance and reinsurance undertakings 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 they could 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 shall be made.  

V.3. 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 ñIFRSsò, are considered to provide valuation consistent with principles of Solvency 

II. Also, the IFRSsô accounting bases, such as the definitions of assets and liabilities 

as well as the recognition and derecognition criteria, are applicable, unless otherwise 

stated. IFRSs also refer to a few basic presumptions, which are also applicable: 

¶ The going concern assumption. 

¶ Individual assets and liabilities are valued separately. 

¶ The application of materiality, whereby the omissions or misstatements of 

items are material if they could, individually or collectively, influence the 

economic decisions that users make on the basis of the Solvency II balance 

sheet. Materiality depends on the size and nature of the omission or 

misstatement judged in the surrounding circumstances. The size or nature of 

the item, or a combination of both, could be the determining factor.  

Sromera
Nota adhesiva
Valoración en un artículo
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V.4. IFRSs do not 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. 

V.5. 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 shall be used.  

iii.  If there are no quoted market prices in active markets available, undertakings 

should use mark-to-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 maximum use of relevant observable inputs and 

market inputs and rely as little as possible on undertaking-specific inputs, 

minimising the use of unobservable inputs. 

v. When valuing liabilities using fair value, the adjustment to take account of the 

own credit standing as required by IFRS 13 Fair Value Measurement has to be 

eliminated. In addition, when valuing financial liabilities subsequently after 

initial recognition, the adjustment to take account of the own credit standing as 

required by IFRS 13 Fair Value Measurement and as defined by IFRS 7 

Financial Instruments: Disclosures has to be eliminated. 

V.1.2.  Guidance for marking to market and marking to model  

V.6. Undertakings should use the guidance on fair value measurement within IFRS 13. 

The undertakings can benefit from, for example, the illustrative characteristics of 

inactive markets as described in IFRS 13.  

V.1.3. Specific recognition and valuation requirements for selected Solvency II balance 

sheet items 

V.7. Intangible assets: Goodwill is to be valued at zero. Other intangible 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. 

V.8. Participations: Holdings in related undertakings are to be valued at the quoted 

market price in an active market. If this valuation is not possible: 

(1) Holdings in insurance and reinsurance undertakings 

Sromera
Nota adhesiva
IFRS no siempre

Sromera
Nota adhesiva
Intangible, Can Sold Separately



 

 

8 

 
EIOPA ï Westhafen Tower, Westhafenplatz 1 -  60327 Frankfurt ï Germany ï Tel. + 49 69 -951119 -20  

Fax. + 49 69 -951119 -19, Website: https://eiopa.europa.eu  
© EIOPA 2014  

 
 

¶ Subsidiary undertakings have to be valued with the equity method that is 

based on a Solvency II consistent recognition and measurement for the 

subsidiaryôs balance sheet.  

¶ Related undertakings, other than subsidiaries, would also be valued with 

the equity method using a Solvency II consistent recognition and 

measurement for the holdingôs balance sheet. However, if this is not 

possible, an alternative valuation method in accordance with the 

requirements in V1.1. and V1.2 should be used. 

(2) Holdings in undertakings other than insurance and reinsurance 

undertakings 

Holdings in undertakings other than insurance and reinsurance 

undertakings have to be valued with the equity method that is based on a 

Solvency II consistent recognition and measurement for the subsidiaryôs 

balance sheet. If that is not practicable, the equity method would be 

applied to the related undertakingôs balance sheet following IFRSsï with 

the amendment that goodwill and other intangible assets would need to be 

deducted. If this is not possible for related undertakings, other than 

subsidiaries, an alternative valuation method in accordance with the 

requirements in V1.1. and V1.2 should be used. 

 

V.9. Contingent liabilities: For Solvency II purposes, contingent liabilities have to be 

recognised as liabilities. The valuation of the liability follows the measurement as 

required in IAS 37 Provisions, contingent liabilities and contingent assets, with the 

use of the basic risk-free 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 assets and liabilities 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 

unused 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 assets 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 deferred tax 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.  



 

 

 

 

V.1.4. Consistency of IFSRs with Article 75 

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 1 

Presentation 

of financial 

statements 

IAS 1 sets overall requirements for the presentation of financial 

statements, guidelines for their structure and minimum 

requirements for their content. 

 no IAS 1 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 2 

Inventories 

IAS 2 prescribes the accounting treatment for inventories. 

Following IAS 2, inventories shall be measured at the lower of 

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 of business while fair value reflects the amount for which 

the same inventory could be exchanged between knowledgeable 

and willing buyers and sellers in the marketplace. As the net 

realisable value is an entity-specific value, may not equal fair 

value less costs to sell (IAS 2.7).  

Solvency II framework: In many cases the estimated cost of 

completion and the estimated costs necessary to make the sale 

are not material. That means the net realisable value is consistent 

with Article 75 of Directive 2009/138/EC if the estimated costs 

of completion and the estimated costs necessary to make the 

Net realisable value is 

a consistent option.  

 

Adjustment may be 

needed where 

estimated cost are 

material. 

yes Undertakings shall 

apply the IAS 2 net 

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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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 

sales are not material. 

IAS 7 

Statement of 

cash flows 

IAS 7 requires disclosures about historical changes in cash and 

cash equivalents of an entity by means of a statement of cash 

flows. 

 no IAS 7 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 8 

Accounting 

policies, 

changes in 

accounting 

estimates and 

errors 

IAS 8 specifies criteria for selecting and changing accounting 

policies, together with the accounting treatment and disclosure of 

changes in accounting policies, changes in accounting estimates 

and corrections of errors. 

 no  IAS 8 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 10 Events 

after the 

Reporting 

Period 

IAS 10 prescribes when an entity should adjust its financial 

statements for events after the reporting period and the 

complementing disclosure requirements. 

 no IAS 10 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 11 

Construction 

Contracts 

IAS 11 describes the accounting treatment of revenue and costs 

associated with construction contracts in the financial statements 

of contractors. 

 no Business not relevant 

for insurers. 



 

 

 

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 prescribes the accounting treatment for income taxes. 

Current tax liabilities or assets for the current and prior periods 

shall be measured at the amount expected to be paid to or 

recovered from the taxation authorities, using the tax rates that 

have been enacted or substantively enacted by the end of the 

reporting period (IAS 12.46). 

Deferred tax liabilities and assets shall be measured at the tax 

rates that are expected to apply to the period when the asset is 

realised or the liability is settled, based on tax rates that have 

been enacted or substantively enacted by the end of the reporting 

period (IAS 12.47). 

Deferred tax liabilities (assets) correspond to the amounts of 

income taxes payable (recoverable) in future periods in respect of 

taxable temporary differences (deductible temporary differences, 

carry forward of unused tax losses and unused tax credit) (IAS 

12.5). 

Solvency II framework: For deferred tax liabilities (assets) 

Solvency II establishes a different concept of temporary 

differences, being the deferred taxes for Solvency II purposes, 

other than deferred tax assets arising from the carryforward of 

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 based 

on the temporary 

difference between 

Solvency II values and 

the tax values. 

yes  

Sromera
Nota adhesiva
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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 

ascribed to assets and liabilities recognised and valued in 

accordance with Article 75 to 86 of Directive 2009/138/EC and 

the values ascribed to assets and liabilities as recognised and 

valued for tax purposes; instead of the differences between the 

carrying amount of an asset or liability in the statement of 

financial position and its tax base. 

IAS 16 

Property, 

plant and 

equipment 

IAS 16 prescribes the accounting treatment for property, plant 

and equipment. 

After initial recognition an entity shall choose either the cost 

model in paragraph 30 or the revaluation model in paragraph 31 

as its accounting policy and shall apply that policy to an entire 

class of property, plant and equipment (IAS 16.29). 

Cost model: After 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, plant and equipment whose fair value can be measured 

reliably shall be carried at a revalued amount, being its fair value 

at the date of the revaluation less any subsequent accumulated 

depreciation and subsequent accumulated impairment losses. 

Revaluations shall be made with sufficient regularity to ensure 

Revaluation model is 

a consistent option. 
yes Undertakings shall 

apply the fair value 

model and the 

revaluation model of 

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 and 

property, plant and 

equipment is valued at 

cost less depreciation 

and impairment shall 

not be applied. 

javascript:%20documentLink('IA26FE172436992E')
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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 II framework: The revaluation model is an option 

consistent with Article 75 of Directive 2009/138/EC. 

 

IAS 17 Leases IAS 17 prescribes, for lessees and lessors, the appropriate 

accounting policies and disclosure to apply in relation to leases. 

Finance leases 

Lessees: At the commencement of the lease term, lessees shall 

recognise finance leases as assets and liabilities in their 

statements of financial position at amounts equal to the fair value 

of the leased property or, if lower, the present value of the 

minimum lease payments, each determined at the inception of the 

lease. The discount rate to be used in calculating the present 

value of the minimum lease payments is the interest rate implicit 

in the lease, if this is practicable to determine; if not, the lesseeôs 

incremental borrowing rate shall be used. Any initial direct costs 

of the lessee are added to the amount recognised as an asset (IAS 

17.20). 

After initial recognition, a finance lease gives rise to depreciation 

expense for depreciable assets as well as finance expense for 

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 

arrangement in 

accordance with IAS 

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 own 

credit standing of the 

undertaking. 
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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 

each accounting period (IAS 17.28). 

Minimum lease payments shall be apportioned between the 

finance charge and the reduction of the outstanding liability. The 

finance charge shall be allocated to each period during the lease 

term so as to produce a constant periodic rate of interest on the 

remaining balance of the liability (IAS 17.25). 

Lessors: Lessors shall recognise assets held under a finance lease 

in their statements of financial position and present them as a 

receivable at an amount equal to the net investment in the lease 

(IAS 17.36). Under a finance lease substantially all the risks and 

rewards incidental to legal ownership are transferred by the 

lessor, and thus the lease payment receivable is treated by the 

lessor as repayment of principal and finance income to reimburse 

and reward the lessor for its investment and services (IAS 17.37).  

Operating leases 

Lessees: Lease payments under an operating lease shall be 

recognised as an expense on a straight-line basis over the lease 

term unless another systematic basis is more representative of the 

time pattern of the userôs benefit (IAS 17.33). 

Lessors: Lessors shall present assets subject to operating leases 

in their statements of financial position according to the nature of 
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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 II framework: Lessees in finance leases have to fair 

value all lease assets  

For lessors in finance leases, the receivable measured at an 

amount equal to the net investment in the lease, with the income 

allocation based on the pattern reflecting a constant periodic 

return on the lessorôs net investment in the finance lease is 

considered to be consistent with Article 75 of Directive 

2009/138/EC. 

Operating leases measurement principles are considered to be 

consistent with Article 75 of Directive 2009/138/EC, having in 

mind that the lease items in the lessorôs balance sheet are valued 

according to the general valuation principles applicable for those 

assets and liabilities. 

IAS 18 

Revenue 

IAS 18 prescribes the accounting for revenue arising from the 

following transactions and events: (a) the sale of goods; (b) the 

rendering of services; and (c) the use by others of entity assets 

yielding interest, royalties and dividends. 

 

 no IAS 18 does not 

prescribe valuation 

methodologies for 

balance sheet items 
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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 

IAS 19 (as 

amended in 

2011) 

Employee 

benefits 

IAS 19 prescribes the accounting and disclosure for employee 

benefits, except those to which IFRS 2 Share-based Payment 

applies. 

Short-term employee benefits 

When an employee has rendered service to an entity during an 

accounting period, the entity shall recognise the undiscounted 

amount of short-term employee benefits expected to be paid in 

exchange for that service: 

(a) as a liability (accrued expense), after deducting any amount 

already paid. If the amount already paid exceeds the 

undiscounted amount of the benefits, an entity shall recognise 

that excess as an asset (prepaid expense) 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 permits the 

inclusion of the benefits in the cost of an asset (see, for example, 

IAS 2 Inventories and IAS 16 Property, Plant and Equipment) 

(IAS 19. 11). 

Post-employment benefits: defined contribution plans 

When an employee has rendered service to an entity during a 

period, the entity shall recognise the contribution payable to a 

Consistent 

measurement 

principles for 

employee benefits. 

yes  

Sromera
Nota adhesiva
SÍ



 

 

 

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 

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 the 

reporting period, an entity shall recognise that excess as an asset 

(prepaid expense) 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 permits the 

inclusion of 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 end 

of the annual reporting period in which the employees render the 

related service, they shall be discounted using the discount rate 

specified in paragraph 83 (IAS 19 .52). See paragraph 83 on the 

discount interest rate below. 

Post-employment benefits: defined benefit plans 

Accounting by an entity for defined benefit plans involves the 

following steps: 

a) determining the deficit or surplus. This involves: 

(i) using actuarial technique, the projected unit credit method to 



 

 

 

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 

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 70ï74) 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 75ï98); 

(ii) discounting that benefit in order to determine the present 

value of the defined benefit obligation and the current 

service cost (see paragraphs 67ï69 and 83-86); 

(iii) deducting the fair value of any plan assets (see 

paragraphs 113ï115) from the present value of the 

defined obligations; 

 

b) determining the amount of the net defined benefit liability 

(asset) as the amount of the deficit or surplus determined in 

(a), adjusted for any effect of limiting a net defined benefit 

asset to the asset ceiling (see paragraph 64). 

The rate used to discount post-employment benefit obligations 

(both funded and unfunded) shall be determined by reference to 

market yields at the end of the reporting period on high quality 

corporate bonds. In countries where there is no deep market in 

such bonds, the market yields (at the end of the reporting period) 
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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 of the 

corporate bonds or government bonds shall be consistent with the 

currency and estimated term of the post-employment benefit 

obligations (IAS 19.83). 

Other long-term employee benefits 

This Standard requires a simplified (when compared with post-

employment benefits) method of accounting for other long-term 

employee benefits.  

In recognising and measuring the surplus or deficit in another 

long-term employee benefit plan, an entity shall apply 

paragraphs 56ï98 and 113ï115. An entity shall apply paragraphs 

116ï119 in recognising and measuring any reimbursement right.  

For other long-term employee benefits, an entity shall recognise 

the net total of the following amounts in profit or loss, except to 

the extent that another IFRS requires or permits their inclusion in 

the cost of an asset:  

a) service cost (see paragraphs 66-112); 

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

paragraphs 123-126); and 

c) remeasurements of the net defined liability (asset) (see 

paragraphs 127-130). 

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


 

 

 

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 

Termination benefits 

An entity shall recognise a liability for termination benefits at the 

earlier of the following dates: 

(a) when the entity can no longer withdraw the offer of those 

benefits; and 

(b)  when the entity recognises costs for a restructuring that 

is within the scope of IAS 37 and involves the payment 

of termination benefits (IAS 19 .165). 

Where termination benefits are not expected to be settled wholly 

before 12 months after the end of the annual reporting period, 

they shall apply the requirements for other long term employee 

benefits (IAS 19 .169).  

IAS 20 

Accounting 

for 

government 

grants and 

disclosure of 

governance 

assistance 

IAS 20 shall be applied in accounting for, and in the disclosure 

of, government grants and in the disclosure of other forms of 

government assistance. 

Government grants shall be recognised in profit or loss on a 

systematic basis over the periods in which the entity recognises 

as expenses the related costs for which the grants are intended to 

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 of the 

Fair value for 

monetary and 

monetary government 

grants is consistent 

with Art. 75. 

yes  

Sromera
Nota adhesiva
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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 

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

the non-monetary asset and to account for both grant and asset at 

that fair value. An alternative course that is sometimes followed 

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

20.23).  

Solvency II framework: Where government grants take the 

form of a transfer of a non-monetary asset, that asset shall be 

measured at fair value. 

IAS 21 The 

effects of 

changes in 

foreign 

exchange 

rates 

IAS 21 prescribes how to include foreign currency transactions 

and foreign operations in the financial statements of an entity and 

how to translate financial statements into a presentation currency. 

Exchange differences arising on the settlement of monetary items 

or on translating monetary items at rates different from those at 

which they were translated on initial recognition during the 

period or in previous financial statements shall be recognised in 

profit or loss in the period in which they arise, except as 

described in paragraph 32 (IAS 21.28). 

In the financial statements that include the foreign operation and 

the reporting entity (eg consolidated financial statements when 

the foreign operation is a subsidiary), such exchange differences 

shall be recognised initially in other comprehensive income and 

reclassified from equity to profit or loss on disposal of the net 

Translation in 

reporting currency is 

consistent with Article 

75 of Directive 

2009/138/EC. 

yes  

Sromera
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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 

investment in accordance with paragraph 48 (IAS 21.32). 

IAS 23 

Borrowing 

costs 

IAS 23 prescribes the accounting for borrowing costs. 

An entity shall capitalise borrowing costs that are directly 

attributable to the acquisition, construction or production of a 

qualifying asset as part of the cost of that asset. An entity shall 

recognise other borrowing costs as an expense in the period in 

which it incurs them (IAS 23.8). 

Solvency II framework: Fair value approach, which is used 

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

which refers to a cost approach. 

 no IAS 23 does not 

prescribe valuation 

methodologies relevant 

for Solvency II balance 

sheet items. 

IAS 24 

Related party 

disclosures 

IAS 24 requires disclosures about related parties and the 

reporting entityôs transaction with related parties. 

 no IAS 24 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 26 

Accounting 

and reporting 

by retirement 

benefits plans 

IAS 26 shall be applied in the financial statements of retirement 

benefit plans where such financial statements are prepared. 

 no Out of scope. 
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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 

IAS 27 

Separate 

Financial 

Statements 

IAS 27 prescribes the accounting and disclosure requirements for 

investments in subsidiaries, joint ventures and associates when 

an entity prepares separate financial statements. 

 no Out of scope. 

IAS 28  

Investments 

in Associates 

and Joint 

Ventures 

 

IAS 28 prescribes the accounting for investments in associates 

and to set out the requirements for the application of the equity 

method when accounting for investments in associates and joint 

ventures. 

Associates are accounted for using the equity method. 

The equity method is a method of accounting whereby the 

investment is initially recognised at cost and adjusted thereafter 

for the post-acquisition change in the investorôs share of the 

investeeôs net assets. The investorôs profit or loss includes its 

share of the investeeôs profit or loss and the investorôs other 

comprehensive income includes its share of the investeeôs other 

comprehensive income. The investorôs share of the profit or loss 

of the investee is recognised in the investorôs profit or loss. 

Distributions received from an investee reduce the carrying 

amount of the investment. Adjustments to the carrying amount 

may also be necessary for a change in the investorôs 

proportionate interest in the investee arising from changes in the 

investeeôs other comprehensive income. Such changes include 

Applicable equity 

method principles. 
yes Application limited to 

the equity method. 

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
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124099
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124099
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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 

those arising from the revaluation of property, plant and 

equipment and from foreign exchange translation differences. 

The investorôs share of those changes is recognised in other 

comprehensive income of the investor (see IAS 1 Presentation of 

Financial Statements (as revised in 2007)). (IAS 28.11). 

The entityôs financial statements shall be prepared using uniform 

accounting policies for like transactions and events in similar 

circumstances (IAS 28.26). If an associate or joint venture uses 

accounting policies other than those of the entity for like 

transactions and events in similar circumstances, adjustments 

shall be made to conform the associateôs or joint ventureôs 

accounting policies to those of the entity when the associateôs 

financial statements are used by the entity in applying the equity 

method (IAS 28.36). 

Solvency II framework: When calculating the excess of assets 

over liabilities for related undertakings, 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 in 

international accounting standards, as adopted by the 

Commission in accordance with Regulation (EC) No 1606/2002, 

where valuation in accordance with Articles 75 to 86 of Directive 

2009/138/EC is not practicable. In such cases the value of 

goodwill and other intangible assets valued at zero shall be 
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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 

deducted from the value of the related undertaking. 

IAS 29 

Financial 

Reporting in 

Hyperinflatio

nary 

Economies 

IAS 29 shall be applied to the financial statements, including the 

consolidated financial statements, of any entity whose functional 

currency is the currency of a hyperinflationary economy. 

 no IAS 29 does not 

prescribe valuation 

methodologies relevant 

for Solvency II balance 

sheet items. 

IAS 32 

Financial 

instruments: 

Presentation 

IAS 32 establishes principles for presenting financial instruments 

as liabilities or equity and for offsetting financial assets and 

financial liabilities. It applies to the classification of financial 

instruments, from the perspective of the issuer, into financial 

assets, financial liabilities and equity instruments; the 

classification of related interest, dividends, losses and gains; and 

the circumstances in which financial assets and financial 

liabilities should be offset. 

 no IAS 32 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 33 

Earnings per 

share 

IAS 33 prescribes principles for the determination and 

presentation of earnings per share. 

 no IAS 33 does not 

prescribe valuation 

methodologies for 

balance sheet items. 
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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 

IAS 34 

Interim 

financial 

reporting  

IAS 34 prescribes the minimum content of an interim financial 

report and to prescribe the principles for recognition and 

measurement in complete or condensed financial statements for 

an interim period.  

 no IAS 34 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IAS 36 

Impairment 

of Assets 

IAS 36 prescribes the procedures that an entity applies to ensure 

that its assets are carried at no more than their recoverable 

amount. An asset is carried at more than its recoverable amount 

if its carrying amount exceeds the amount to be recovered 

through use or sale of the asset. If this is the case, the asset is 

described as impaired and the Standard requires the entity to 

recognise an impairment loss. The Standard also specifies when 

an entity should reverse an impairment loss and prescribes 

disclosures. 

 no IAS 36 does not 

prescribe valuation 

methodologies relevant 

for Solvency II balance 

sheet items.  

IAS 37 

Provisions, 

contingent 

liabilities and 

contingent 

assets 

IAS 37 establishes the recognition criteria and measurement 

applied to provisions, contingent liabilities and contingent assets 

as well as information to be disclosed. 

Provisions 

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 

Consistent 

measurement 

principles for 

provisions. 

yes Contingent liabilities 

are to be recognised.  

Sromera
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CONTINGENT: LIKELY BUT NOT CERTAIN HAPPEN



 

 

 

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 

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

The best estimate of the expenditure required to settle the present 

obligation is the 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 impossible 

or prohibitively expensive to settle or transfer an obligation at the 

end of the reporting period. However, the estimate of the amount 

that an entity would rationally pay to settle or transfer the 

obligation gives the best estimate of the expenditure required to 

settle the present obligation at the end of the reporting period 

(IAS 37.37) 

Where a single obligation is being measured, the individual most 

likely outcome may be the best estimate of the liability. 

However, even in such a case, the entity considers other possible 

outcomes. Where other possible outcomes are either mostly 

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 outcome 

may be for the repair to succeed at the first attempt at a cost of 

1,000, but a provision for a larger amount is made if there is a 

significant chance that further attempts will be necessary (IAS 

37.40). 

Uncertainties surrounding the amount to be recognised as a 
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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 

provision are dealt with by various means according to the 

circumstances. Where the provision being measured involves a 

large population of items, the obligation is estimated by 

weighting all possible outcomes by their associated probabilities. 

The name for this statistical method of estimation is 'expected 

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 continuous 

range of possible outcomes, and each point in that range is as 

likely as any other, the mid-point of the range is used (IAS 

37.39). 

The risks and uncertainties that inevitably surround many events 

and circumstances shall be taken into account in reaching the 

best estimate of a provision. (IAS 37.42) 

The discount rate (or rates) shall be a pre-tax rate (or rates) that 

reflect(s) current market assessments of the time value of money 

and the risks specific to the liability. The discount rate(s) shall 

not reflect risks for which future cash flow estimates have been 

adjusted (IAS 37.47). 

Contingent liabilities and contingent assets 

A contingent liability is: (a) a possible obligation that arises from 

past events and whose existence will be confirmed only by the 

occurrence or non-occurrence 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 present 

obligation that arises from past events but is not recognised 

because: (i) it is not probable that an outflow of resources 

embodying economic 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 events 

and whose existence will be confirmed only by the occurrence or 

non-occurrence of one or more uncertain future events not 

wholly within the control of the entity. 

Solvency II 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 II and 

valued based on the expected present value of future cash-flows 

required to settle the contingent liability over the lifetime of that 

contingent liability, using the basic risk-free interest rate term 

structure. 

IAS 38 

Intangible 

assets  

IAS 38 prescribes the accounting treatment for intangible assets 

that are not dealt with specifically in another Standard. This 

Standard requires an entity to recognise an intangible asset if, 

and only if, specified criteria are met. The Standard also specifies 

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 and 

requires specified disclosures about intangible assets. 

An entity shall choose either the cost model in paragraph 74 or 

the revaluation model in paragraph 75 as its accounting policy. If 

an intangible asset is accounted for using the revaluation model, 

all the other assets in its class shall also be accounted for using 

the same model, unless there is no active market for those assets 

(IAS 38. 72). 

Cost model: After initial recognition, an intangible asset shall be 

carried at its cost less any accumulated amortisation and any 

accumulated impairment losses (IAS 38. 74) 

Revaluation model: After initial recognition, an intangible asset 

shall be carried at a revalued amount, being its fair value at the 

date of the revaluation less any subsequent accumulated 

amortisation and any subsequent accumulated impairment losses. 

For the purpose of revaluations: under this Standard, fair value 

shall be determined by reference to an active market. 

Revaluations shall be made with such regularity that at the end of 

the reporting period the carrying amount of the asset does not 

differ materially from its fair value (IAS 38.75). 

Solvency II framework: The revaluation model is an option 

consistent with Article 75 of Directive 2009/138/EC for the 

javascript:%20documentLink('IA26FE17243692024')
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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 

intangible items recognised in the Solvency II balance sheet. 

Intangible assets, other than goodwill, are recognised in the 

Solvency II balance sheet at a value other than zero only if they 

can be sold separately and the insurance and reinsurance 

undertaking can demonstrate that there is a value for the same or 

similar assets that has been derived from quoted market prices in 

active markets.  

Bespoke computer software tailored to the needs of the 

undertaking and ñoff the shelfò software licences that cannot be 

sold to another user shall be valued at zero. 

IAS 39 

Financial 

Instruments: 

Recognition 

and 

Measurement 

IAS 39 establishes principles for recognising and measuring 

financial assets, financial liabilities and some contracts to buy or 

sell non-financial items.  

For the purpose of measuring a financial asset after initial 

recognition, this Standard classifies financial assets into the 

following four categories defined in paragraph 9: 

(a)  financial assets at fair value through profit or loss; 

(b) held-to-maturity investments; 

(c) loans and receivables; and 

Fair value 

measurement 

principles applied to 

financial assets are 

consistent. 

In case of financial 

liabilities adjustment 

might be needed 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 adjustment 

to take account of the 

change in own credit 

standing of the 

insurance or 

reinsurance undertaking 

after initial recognition. 

javascript:%20documentLink('IA26FE17243692294')
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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) available-for-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 when 

presenting information in the financial statements. The entity 

shall disclose in the notes the information required by IFRS 7 

(IAS 39.45). 

After initial recognition, an entity shall measure financial assets, 

including derivatives that are assets, at their fair values, without 

any deduction for transaction costs it may incur on sale or other 

disposal, except for the following financial assets: 

(a)  loans and receivables as defined in paragraph 9, which 

shall be measured at amortised cost using the effective interest 

method; 

(b)  held-to-maturity investments as defined in paragraph 9, 

which shall be measured at amortised cost using the effective 

interest method; and 

(c)  investments in equity instruments that do not have a 

quoted market price in an active market and whose fair value 

cannot be reliably measured and derivatives that are linked to and 

must be settled by delivery of such unquoted equity instruments, 

which shall be measured at cost (see Appendix A paragraphs 

AG80 and AG81). 

subsequent periods. 
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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 

Financial assets that are designated as hedged items are subject to 

measurement under the hedge accounting requirements in 

paragraphs 89-102. All financial assets except those measured at 

fair value through profit or loss are subject to review for 

impairment in accordance with paragraphs 58-70 and Appendix 

A paragraphs AG84-AG93 (IAS 39.46). 

After initial recognition, an entity shall measure all financial 

liabilities  at amortised cost using the effective interest method, 

except for: 

(a)  financial liabilities at fair value through profit or loss. 

Such liabilities, including derivatives that are liabilities, shall be 

measured at fair value except for a derivative liability that is 

linked to and must be settled by delivery of an unquoted equity 

instrument whose fair value cannot be reliably measured, which 

shall be measured at cost. 

(b)  financial liabilities that arise when a transfer of a 

financial asset does not qualify for derecognition or when the 

continuing involvement approach applies. Paragraphs 29 and 31 

apply to the measurement of such financial liabilities. 

(c)  financial guarantee contracts as defined in paragraph 9. 

After initial recognition, an issuer of such a contract shall (unless 

paragraph 47(a) or (b) applies) measure it at the higher of: 

(i)  the amount determined in accordance with IAS 37; and 

(ii)  the amount initially recognised (see paragraph 43) less, 

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 with IAS 18. 

(d)  commitments to provide a loan at a below-market 

interest rate. After initial recognition, an issuer of such a 

commitment shall (unless paragraph 47(a) applies) measure it at 

the higher of: 

(i)  the amount determined in accordance with IAS 37; and 

(ii)  the amount initially recognised (see paragraph 43) less, 

when appropriate, cumulative amortisation recognised in 

accordance with IAS 18. 

Financial liabilities that are designated as hedged items are 

subject to the hedge accounting requirements in paragraphs 89-

102 (IAS 40.47). 

Solvency II framework: Fair value measurement principles are 

considered to be consistent with Article 75 of Directive 

2009/138/EC, except for subsequent adjustments to take account 

of the change in own credit standing 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 paragraphs 32A and 34, an entity 

shall choose as its accounting policy either the fair value model 

Fair value model is a 

consistent option. 

 

yes  

javascript:%20documentLink('R9A044CBF9E91886-EFL')
javascript:%20documentLink('IA26FE17243692320')
javascript:%20documentLink('R1A9E44CBF9E91886-EFL')
javascript:%20documentLink('IA26FE1724369230E')
javascript:%20documentLink('R9A044CBF9E91886-EFL')
javascript:%20documentLink('IA26FE1724369239E')
javascript:%20documentLink('IA26FE172436923D4')
javascript:%20documentLink('IA26FE17243692BD5')
javascript:%20documentLink('IA26FE17243692BDD')
Sromera
Nota adhesiva
SÍ



 

 

 

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 paragraphs 33 - 55 or the cost model in paragraph 56 and shall 

apply that policy to all of its investment property (IAS 40.30). 

Cost model: After initial recognition, an entity that chooses the 

cost model shall measure all of its investment properties in 

accordance with IAS 16ôs requirements for that model, other than 

those that meet the criteria to be classified as held for sale (é) in 

accordance with IFRS 5 (IAS 40.56). 

Fair value model: After initial recognition, an entity that chooses 

the fair value model shall measure all of its investment property 

at fair value (é) (IAS 40.33). 

When a property interest held by a lessee under an operating 

lease is classified as an investment property under paragraph 6, 

paragraph 30 is not elective; the fair value model shall be applied 

(IAS 40.34). 

Solvency II framework: The fair value model is an option 

consistent with Article 75 of Directive 2009/138/EC. 

IAS 41 

Agriculture  

IAS 41 prescribes the accounting treatment and disclosures 

related to agricultural activity. 

Biological assets 

A biological asset shall be measured on initial recognition and at 

the end of each reporting period at its fair value less costs to sell, 

Fair value less costs to 

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 

javascript:%20documentLink('IA26FE17243692BDB')
javascript:%20documentLink('IA26FE17243692C01')
javascript:%20documentLink('IA26FE17243692C03')
javascript:%20documentLink('IA26FE17243692B9B')
javascript:%20documentLink('IA26FE17243692BCC')


 

 

 

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 

except for the case described in paragraph 30 where the fair 

value cannot be measured reliably (IAS 41.12). 

Agricultural produce harvested 

Agricultural produce harvested from an entityôs biological assets 

shall be measured at its fair value less costs to sell at the point of 

harvest. Such measurement is the cost at that date when applying 

IAS 2 Inventories or another applicable Standard (IAS 41.13). 

Solvency II framework: Fair value less costs to sell is an option 

consistent with Article 75 of Directive 2009/138/EC if the 

estimated costs to sell are not material. 

are material, the 

undertaking shall adjust 

the value by including 

these costs. 

IFRS 1 First-

time adoption 

of 

International 

Financial 

Reporting 

Standards 

IFRS 1 applies when an entity first adopts International Financial 

Reporting Standards (IFRSs) in its annual financial statements. 

 no Out of scope. 

IFRS 2 Share-

based 

payments 

IFRS 2 specifies the financial reporting by an entity when it 

carries out a share-based payment transaction.  

An entity shall recognise the goods or services received or 

Consistent 

measurement 

principles  

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 

acquired in a share-based payment 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 equity-settled share-based payment 

transaction or a liability if the goods or services were acquired in 

a cash-settled share-based payment transaction (IFRS 2.7). 

When the goods or services received or acquired in a share-based 

payment transaction do not qualify for recognition as assets, they 

shall be recognised as expenses (IFRS 2.8). 

Equity-settled share-based payment transactions 

For equity-settled share-based payment transactions, the entity 

shall measure the goods or services received, and the 

corresponding increase in equity, directly, at the fair value of the 

goods or services received, unless that fair value cannot be 

estimated reliably. If the entity cannot estimate reliably the fair 

value of the goods or services received, the entity shall measure 

their value, and the corresponding increase in equity, indirectly, 

by reference to the fair value of the equity instruments granted 

(IFRS 2.10). 

To apply the requirements of paragraph 10 to transactions with 

employees and others providing similar services, the entity shall 

measure the fair value of the services received by reference to the 

fair value of the equity instruments granted, because typically it 



 

 

 

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 services 

received, as explained in paragraph 12. The fair value of those 

equity instruments shall be measured at grant date. (IFRS 2.11). 

To apply the requirements of paragraph 10 to transactions with 

parties other than employees, there shall be a rebuttable 

presumption that the fair value of the goods or services received 

can be estimated reliably. That fair value shall be measured at the 

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 goods or 

services received, the entity shall measure the goods or services 

received, and the corresponding increase in equity, indirectly, by 

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 incurred, 

the unidentifiable goods or services are measured by reference to 

the difference between the fair value of the equity instruments 

granted (or liability incurred) and the fair value of the goods or 

services received at grant date (based on IFRS 2.13A).  

Cash-settled share-based payment transactions 

For cash-settled share-based 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 goods or 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 at 

the end of each reporting period and at the date of settlement, 

with any changes in fair value recognised in profit or loss for the 

period (IFRS 2.30). 

In some cases, the entity or the other party may choose whether 

the transaction is settled in cash or by issuing equity instruments. 

The accounting treatment depends on whether the entity or the 

counterparty has the choice. 

Solvency II framework: IFRS 2 measurement principles are 

considered to be consistent with Article 75 of Directive 

2009/138/EC. 

IFRS 3 

Business 

combinations 

IFRS 3 establishes principles and requirements for how the 

acquirer: (a) recognises and measures in its financial statements 

the identifiable assets acquired, the liabilities assumed and any 

non-controlling interest in the acquiree; (b) recognises and 

measures the goodwill acquired in the business combination or a 

gain from a bargain purchase; and (c) determines what 

information to disclose to enable users of the financial statements 

to evaluate the nature and financial effects of the business 

combination. 

 no  Out of scope. 



 

 

 

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 

IFRS 3 deals with business combinations. Subsequent (to the 

acquisition) measurement of acquired assets and liabilities follow 

the applicable IFRS of those items depending on their nature.  

Solvency II framework: Goodwill is valued at zero at the 

Solvency II balance sheet. All items shall be valued in 

accordance with Solvency II valuation methodologies. 

IFRS 4 

Insurance 

contracts 

IFRS 4 specifies the financial reporting for insurance contracts 

by any entity that issues such contracts (described in this IFRS as 

an insurer) until the Board completes the second phase of its 

project on insurance contracts.  

Solvency II framework: Solvency II establishes specific 

measurement principles for insurance liabilities 

 no Out of scope. 

IFRS 5 Non-

current assets 

held for sale 

and 

discontinued 

operations 

IFRS 5 specifies the accounting for assets held for sale, and the 

presentation and disclosure of discontinued operations. 

An entity shall measure a non-current asset (or disposal group) 

classified as held for sale at the lower of its carrying amount and 

fair value less costs to sell (IFRS 5.15). 

An entity shall measure a non-current asset (or disposal group) 

classified as held for distribution to owners at the lower of its 

carrying amount and fair value less costs to distribute (IFRS 

Measurement 

principles not 

consistent.  

no  
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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 asset 

(or all the assets and liabilities in the group) shall be measured in 

accordance with applicable IFRSs (IFRS 5.18). 

On subsequent remeasurement of a disposal group, the carrying 

amounts of any assets and liabilities that are not within the scope 

of the measurement requirements of this IFRS, but are included 

in a disposal group classified as held for sale, shall be 

remeasured in accordance with applicable IFRSs before the fair 

value less costs to sell of the disposal group is remeasured (IFRS 

5.19). 

Solvency II framework: In Solvency II, there is no distinction 

based on the use of the assets. The non- current assets held for 

sale and discontinued operations shall be measured in accordance 

with the relevant Solvency II valuation methodologies. 

IFRS 6 

Exploration 

for and 

evaluation of 

mineral 

IFRS 6 specifies the financial reporting for the exploration for 

and evaluation of mineral resources. 

 no Business not relevant 

for insurers. 



 

 

 

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 

resources 

IFRS 7 

Financial 

instruments: 

Disclosures 

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

prescribe valuation 

methodologies for 

balance sheet items. 

IFRS 8 

Operating 

Segments 

IFRS 8 requires disclosure of information about an entityôs 

operating segments, its products and services, the geographical 

areas in which it operates, and its major customers. 

 no IFRS 8 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IFRS 9 

Financial 

Instruments 

Not applicable as not yet adopted by the Commission.  no  

IFRS 10 

Consolidated 

Financial 

Statements 

IFRS 10 establishes principles for the presentation and 

preparation of consolidated financial statements when an entity 

controls one or more other entities. 

 no Out of scope. 

http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS10o_2011-05-16_en-4.html#F16125311
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS10o_2011-05-16_en-4.html#F16125786
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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 

IFRS 11 Joint 

Arrangements 
IFRS 11 establishes principles for the financial reporting by 

entities that have an interest in arrangements that are controlled 

jointly (ie joint arrangements). This IFRS defines joint control 

and requires an entity that is a party to a joint arrangement to 

determine the type of joint arrangement in which it is involved 

by assessing its rights and obligations and to account for those 

rights and obligations in accordance with that type of joint 

arrangement.  

Solvency II framework: see IAS 28 for the application of the 

equity method. 

Applicable only for 

the requirement to use 

the equity method. 

no Out of scope. See IAS 

28 for the equity 

method. 

IFRS 12 

Disclosure of 

Interests in 

Other Entities 

 

IFRS 12 requires an entity to disclose information that enables 

users of its financial statements to evaluate: the nature of, and 

risks associated with, its interests in other entities; and the effects 

of those interests on its financial position, financial performance 

and cash flows. 

 no IFRS 12 does not 

prescribe valuation 

methodologies for 

balance sheet items. 

IFRS 13 Fair 

Value 

Measurement 

IFRS 13 defines fair value and sets out in a single IFRS a 

framework for measuring fair value 

Solvency II framework:  IFRS 13 is consistent with Article 75 

 yes  

http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124095
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS11o_2011-05-16_en-4.html#F16125581
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IFRS11o_2011-05-16_en-4.html#F16125605
http://eifrs.ifrs.org/eifrs/stdcontent/2012_Red_Book/IAS28o_2011-05-16_en-3.html#F16124095
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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 reflect 

the effect of an entityôs own credit. 
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V.2. Technical Provisions 

Introduction 

TP.1.1. Solvency II requires undertakings to set up technical provisions which correspond 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 should be equal to the sum of a best estimate (see subsection V.2.2) and a 

risk margin (see subsection V.2.5). 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 technical provisions should be 

calculated as a whole (see subsection V.2.4).  

TP.1.2. 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.2.1 specifies the segmentation of the obligations for the Quantitative 

Assessment. 

TP.1.3. The best estimate should be calculated gross, without deduction of the amounts 

recoverable from reinsurance contracts and special purpose vehicles (SPVs). Those 

amounts should be calculated separately. The valuation of recoverables is set out in 

subsection V.2.2.3.  

TP.1.4. The calculation of the technical provisions should take account of the time value of 

money by using the relevant risk-free interest rate term structure.   

TP.1.5. The actuarial and statistical 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 methods can be found in subsection V.2.6. Simplified 

methods for the calculation of the risk margin are included in subsection V.2.5. 

 

V.2.1. Segmentation 

General principles 

TP.1.6. Insurance and reinsurance obligations should be segmented as a minimum by line of 

business (LoB) in order to calculate technical provisions. 

TP.1.7. 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 important that the assumptions are based on homogenous 

data to avoid introducing distortions which might arise from combining dissimilar 

business. Therefore, business is usually managed in more granular homogeneous risk 

groups than the proposed minimum segmentation by lines of business where it allows 

for a more accurate valuation of technical provisions. 

TP.1.8. 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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granularity most appropriate for their business and in the manner needed to derive 

appropriate assumptions for the calculation of the best estimate. 

TP.1.9. (Re)insurance obligations should be allocated to the line of business that best reflects 

the nature of the risks relating to the obligation. In particular, the principle of 

substance over form should be followed for the allocation.  In other words, the 

segmentation should reflect the 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 distinguishes between life and non-life 

insurance obligations. This distinction does not coincide with the legal distinction 

between life and non-life insurance activities or the legal distinction between life and 

non-life insurance contracts. Instead, the distinction between life and non-life 

insurance obligations should be based on the nature of the underlying risk: 

¶  Insurance obligations of business that is pursued on a similar technical basis to that 

of life insurance should be considered as life insurance obligations, even if they 

are non-life insurance from a legal perspective.  

¶ Insurance obligations of business that is not pursued on a similar technical basis to 

that of life insurance should be considered as non-life insurance obligations, even 

if they are life insurance from a legal perspective. 

TP.1.11. In particular, annuities stemming from non-life insurance 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 margin). It should also be applied where technical provisions 

are calculated as a whole. 

 

Segmentation of non-life insurance and reinsurance obligations 

 

TP.1.13. Non-life insurance obligations should be segmented into the following 12 lines of 

business: 

Medical expenses insurance 
This line of business includes obligations which 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 business is not pursued on a similar technical basis to that of life 

insurance, other than obligations considered as workers' compensation insurance; 

Income protection insurance 

This line of business includes obligations which cover financial compensation in 

consequence of illness, accident, disability or infirmity where the underlying business 

is not pursued on a similar technical basis to that of life insurance,  other than 

obligations considered as medical expenses or workers' compensation insurance;  

Workersô compensation insurance 

This line of business includes health 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 of life insurance covering: 



 

 

47 

 
EIOPA ï Westhafen Tower, Westhaf enplatz 1 -  60327 Frankfurt ï Germany ï Tel. + 49 69 -951119 -20  

Fax. + 49 69 -951119 -19, Website: https://eiopa.europa.eu  
© EIOPA 2014  

 

 

¶ the provision of preventive or curative medical treatment or care relating to accident 

at work, industrial injury or occupational diseases; or 

¶ financial compensation for such treatment; 

¶  or financial compensation for accident at work, industrial injury or occupational 

diseases;  

Motor vehicle liability insurance 
This line of business includes obligations which cover all liabilities arising out of the 

use of motor vehicles operating on land (including carrierôs liability);  

Other motor insurance 
This line of business includes obligations which cover all damage to or loss of land 

vehicles, (including railway rolling stock); 

Marine, aviation and transport insurance 

This line of business includes obligations which cover all damage or loss to river, 

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 the sea, lakes, rivers 

or canals (including carrierôs liability). 

Fire and other damage to 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 fire, explosion, 

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 vehicle liability and marine, aviation and transport; 

Credit and suretyship insurance 
This line of business includes obligations which cover insolvency, export credit, 

instalment credit, mortgages, agricultural credit and direct and indirect suretyship; 

Legal expenses insurance 
This line of business includes obligations which cover legal expenses and cost of 

litigation; 

Assistance insurance 
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; 

Miscellaneous financial loss insurance  
This line of business includes obligations which cover employment risk, insufficiency 

of income, bad weather, loss of benefits, continuing general expenses, unforeseen 

trading expenses, loss of market value, loss of rent or revenue, indirect trading losses 

other than those mentioned before, other financial loss (not-trading) as well as any 

other risk of non-life insurance business not covered by the lines of business already 

mentioned. 

TP.1.14. Obligations relating to accepted proportional reinsurance should be segmented into 12 

lines of business in the same way as non-life insurance obligations are segmented.   
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TP.1.15. Obligations relating to accepted non-proportional reinsurance in non-life should be 

segmented into 4 lines of business as follows:   

¶ Health: non-proportional reinsurance obligations relating to insurance obligations 

included in the following lines: medical expenses, income protection and workersô 

compensation. 

¶ Property: non-proportional reinsurance obligations relating to insurance obligations 

included in the following lines: other motor insurance, 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 in the following lines: motor vehicle liability and general liability. 

¶ Marine, aviation and transport: non-proportional reinsurance obligations relating to 

insurance obligations included in the line marine, aviation and transport insurance 

 

Segmentation of life insurance and reinsurance obligations 

 

TP.1.16. Life insurance obligations should be segmented into 6 lines of business.  

Health insurance 

Health insurance obligations 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 business ñAnnuities stemming from non-life insurance contracts and relating to 

health insurance obligationsò. 

Life insurance with profit participation   

Insurance obligations with profit participation other than those obligations included in 

the annuities stemming from non-life insurance contracts. 

Index-linked and unit-linked insurance  

Insurance obligations with index-linked and unit-linked benefits other than those 

included in the annuities stemming from non-life 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 non-life contracts and NSLT health 

insurance).  

Annuities stemming from non-life insurance contracts and relating to insurance 

obligations other than health insurance obligations  

TP.1.17. Obligations relating to accepted reinsurance in life should be segmented into 2 lines of 

business as follows:   

Health reinsurance 

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

health insurance and ñAnnuities stemming from non-life insurance contracts and 

relating to health insurance obligationsò. 
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Life reinsurance  

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

ñLife Insurance with profit participationò, ñIndex-linked and unit-linked insuranceò, 

ñOther life insuranceò and ñAnnuities stemming from non-life insurance contracts and 

relating to insurance obligations other than health insurance obligationsò. 

TP.1.18. There could be circumstances where, for a particular line of business in the segment 

"life insurance with profit participation" (participating business), the insurance 

liabilities cannot, from the outset,  be calculated in isolation from those of the rest of 

the business. For example, an undertaking may have management 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 case undertakings should assign a 

technical provision to each line of business in a practicable manner. 

 

Health insurance obligations 

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

 

¶ 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; 

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

 

TP.1.20. In relation to their technical nature two types of health insurance can be distinguished: 

¶ Health insurance which is pursued on a similar technical basis to that of life 

insurance (SLT Health); or 

¶ Health insurance which is not pursued on a similar technical basis to that of life 

insurance (Non-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 obligations for which it is appropriate 

to use life insurance techniques for the calculation of the best estimate. Health 

insurance obligations should be assigned to life 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 

obligations explicitly take into consideration the behaviour of the variables underlying 

these risks. Where insurance or reinsurance health obligations are calculated according 

to the conditions set out in Article 206 of Directive 2009/138/EPC they should be 

assigned to SLT health insurance lines of business.  

TP.1.22. Insurance or reinsurance obligations that, although stemming from Non-Life or NSLT 

health insurance, and originally segmented into Non-Life or NSLT health lines of 

business, as a result of the trigger of an event are pursued 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 insurance applied in this Technical Specifications Quantitative 

Assessment may not coincide with national definitions of health insurance used for 
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authorisation or accounting purposes. Annex C includes further guidance on the 

definition of health insurance. 

TP.1.24. The granularity of the segmentation of insurance or reinsurance obligations should 

allow for an adequate reflection of the nature of the risks. For the purpose of 

calculation of the technical provisions, the segmentation should consider the 

policyholderôs right to profit participation, options 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 contract includes life and non-life (re)insurance obligations, it should be 

unbundled into its life and non-life parts. 

TP.1.26. Where a contract covers risks across the different lines of business for non-life 

(re)insurance obligations, these contracts should be unbundled into the appropriate 

lines of business.  

TP.1.27. A contract covering life insurance risks should always be unbundled according to the 

following lines of business 

¶ SLT  

¶ Life insurance with profit participation  

¶ Index-linked and unit-linked life insurance  

¶ Other life insurance  

TP.1.28. Where a contract gives rise to SLT health insurance obligations, it should be 

unbundled into a health part and a non-health part where it is technically feasible and 

where both parts are material. Notwithstanding the above, unbundling may not be 

required where only one of the risks covered by a contract is material.  In this case, the 

contract may be allocated according to the main risk. 

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 correspond to the probability weighted average of future 

cash-flows taking account of the time value of money.  

TP.2.2. Therefore, the best estimate calculation should allow for the uncertainty in the future 

cash-flows. The calculation should consider the variability of the cash flows in order 

to ensure that the best estimate represents the mean of the distribution of cash flow 

values.  Allowance for uncertainty does not suggest that additional margins should be 

included within the best estimate. 

TP.2.3. The best estimate is the average of the outcomes of all possible scenarios, weighted 

according to their respective probabilities. Although, in principle, all possible 

scenarios should be considered, it may not be necessary, or even possible, to explicitly 

incorporate all possible scenarios in the valuation of the liability, nor to develop 

explicit probability distributions in all cases, depending on the type of risks involved 



 

 

51 

 
EIOPA ï Westhafen Tower, Westhaf enplatz 1 -  60327 Frankfurt ï Germany ï Tel. + 49 69 -951119 -20  

Fax. + 49 69 -951119 -19, Website: https://eiopa.europa.eu  
© EIOPA 2014  

 

 

and the materiality of the expected financial effect of the scenarios under 

consideration. Moreover, it is sometimes possible to implicitly allow for all possible 

scenarios, for example in closed form solutions in life insurance or the chain-ladder 

technique in non-life insurance.  

TP.2.4. Cash-flow characteristics that should, in principle and where relevant, be taken into 

consideration in the application of the valuation technique include the following: 

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

b) Uncertainty in claims amounts, including uncertainty in claims inflation, and in the 

period needed to settle and pay claims. 

c) Uncertainty in the amount of expenses.Uncertainty in the expected future 

developments that will have a material impact on the cash in- and out-flows 

required to settle the insurance and reinsurance obligations over the life time 

thereof (e.g. the value of an index/market values used to determine claim 

amounts). For this purpose future developments shall include demographic, legal, 

medical, technological, social, environmental and economic developments 

including inflation. 

d) Uncertainty in policyholder behaviour. 

e) Path dependency, where the cash-flows depend not only on circumstances such as 

economic conditions on the cash-flow date, but also on those circumstances at 

previous dates. 

A cash-flow having no 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 equity market's path) over time in order to be 

valued. 

f) Interdependency between two or more causes of uncertainty. 

Some risk-drivers may be heavily influenced by or even determined by several 

other risk-drivers (interdependence).  For example, a fall in market values may 

influence the (re)insurance undertakingôs exercise of discretion in future 

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 

increase the frequency or severity of non-life claims. 

TP.2.5. Undertakings should use actuarial and statistical techniques for the calculation of the 

best estimate which appropriately reflect the risks that affect the cash-flows. This may 

include simulation methods, deterministic 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 embedded options 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 non-life best estimate liabilities as well as life insurance 

liabilities that do not need simulation techniques, deterministic and analytical 

techniques can be more appropriate. 

  

Cash-flow projections 

TP.2.8. The best estimate should be calculated gross, without deduction of the amounts 

recoverable from reinsurance contracts and special purpose vehicles. Recoverables 

from reinsurance and special purpose vehicles should be calculated separately. In the 

case of co-insurance the cash-flows of each co-insurer should be calculated as their 

proportion of the expected cash-flows without deduction of the amounts recoverable 

from reinsurance and special purpose vehicles.  

TP.2.9. Cash-flow projections should reflect expected realistic future demographic, legal, 

medical, technological, social or economic developments over the lifetime of the 

insurance and reinsurance obligations. 

TP.2.10. Appropriate assumptions for future inflation should be built into the cash-flow 

projection. Care should be taken to identify the type of inflation to which particular 

cash-flows are exposed (i.e. consumer price index, salary inflation). 

TP.2.11. The cash-flow projections, in particular 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, provided 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 the best estimate should only include future cash-flows associated 

with recognised obligations within the boundary of the contract.. No future business 

should be taken into account for the calculation of technical provisions.  

TP.2.13. A reinsurance or insurance obligation should be initially recognised by insurance or 

reinsurance undertakings at 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 derecognised as an existing contract only when the obligation 

specified in the contract is extinguished, discharged or cancelled or expires.  

The boundary of an existing (re)insurance contract 

TP.2.15. The definition of the contract boundary should 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 new contract or belongs to the existing 

contract. Where the option belongs to the existing contract the provisions for 

policyholder options should be taken into account. 

TP.2.16. Insurance and reinsurance undertakings should ensure that the principles laid down in 

the following paragraphs for 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 the insurance or reinsurance undertaking to renew or extend the scope of the 

contract and obligations that relate to paid premiums, should belong to the contract 

unless otherwise stated in the following paragraphs. 

TP.2.18. Any obligations which relate to insurance or reinsurance cover which might be 

provided by the undertaking after any of the following date do not belong to the 

contract, unless the undertaking can compel the policy holder to pay the premium for 

those obligations: 

(a) the future date where the insurance or 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 insurance 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 amend at 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 (c). For the purpose this paragraph, 

a óportfolio of insurance or reinsurance obligationsô means a set of obligations for 

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 the contract 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 the risk for the purposes of point (c). For the 

purpose of this paragraph, an óindividual risk assessmentô means any individual 

assessment of relevant features of the insured person that allow the undertaking to 

gather sufficient information in order to form an appropriate 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 self-assessment by the insured person or can include a medical 

examination or survey. 

TP.2.19. For the purpose of points (a) to (c) of point TP2.18, insurance and reinsurance 

undertakings should consider the right to terminate, reject premiums, or amend the 

premiums or benefits payable under the contract, as being unilateral, when neither the 

policy holder nor any third party can restrict the exercise of that right. For the purpose 

of this paragraph, third parties do not include supervisory authorities. In particular: 

(a) where, in order to get the amendment 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 existence of such a requirement 

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 the use of that 

right. 

(b) undertakings should not consider reputational risk or competitive pressures as 

limitations of the unilateral right. 

(c) undertakings should consider that 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 right. Undertakings should disregard 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 undertakings should however ignore 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 premiums and benefits only if 

another body consisting e.g. of representatives of policyholders agree on this. In 

regard to point a) of this paragraph, to determine whether such a body should be 

considered as third party, undertakings should assess the scope of its responsibilities 

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 be considered 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 purposes of the first 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 an amendment 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 with TP.2.128 to TP.2.134. The terms and conditions within 

insurance policies often set out payment or benefit plan(s).  The 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 reinsurance undertaking has a unilateral right as referred to in 

paragraph TP.2.18 that relates only to a part of the contract, the same principles as 

defined in paragraph TP.2.18 shall be applied to this part. 

TP.2.21. Notwithstanding paragraphs TP.2.18 and TP.2.19, any obligations 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:  

(a) does not provide compensation for 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 undertakings should 

ignore coverage of events and guarantees that 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 contract as referred to in paragraph 

TP.2.21, insurance and reinsurance undertakings should take into account all potential 

future cash-flows which may arise from the contract. 

Insurance and reinsurance undertakings should consider the cover of a specified 

uncertain event that adversely affects the insured person as having a discernible effect 

on the economics of the contract when the cover provides a discernible financial 

advantage to the beneficiary. 

Insurance and reinsurance undertakings should consider a financial guarantee of 

benefits as having a discernible 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 paragraphs TP.2.18 and 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 paragraph TP.2.21, any obligations that do 

not relate to 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 

undertaking 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, all 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 obligations expressed as financial options or 

guarantees which can be automatically triggered or exercised at the discretion of the 

policy holder or of any other party. For the purpose of paragraph TP.2.23, insurance or 

reinsurance undertakings should determine whether it is possible to unbundle a 

contract: 

(a) by assessing whether, 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 manner, different sets of obligations and 

premiums attributable to each part; and 

(b) by assessing whether it would be possible to communicate obligations of each 

set separately to the policy holder. 

Insurance and reinsurance undertakings should consider two sets of obligations as 

being capable of being communicated separately to the policy holder where one set of 

obligations can be understood without reference to the other set of obligations. Thus, 

as an example, when comparing a bundled product with its ñunbundled partsò, an 

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 policyholder 

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 undertakings should regard premiums to fully reflect the 

risks covered by a portfolio of insurance or reinsurance obligations in accordance with 

TP.2.18 (c), only where at 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 present value 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 calculate these values on a policy-by-policy basis, but an 

overall assessment on portfolio level is satisfactory.    

TP.2.26. For the purpose of paragraphs TP.2.18, TP.2.21 and TP.2.23, insurance and 

reinsurance undertakings shall recognise their ability to compel a policy holder to pay 

a premium only if the policyholderôs payment is legally enforceable. For instance, the 

holding by the insurance undertaking of the Bank Identifier Code of policy holders 

shall not be characterized as a means for insurers to compel policy holders to pay the 

premiums in particular for contracts with scheduled future premiums. 

TP.2.27. Insurance and reinsurance undertakings should, where details of a contract or the full 

extent of the obligations covered by a contract are 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 specifications.  

For instance, a need 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 written 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 experience of specific 

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 

cash-flows.  

The undertaking should revise this estimated assessment as soon as more detailed 

information is available. 

TP.2.28. Insurance and reinsurance undertakings should, for their accepted reinsurance 

contracts, apply the specifications stated above independently from the boundaries of 

the underlying insurance or reinsurance contracts to which they relate. The boundary 

of a reinsurance contract may hence be different in the Solvency II balance sheet of 

the buyer of the reinsurance when compared to the Solvency II balance sheet of the 

seller of the reinsurance.  

Annex D includes several examples 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 in- and out-flows required to settle the obligations related to 

existing insurance and reinsurance contracts on the date of the valuation, unless an 

accurate valuation can be achieved otherwise.  

TP.2.30. The determination of the lifetime of insurance and reinsurance obligations should be 

based on up-to-date and credible information and realistic assumptions about when the 

existing insurance and reinsurance obligations will be discharged or cancelled or 

expired. 

Gross cash in-flows 

TP.2.31. To determine the best estimate the following non-exhaustive list of cash in-flows 

should be included: 

¶ Future premiums; and 

¶ Receivables for salvage and subrogation. 

TP.2.32. The cash in-flows should not take into account investment returns (i.e. interests 

earned, dividends, etc.). 

Gross cash out-flows 

TP.2.33. The cash out-flows could be divided between benefits to the policyholders or 

beneficiaries, expenses that will be incurred in servicing insurance and reinsurance 

obligations, and other cash-flow items such as taxation payments which are charged to 

policyholders.  

Benefits 

TP.2.34. The benefit cash out-flows (non-exhaustive list) should include: 

¶ Claims payments 

¶ Maturity benefits  

¶ Death benefits 

¶ Disability benefits  

¶ Surrender benefits  

¶ Annuity payments 

¶ Profit sharing bonuses 

 

Expenses 

TP.2.35. In determining the best estimate, the undertaking should take into account all cash-

flows arising from expenses that will be incurred in servicing all recognised insurance 

and reinsurance obligations over the lifetime thereof. This should include (non-

exhaustive list): 
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¶ Administrative expenses 

¶ Investment management expenses 

¶ Claims management expenses / handling expenses 

¶ Acquisition expenses 

¶ 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 of the best 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 expenses. Allocated 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 servicing insurance and 

reinsurance obligations.  

TP.2.39. Overhead expenses include, for example, salaries to general managers, auditing 

costs and regular day-to-day costs i.e. ultility bills, rent for accommodations, IT 

costs. These overhead expenses also include expenses related 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. Overhead expenses should be allocated in a realistic and objective manner and on a 

consistent basis over time to the parts of the best estimate to which they relate.  

TP.2.41. Administrative expenses are expenses which are connected with policy 

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 

expenses could include expenses of recordkeeping of the investmentsô portfolio, 

salaries of staff responsible for investment, remunerations of external advisers, 

expenses connected with investment trading activity (i.e. buying and selling of the 

portfolio securities) and in some cases also remuneration for custodial services. 

Investment management expenses have to be based on a portfolio of assets 

appropriate to cover their portfolio of obligations. In case the future discretionary 

benefits depend on the assets held by the undertaking and for unit-linked contracts 

the undertaking should 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 allowance should be 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 management expenses 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 cash out-flow in the calculation 

of the best estimate since discounting is made with a yield curve gross of investment 

expenses. 

TP.2.45. Claims management expenses are expenses that will be incurred in processing and 

resolving claims, including legal and adjusterôs fees and internal costs of processing 

claims payments. Some of these expenses could be assignable to individual claim 

(e.g. legal and adjusterôs fees), others are a result of activities that cover more than 

one claim (e.g. salaries of staff of claims handling department). 

TP.2.46. Acquisition expenses include expenses 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 value and take into account charges for embedded options in 

the valuation of the technical provisions where possible. For life insurance contracts 

with embedded options it is rather common that for the cost of the embedded option 

only a minor charge is made up front 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 account in the best 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 force the policyholder 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 account when calculating 

technical provisions. Such expenses could be for example company pension scheme 

deficits, holding companiesô operational expenses connected with expenses linked to 

entities which are not insurance or reinsurance undertakings.Undertaking should 

consider their own analysis of expenses and any relevant data from external sources 

such as average industry or market data. Undertakings should assess the 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 not 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 data underlying the market information.  

TP.2.49. Assumptions with respect to future expenses arising from commitments made on or 

prior to the date of valuation have to be appropriate and take into account the type of 
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expenses involved. Undertakings should ensure that expense assumptions allow for 

future changes in expenses and such an allowance for inflation is consistent with the 

economic assumptions made. Future expense cash flows are usually assumed to vary 

with assumed rates of general level of expense inflation in a reasonable manner. 

TP.2.50. Relevant market data needs to be used to determine expense assumptions which 

include an allowance for future cost increase. The correlation between inflation rates 

and interest rates are taken into account. An undertaking needs to ensure that 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, expense inflation must 

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 expected cost reduction should be realistic, objective and 

based on verifiable data and information.  

TP.2.52. For the assessment of the future expenses, undertakings should take into account all 

the expenses that are directly related to the on-going administration of obligations 

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 business. Overhead expenses 

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 include, as cash out-flows, the recurrent overheads attributable to the existing 

business at the calculation date of the best estimate. 

TP.2.53. In order to determine which expenses best reflect the characteristics of the 

underlying portfolio and to ensure that the technical 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, market consistent expenses 

are not available participants should use undertaking-specific information to 

determine expenses that will be incurred in servicing insurance and reinsurance 

obligations provided that the undertaking-specific information is assessed to be 

appropriate.  

TP.2.54. Expenses, that are determined by contracts between the undertaking and third parties 

have to be taken into account based on the terms of the contract. In particular, 

commissions arising from insurance contracts have to be considered based on 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 estimate, undertakings should take into account taxation 

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 to a broad variety of 

tax rules in relation to insurance contracts. The assessment of the expected cash-flows 

underlying the technical provisions should take into account any taxation payments 

which are charged to policyholders, or which would be required to be made by the 

undertaking to settle the insurance obligations. All 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: transaction-based 

taxes (such as premium taxes, 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 consistent basis. Contributions which were already included in 

companiesô expense assumptions (i.e. levies paid by insurance companies to industry 

protection schemes) should not be included. 

TP.2.58. The allowance for tax payments in the best estimate should be consistent with the 

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 cash-flow projections used in the calculation of best estimates for life insurance 

obligations shall be made separately for each policy. Where the separate calculation 

for each policy would be an undue burden on the insurance or reinsurance 

undertaking, it may 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 group; 

(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 calculation on a per 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 contracts). 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 liabilities 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, the cash-flow projections 

relate to 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 cash-flow projections should comprise all future claim payments and 

claims administration expenses arising from these events, cash-flows arising from the 

ongoing administration of the in-force policies and expected future premiums 

stemming from existing policies falling within the contract boundary. 

TP.2.64. The best estimate of premium provisions from existing insurance and reinsurance 

contracts should be given as the expected present value of future in- and out-going 

cash-flows, being a combination of, inter alia: 

¶ cash-flows from future premiums falling within the contract boundary;  

¶ cash-flows resulting from future claims events; 

¶ cash-flows arising from allocated and unallocated claims administration expenses; 

¶ cash-flows arising from ongoing administration of the in-force policies. 

There is no need for the listed items to be calculated separately. 

TP.2.65. With regard to premium provisions, the cash in-flows could exceed the cash out-flows 

leading to a negative best estimate. This is acceptable and undertakings are not 

required to set to zero the value of the best estimate. The valuation should 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 policy lapse during the remaining period. 

TP.2.67. With respect to the best estimate for provisions for claims outstanding, the cash-flow 

projections relate to claim events having occurred before or at the valuation date ï 

whether the claims arising from these events have been reported or not (i.e. all 

incurred but not settled claims). The cash-flow projections should comprise all future 

claim payments as well as claims administration expenses arising from these events. 

TP.2.68. In the case of non-life insurance and non-life reinsurance obligations, undertakings 

should allocate the 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 should allocate the expenses of non-life insurance 

and reinsurance obligations to premium provisions and to provisions for claims 

outstanding. 

TP.2.69. Where non-life insurance policies give rise to the payment of annuities, the approach 

laid down in the following subsection on substance 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 non-life techniques. The distinctions between life and non-life 

techniques are aimed towards the nature of the liabilities (substance), which may not 
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necessarily match the legal form (form) of the contract that originated the liability. 

The choice between life or non-life actuarial methodologies should be based on the 

nature of the liabilities being valued and from the identification of risks which 

materially affect the underlying cash-flows. This is the essence of the principle of 

substance over form. 

TP.2.71. Traditional life actuarial techniques to calculate the best estimate can be described as 

techniques that are based on discounted cash-flow 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 the health status of the insured person(s). 

TP.2.72. On the other hand, traditional non-life actuarial techniques include a number of 

different approaches. For example some of the most common being: 

¶ Methodologies based on the projection of run-off triangles, usually constructed on 

an aggregate basis;  

¶ Frequency/severity models, where the number of claims and the severity of each 

claim is assessed separately;  

¶ Methodologies based on the estimation of the expected loss ratio or other relevant 

ratios;  

¶ Combinations of the previous methodologies;  

TP.2.73. There is one key difference between life and non-life actuarial methodologies: life 

actuarial methodologies consider explicitly the probabilities of death, survival, 

disability and/or morbidity of the insured persons as key parameters in the model, 

while non-life 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.g. 

accident) may be better suited for an estimation based on non-life actuarial 

methodologies. 

TP.2.76. The following provides additional guidance for the treatment of annuities arising in 

non-life insurance. The application of the principle of substance over form implies that 

such liabilities should be valued using methodologies usually applicable to the 

valuation of life technical provisions. Specifically, guidance is provided in relation to: 

¶ the recognition and segmentation of insurance obligations for the purpose of 

calculating technical provisions (i.e. the allocation of obligations to the individual 

lines of business);  

¶ the valuation of technical provisions for such annuities; and 

¶ possible methods for the valuation of technical provisions for the remaining non-life 

obligations   

TP.2.77. The treatment proposed in these specifications for annuities should be extended to 

other types of liabilities stemming from non-life and health insurance whose nature is 

deemed similar to life liabilities (such as life assistance benefits), taking into 

consideration the principle mentioned in the previous paragraph. 
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Allocation to the individual lines of business 

TP.2.78. Where non-life and Non-SLT health insurance policies give rise to the payment of 

annuities, such liabilities should be valued using techniques commonly used to value 

life insurance obligations. Such liabilities should be assigned to the lines of business 

for annuities stemming from non-life contracts. 

Valuation of annuities arising from non-life and Non-SLT health insurance contracts  

TP.2.79. Undertakings should value the technical provisions related to such annuities separately 

from the technical provisions related to the remaining non-life and health obligations. 

They should apply appropriate life insurance valuation techniques. The valuation 

should be consistent with the valuation of life insurance annuities with comparable 

technical features. 

Valuation of the remaining non-life and health insurance obligations 

TP.2.80. The remaining obligations in the undertakingôs non-life and Non-SLT health business 

(which are similar in nature to non-life 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 calculated above, 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 remaining non-life or health 

obligations in a given non-life or Non-SLT health insurance line of business where 

annuities are valued separately.  

Separate calculation of non-life liabilities 

TP.2.83. Under this approach, the run-off triangle which is used as a basis for the determination 

of the technical provisions should not include any cash-flows 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. 

Allowance of agreed annuities as single lump-sum payments in the run-off 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 run-off triangle which is used as a basis for the determination 

of the technical provisions of the remaining non-life or health obligations in a line of 

business does not include any cash-flows relating to the annuities in payment. This 

means that claims payments for annuities in payment are excluded from the run-off 

triangle. 

TP.2.86. However, payments on claims before annuitisation
1
 and payments at the time of 

annuitisation remain included in the run-off triangle. At the time of annuitisation, the 

best estimate of the annuity (valued separately according to life principles) is shown as 

                                                 
1
 The term ñannuitisationò denotes the point in time where the undertaking becomes obligated to pay the annuity. 
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a single lump-sum payment in the run-off triangle, calculated as at the date of the 

annuitisation. Where proportionate, approximations of the lump sums could be used. 

TP.2.87. Where the analysis is based on run-off triangles of incurred claims, the lump sum 

payment should reduce the case reserves at the date of annuitisation.  

TP.2.88. On basis of run-off triangles adjusted as described above, the participant may apply an 

appropriate actuarial reserving method to derive a best estimate of the claims 

provision of the portfolio. Due to the construction of the run-off triangle, 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 would be no ñdouble 

countingò in relation to the separate life insurance valuation), but it includes a best 

estimate for not yet reported and for reported but not yet agreed annuities. 

 

Expert judgement  

TP.2.89. Insurance and reinsurance undertakings shall choose assumptions based on the 

expertise of persons with relevant knowledge, experience and understanding of the 

risks inherent in the insurance or reinsurance business thereof (expert judgment). In 

certain circumstances expert judgement may be necessary when calculating the best 

estimate, among other:  

¶ in selecting the data to use, correcting its errors and deciding the treatment of 

outliers or extreme events, 

¶ in adjusting the data to reflect current or future conditions, and adjusting external 

data to reflect the undertakingôs features or the characteristics of the relevant 

portfolio, 

¶ in selecting the time period of the data 

¶ in selecting realistic assumptions 

¶ in selecting the valuation technique or choosing the most appropriate alternatives 

existing in each methodology 

¶ in incorporating appropriately to the calculations the environment under which the 

undertakings have to run its business. 

Obligations in different currencies 

TP.2.90. The probability-weighted average cash-flows should take into account the time value 

of money. The time value of money of future cash-flows in different currencies is 

calculated using risk-free term structure for relevant currency. Therefore the best 

estimate should be calculated separately for obligations of different currencies.   

 

Valuation of options 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 

reinsurance policies; 
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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 change the benefits
2
, 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 (non-exhaustive) examples of contractual options which are pre-determined in 

contract and do not require again the consent of the parties to renew or modify the 

contract include the following: 

¶ Surrender value option, where the policyholder has the right to fully or partially 

surrender the policy and receive a pre-defined lump sum amount; 

¶ Paid-up policy option, where the policyholder has the right to stop paying premiums 

and change the policy to a paid-up status; 

¶ Annuity conversion option, where the policyholder has the right to convert a lump 

survival benefit into an annuity at a pre-defined minimum rate of conversion; 

¶ Policy conversion option, where the policyholder has the right to convert from one 

policy to another at pre-specified terms and conditions; 

¶ Extended coverage option, where the policyholder 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 

undertaking or to receive additional benefits
3
 as a result of the evolution of financial 

variables (solely or in conjunction with non-financial variables) (e.g. investment return 

of the underlying asset portfolio, performance of indices, etc.). In the case of 

guarantees, the trigger is generally automatic (the mechanism would be set in the 

policyôs terms and conditions) and thus not dependent on a deliberate decision of the 

policyholder / beneficiary. In financial terms, a guarantee is linked to option valuation. 

TP.2.95. The following is a non-exhaustive list of examples of common financial guarantees 

embedded in life insurance contracts: 

¶ Guaranteed invested capital; 

¶ Guaranteed minimum investment return; 

¶ Profit sharing. 

TP.2.96. There are also non-financial guarantees, where the benefits provided would be driven 

by the evolution of non-financial variables, such as reinstatement premiums in 

reinsurance, experience adjustments to future premiums following a favourable 

underwriting history (e.g. guaranteed no-claims discount). Where these guarantees are 

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

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

future. 
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material, the calculation of technical provisions should also take into account their 

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) the 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 cash-flows, taking into account the likelihood 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 options and financial guarantees may be valued by 

using one or more of the following methodologies: 

¶ a stochastic approach using for instance a market-consistent asset model (includes 

both closed form and stochastic simulation approaches); 

¶ a series of deterministic projections with attributed probabilities; and 

¶ a deterministic valuation based on expected cash-flows in cases where this delivers 

a market-consistent valuation of the technical provision, including the cost of 

options and guarantees. 

TP.2.101. For the purposes of valuing 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 rate and property returns), together with a dynamic model 

incorporating the corresponding value of liabilities (incorporating the stochastic nature 

of any relevant non-financial 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 

probabilities of 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 possible out-comes (and, in particular, it should 

include very adverse 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 policy-by-policy basis, the segmentation considered 

should not distort the valuation of technical provisions by, for example, forming 

groups containing 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 



 

 

68 

 
EIOPA ï Westhafen Tower, Westhaf enplatz 1 -  60327 Frankfurt ï Germany ï Tel. + 49 69 -951119 -20  

Fax. + 49 69 -951119 -19, Website: https://eiopa.europa.eu  
© EIOPA 2014  

 

 

deemed representative of the future expected behaviour. However, when assessing the 

experience of policyholdersô behaviour appropriate attention based on expert 

judgements should be given to the fact that when an option is out of or barely in the 

money, the behaviour of policyholders should not be considered to be a reliable 

indication of likely policyholdersô behaviour when the options are heavily in-the-

money.  

TP.2.105. Appropriate consideration should also be given to an increasing future awareness of 

policy options as well as policyholdersô possible reactions to a changed financial 

position of an undertaking. In general, policyholdersô behaviour should not be 

assumed to be independent of financial markets, a firmôs treatment of customers or 

publicly available information unless proper evidence to support the assumption can 

be observed. 

TP.2.106. Where material, non-financial guarantees should be treated like financial guarantees. 

   

Valuation of future discretionary benefits 

TP.2.107. In calculating the best estimate, undertakings should take into account future 

discretionary benefits which are expected to be made, whether or not those payments 

are contractually guaranteed. Undertakings should not take into account payments that 

relate to surplus funds which possess the characteristics of Tier 1 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 estimate of technical provisions, the value of 

future discretionary benefits should be calculated separately.  

TP.2.109. Future discretionary benefits means benefits of insurance or reinsurance contracts 

which have one of the following characteristics:  

¶ the benefits are legally or 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 the insurance 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; 

¶ the benefits are based on a declaration of the insurance or reinsurance 

undertaking and the timing or the amount of the benefits is at its discretion. 

TP.2.110. Index-linked and unit-linked 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 should be 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 characteristics of mechanisms for distributing discretionary 

benefits are the following. Undertakings should consider whether they are relevant and 

material for the valuation of future discretionary benefits and take them into account 

accordingly, applying the principle of proportionality. 

¶ What constitutes a homogenous group of policyholders and what are the key drivers 

for the grouping? 

¶ How is a profit divided between owners of the undertaking and the policyholders and 

furthermore between different policyholders? 

¶ How is a deficit divided between owners of the undertaking and the policyholders and 

furthermore between different policyholders? 

¶ How will the mechanism for discretionary benefits be affected by a large profit or 

loss? 

¶ How will policyholders be affected by profits and losses from other activities? 

¶ What is the target return level set by the firmôs owners on their invested capital? 

¶ What are the key drivers affecting the level of discretionary benefits? 

¶ What is an expected level (inclusive of any distribution of excess capital, unrealised 

gains etc.) of discretionary benefits? 

¶ 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 benefits, conditionality, changes in smoothing practice, level of 

discretion by the undertaking, etc. 

¶ How will the experience from current and previous years affect the level of 

discretionary benefits? 

¶ When is an undertaking's solvency position so weak that declaring discretionary 

benefits is considered by the undertaking to jeopardize a shareholderôs or/and 

policyholdersô interest? 

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

¶ What is an undertaking's investment strategy? 

¶ What is the asset mix driving the investment return? 

¶ What is the smoothing mechanism if used and what is the interplay with a large profit 

or loss? 

¶ What kind of restrictions are in place in smoothing extra benefits? 
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¶ Under what circumstances would one expect significant changes in the crediting 

mechanism for discretionary benefits? 

¶ To what extent is the crediting mechanism for discretionary benefits sensitive to 

policyholdersô 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 assumptions on the future returns of these assets, valued according to the 

subsection V.1, should be consistent with the relevant risk-free interest term structure, 

including where applicable a matching adjustment or a volatility adjustment. Where a 

risk neutral approach for the valuation is 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 from the relevant risk-free interest rates.  

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

Assumptions consistent with information provided by financial markets 

TP.2.115. Assumptions consistent with information about or provided by financial markets 

include (non-exhaustive list): 

- relevant risk-free 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 financial market parameters or 

scenarios, they should be able to demonstrate that the choice of the 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 projections of market 

parameters (market consistent asset model, e.g. an economic scenario file), the model 

should comply with the following requirements: 
 

i. it generates asset prices that are consistent with deep, liquid and transparent financial 

markets
4
; 

ii. it assumes no arbitrage opportunity; 

iii. 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 principles should be taken into account in determining the appropriate 

calibration of a market consistent asset model:   

                                                 
4
 See section V.2.4 on technical provisions as a whole for a definition of "deep, liquid and transparent" 
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a) The asset model should be calibrated to reflect the nature and term of the 

liabilities, in particular of those liabilities giving rise to significant guarantee and 

option costs.    

b) The asset model should be calibrated to the current risk-free term structure used to 

discount the cash flows.  

c) The asset model should be calibrated to a properly calibrated volatility measure.   

TP.2.119. In principle, the calibration process 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 of prices from deep, liquid and transparent markets, other market 

prices may be used. In this case, particular 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 subsection TP.4.4 of these specifications regarding circumstances in 

which technical provisions should be calculated as a whole. 

TP.2.121. The calibration of the above mentioned assets models may also be based on 

adequate actuarial and statistical analysis 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 between credit quality steps  and default 

of corporate 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. Generally available data refers to a combination of:  

¶ Internal data  

¶ External data sources such as industry or market data.  

TP.2.123. Internal data refers to all data which is available from internal sources.  Internal data 

may be either: 

¶ Undertaking-specific data:  

¶ Portfolio-specific data:  

TP.2.124. All  relevant available data whether external or internal data, should be taken into 

account in order to arrive at the assumption which best reflects the characteristics of 

the underlying insurance portfolio. In the case of using external data, only that data to 

which the undertaking can reasonably be expected to have access should be 

considered.   
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The extent to which internal data is taken into account should be based on: 

¶ The availability, quality and relevance of external data. 

¶ The amount and quality of internal data. 

TP.2.125. Insurance and reinsurance undertakings may use data from an external source 

provided the following requirements are met: 

a) Insurance or reinsurance undertakings are able to demonstrate that the use of data 

from an external source is more suitable than the use of data which are exclusively 

available from an internal source;  

b) Insurance or reinsurance undertakings know the origin of the data and the 

assumptions or methodologies used to process that data;  

c) Insurance or reinsurance undertakings identify any trends in the data from an 

external source and the variation, over time or across data, of the assumptions or 

methodologies in the use of the data; 

d) Insurance or reinsurance undertaking are able to demonstrate that the assumptions 

and methodologies referred to in point b) and c) appropriately reflect the 

characteristics of the insurance or reinsurance undertakingôs portfolio of insurance 

and reinsurance obligations. 

 

Policyholdersô behaviour  

TP.2.126. Undertakings are required to consider policyholdersô behaviour. 

TP.2.127. Any assumptions made by insurance and reinsurance undertakings with respect to 

the likelihood that policyholders will exercise contractual options, including lapses 

and surrenders, should be realistic and based on current and credible information. The 

assumptions should take account, either explicitly or implicitly, of the impact that 

future changes in financial and non-financial 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 analysis of past 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 circumstances (whether the option is out of or barely in the money or 

is in the money), 

  (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 a decision 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 paragraph, unless 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. In general policyholdersô behaviour should not be assumed to be independent of 
financial markets, of undertakingôs treatment of customers or publicly available 

information unless there is empirical evidence to support such an assumption. 

TP.2.131. Policyholder options to surrender are often dependent on financial markets and 

undertaking-specific information, in particular the financial position of the 

undertaking.  

TP.2.132. Policyholdersô option to lapse and also in certain cases to surrender are mainly 
dependent on the change of policyholdersô status such as the ability to further pay the 

premium, employment, divorce, etc. 

 

Future management actions 

TP.2.133. The methods and techniques for the estimation of future cash-flows, and hence the 

assessment of the provisions for insurance liabilities, should take account of potential 

future actions by the management of the undertaking. 

TP.2.134. As examples, the following should be considered: 

-  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 the projection 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 assets portfolio according to movements in liabilities and 

changes in market conditions; 

-  changes in bonus rates or product changes, for example on policies with profit 

participation to mitigate market risks; 

-  changes in expense charge, for example related to guarantee charge, or related to 

an increased charging on unit-linked or index-linked business; 

TP.2.135. The assumptions on future management actions used in the calculation of the 

technical provisions should be determined in an objective manner.  

TP.2.136. Assumed future management actions should be realistic and consistent with the 

insurance or reinsurance undertakingôs current business practice and business strategy, 

including the use of risk-mitigating techniques. If  there is sufficient  evidence that the 

undertaking will change its practices or strategy, the assumed future management 

actions are consistent with the changed practices or strategy.  

TP.2.137. Assumed future management actions should be consistent with each other.  

TP.2.138. Insurance and reinsurance undertakings should not assume that future management 

actions would be taken that would be contrary to their obligations towards 

policyholders and beneficiaries or to legal provisions applicable to the insurance and 

reinsurance undertakings.  

TP.2.139. The assumed future management actions should take account 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 actions should take account of the time 

needed to implement the management actions and any expenses caused by them. 

TP.2.141. Insurance and reinsurance undertakings should be able to verify that assumptions 

about future management actions are realistic through:  

(a) a comparison of assumed future management actions with 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 of the best estimate; 

(c) an assessment of the impact of changes in the assumptions of 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 estimate should be calculated gross, without deduction of amounts 

recoverable from reinsurance contracts and special purpose vehicles. Those amounts 

should be calculated separately 

TP.2.143. The calculation by insurance and reinsurance undertakings of amounts recoverable 

from reinsurance contracts and special purpose 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 need however to calculate a risk margin for amounts recoverable from 

reinsurance contracts and special purpose vehicles because the single net calculation 

of the risk margin should be performed, rather than two separate calculations (i.e. one 

for the risk margin of the technical provisions and one for the risk margin of 

recoverables from 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 reinsurance contracts 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 

recoveries and that for direct payments of undertaking markedly diverge, this should 

be taken into account in the projection of cash-flows. Where such timing is 

sufficiently similar to that for direct payments, the undertaking should have the 

possibility of using the 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 reinsurance contracts and special 

purpose vehicle relate.  
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TP.2.147. The amounts recoverable from special purpose vehicles, the amounts recoverable 

from finite reinsurance
5
 contracts and the amounts recoverable from other reinsurance 

contracts should each be calculated separately. The amounts recoverable from a 

special purpose vehicle should not exceed the aggregate 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 from reinsurance contracts 

and special purpose vehicles, the cash-flows 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 be accounted as amounts 

recoverable from reinsurance contracts and special purpose vehicles. Where a deposit 

has been made for the mentioned cash-flows, the amounts recoverable should be 

adjusted accordingly to avoid a double counting of the assets and liabilities relating 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 vehicles for non-life insurance obligations should be calculated separately for 

premium provisions and provisions for claims outstanding: 

  (a) the cash-flows relating to provisions for claims outstanding should include 

the compensation payments relating to the claims accounted for in the gross 

provisions for claims outstanding of the insurance or reinsurance undertaking 

ceding risks;  

  (b) the cash-flows relating to premium provisions should include all other 

payments.  

TP.2.151.  If payments from the special purpose vehicles to the insurance or reinsurance 

undertaking do not directly depend on the claims against the insurance or reinsurance 

undertaking ceding risks (for example if payments are made according to certain 

external indicators, such as an earthquake index or general population 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 between claims and 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 

account 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 best estimate, 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. 

 

 

                                                 
5
 as referred to in Article 210 of the Solvency 2 Framework Directive (Directive 2009/138/EC) 
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Counterparty default adjustment  

Definition of the adjustment 

TP.2.154. The result from the calculation of the previous section should be adjusted to take 

account of expected losses due to default of the counterparty. That adjustment should 

be calculated separately and should be based on an assessment of the probability of 

default of the counterparty, whether this arises from insolvency, dispute or another 

reason, and the average loss resulting there from (loss-given-default). For this purpose, 

the change in cash-flows shall not take into 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 purpose vehicles. 

TP.2.155. The adjustment should be calculated as the expected present value of the change in 

cash-flows 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 should 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 towards a counterparty correspond to deterministic 

payments of C1, C2, C3 in one, two and three years respectively. Let PDt be the 

probability that the counterparty defaults during year t. Furthermore, we assume that 

the counterparty will only be able to make 40% 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 allowance, would not change the 

fundamental conclusions of the example). Then the losses-given-default are as 

follows: 

 

Default during year Loss-given-default 

1 -60%Ā(C1 + C2 + C3) 

2 -60%Ā(C2 + C3) 

3 -60%ĀC3  

For instance, in year two the value of the recoverables is equal to C2 + C3. If the 

counterparty defaults in year two the value of the recoverables changes from C2 + C3 to 

40%Ā(C2 + C3). As 60% of the recoveries are lost, the loss-given-default is -60%Ā(C2 + 

C3). 

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

( )333223211 )()(6.0 CPDCCPDCCCPDAdjCD Ö++Ö+++ÖÖ-=  

TP.2.159. This calculation should be carried out separately by counterparty and each line of 

business, and in non-life 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 default should take into 

account possible default events during the whole run-off period of the recoverables.  

TP.2.161. In particular, if the run-off period of the recoverables is longer than one year, then it 

is not sufficient to multiply the expected loss in case of immediate 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 

)(6.0 3211 CCCPD ++ÖÖ-  

TP.2.162. Such an approach is not appropriate because it ignores the risk that the counterparty 

may ï after surviving the first year ï default at a later stage during the run-off of the 

recoverables.    

TP.2.163. The assessment of the probability of default and the loss-given-default of the 

counterparty should be based upon current, reliable and credible information. Among 

the possible sources of information are: credit spreads, credit quality steps, 

judgements, information relating to the supervisory solvency assessment, and the 

financial reporting of the counterparty. 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 probability of default should be based on 

methods that guarantee the market consistency of the estimates of PD.  

TP.2.165. Some criteria to assess the reliability of the information might be, e.g., neutrality, 

prudency and completeness in all material aspects.  

TP.2.166. The undertaking may consider for this purpose methods generally accepted and 

applied in financial markets (i.e., based on CDS markets), provided the financial 

information used in the calculations is sufficiently reliable and relevant for the 

purposes of the adjustment of the recoverables 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 vehicle, unless there is a reliable basis for an 

alternative calculation. When the undertaking has no reliable source to estimate its 

probability of default, (i.e. there is a lack of credit quality step) the following rules 

should apply: 

¶ SPV authorised under EU regulations: the probability of default should 

be calculated according to the average rating of assets and derivatives held by 

the SPV in guarantee of the recoverable. 

¶ Other SPV where they are recognised as equivalent to those authorised 

under CP36: Same treatment as in the case referred above. 

¶ Other SPV: They should be considered as unrated.  

TP.2.168. Where possible in a reliable, objective and prudent manner, point-in-time estimates 

of the probability of default should be used for the calculation of the adjustment. In 
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this case, the assessment should take the possible time-dependence of the probability 

of default into account. If point-in-time estimates are not possible to calculate in a 

reliable, objective and prudent manner or their application would not be proportionate, 

through-the-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 point-in-time estimates which 

try to determine the current default probability and through-the-cycle estimates which 

try to determine a long-time average of the default probability. 

TP.2.170. In many cases only through-the-cycle estimates may be available. For example, the 

credit quality steps of rating agencies are usually based on through-the-cycle 

assessments. Moreover, the sophisticated analysis of the time dependence of the 

probability of default may be disproportionate in most cases. Hence, through-the-cycle 

estimates might be used if point-in-time estimates cannot be derived in a reliable, 

objective and prudent manner or their application would not be in line with the 

proportionality principle. If through-the-cycle estimates are applied, it can usually be 

assumed that the probability of default does not change during the run-off of the 

recoverables.    

TP.2.171. The assessment of the probability of default should take into account the fact that the 

cumulative probability increases with the time horizon of the assessment.  

TP.2.172. For example, the probability that the 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 be constant over time, then the 

probability PDt that the counterparty defaults during year t can be calculated as  

            PDt = PDĀ(1 ï PD)
t-1

.  

TP.2.174. This does not preclude the use of simplifications where their effect is not material to 

this aspect (see below).  

 

Recovery rate (RR) 

TP.2.175. The recovery rate is the share of the debts that the counterparty will still be able to 

honour in case of 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 degree of judgement that can be used in the estimation of the recovery rate 

should be restricted, especially where owing to a 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 risk-mitigating instruments that the counterparty 

provided to the insurance or reinsurance undertaking ceding risks to the counterparty
6
. 
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TP.2.179. However, undertakings should consider the 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 them should also be allowed for. This allowance may be 

omitted where the impact is not material. To assess this materiality it is necessary to 

take into account the relevant features, such as the period of effect of the risk 

mitigating instrument. 

 

Simplification for the counterparty default adjustment 

TP.2.180. Undertakings may calculate the adjustment for expected losses due to default of 

the counterparty, referred to in Article 81 of Directive 2009/138/EC, for a specific 

counterparty and homogeneous risk group to be equal as follows: 

  

where : 

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

12 months; 

(b) Durmod  denotes the modified duration of the amounts recoverable from 

reinsurance contracts with that counterparty in relation to that homogeneous risk 

group; 

(c) BErec  denotes the amounts recoverable from reinsurance contracts with that 

counterparty in relation to that homogeneous risk group. 
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V.2.3.  Discounting 

V.2.4. Calculation of technical provisions as a whole 

 

General approach  

TP.4.1. Where future cash flows associated with insurance or reinsurance obligations can be 

replicated reliably using financial instruments for which a reliable market value is 

observable, the value of technical provisions associated with those future cash flows 

should be determined on the basis of the market price of those financial instruments. 

In this case, separate calculations of the best estimate and the risk margin should not 

be required. 

TP.4.2. 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 reliable market 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 market price of the financial instruments used in the 

replication. 

TP.4.3. The cash-flows of the financial instruments should replicate the uncertainty in amount 

and timing of the cash-flows associated with the insurance or reinsurance obligations, 

in relation to the risks underlying the cash-flows associated with the insurance and 

reinsurance obligations in all possible scenarios (i.e. the cash-flows of the financial 

instruments must  provide notonly the same expected amount as the cash-flows 

associated with insurance or reinsurance obligations, but also the same patterns of 

variability). In particular, the following cash-flows associated with insurance and 

reinsurance obligations cannot be reliably replicated: 

(a) cash-flows associated with insurance or reinsurance obligations that depend on 

the likelihood that policy holders will exercise contractual options, including 

lapses and surrenders; 

(b) cash-flows associated with insurance or reinsurance obligations that depend on 

the level, trend, or volatility of mortality, disability, sickness and morbidity 

rates; 

(c) all expenses that will be incurred in servicing insurance and reinsurance 

obligations.   

TP.4.4. To be used in the replications, the financial instruments should be traded in active 

markets, as defined in international accounting as endorsed by the Commission in 

accordance with Regulation (EC) N°1606/2002, which also meet all of the following 

criteria: 

  (a) a large number of assets can be transacted without significantly affecting the 

price of the financial instruments used in the replications (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 (transparent). 
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TP.4.5. Where under the same contract a number of future cash-flows exist, which meet all the 

conditions mentioned above, in order to calculate the technical provision as a whole 

and other future cash-flows which do not meet some of those conditions, both sets of 

cash-flows should be unbundled.  

For the first set of cash-flows which do meet the conditions, no separate calculation of 

the best estimate and the risk margin should be required. However, a separate 

calculation should be required for the second set of cash-flows, where the required 

conditions are not met.  

If the proposed unbundling is not feasible, for instance when there is significant 

interdependency between the two sets of cash flows, separate calculations of the best 

estimate and the risk margin should be required for the whole contract.  

 

 

 

Concrete applications 

TP.4.6. The main case where insurance or reinsurance obligations can be replicated reliably 

using financial instruments for which a reliable market value is observable  is where 

the benefit cash-flows 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 portfolio at the time that the benefit is paid. 

TP.4.7. Residually, there could be very limited other cases where cash-flows of (re)insurance 

obligations can be replicated reliably. An example of such cases could be where there 

is a fixed benefit and the policyholder cannot lapse the contract. 

TP.4.8. On the contrary, undertakings should not consider future cash-flows associated with 

insurance or reinsurance obligations to be reliably replicated if: 

(a) One or several features of the future cash-flow, 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 future cash-flow 

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 cash-flow depend on the development 

of factors external to the undertaking for which there are no financial 

instruments for which reliable market values are observable. 

Examples 

Example Have requirements in Article 77(4), 

second paragraph, of the Level 1 text 

been met? 

Technical provisions 

shall be calculated: 

The insurance 

undertaking shall pay 

the market value of an 

Yes, but only under one condition: 

¶ a reliable market value for every asset 

¶ as a whole (if the 

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, fixed 

expense cash-flows associated with this 

contract which shall be excluded because 

they depend on the development of 

magnitudes internal to the undertaking. 

This also applies 

when the contract 

pays the market 

value of the units at 

the earlier of 

maturity, death or 

surrender. 

¶ Best Estimate + Risk 

Margin (if not and 

for the expense 

cash-flows) 

   

Term-assurance 

contracts and with-

profits contracts. 

No:  In these cases the expected value, the 

volatility and other features of the future 

cash-flows associated with insurance 

obligations depend on the biometric 

development as well as on the behaviour 

of the policyholder. 

Best Estimate + Risk 

Margin 

   

Pure Unit-linked 

contract (without any 

additional 

guarantees)
7
 

YES: regarding to the number of units 

guaranteed, and 

No: expense cash-flows associated with 

the fact that the contract will be managed 

till it ends. 

For the calculation of 

the technical provision, 

these two aspects of the 

contract must be 

unbundled: 

As a whole; 

Best Estimate + Risk 

Margin (only for the 

expenses)
8
 

The insurance 

undertaking shall pay 

the market value of an 

over the counter 

(OTC) derivative or 

portfolio or shall 

deliver an OTC 

No: Per definition, it is not possible to find 

a reliable market value for an OTC 

derivative. 

 

Best Estimate + Risk 

Margin. 

                                                 
7 According to the CEA-Groupe Consultatif Solvency II Glossary, a unit-linked contract 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 from other events 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 of technical provisions 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 including future profits. The best 

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

that the expense loading is no longer sufficient to cover the expenses incurred. Therefore, a capital requirement and 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 some cases and the 

corresponding treatment: 

An insurance 

undertaking investing 

in assets replicating 

the future cash-flows 

provided by a third 

party (e.g. investment 

bank). 

No: This case introduces counterparty and 

concentration risks with regard to the 

issuer of the replicating asset. 

Best Estimate + Risk 

Margin 

An insurance 

undertaking signs a 

contract with a 

reinsurer to replicate 

the future cash-flows. 

No: a reinsurance contract is not a 

financial instrument. 

 

Best Estimate + Risk 

Margin 

An insurance 

undertaking investing 

in assets replicating 

the future cash-flows 

according to a 

dynamic hedging 

strategy. 

No: the use of a dynamic hedging strategy 

implies that the cash-flows of the financial 

instruments do not always provide the 

same expected amount as the cash-flows 

associated with insurance or reinsurance 

obligations and the same patterns of 

variability. 

Best Estimate + Risk 

Margin 

 

V.2.5.  Risk margin  

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

¶ The definition of the risk margin and the general methodology for its calculation  

¶ The Cost-of-Capital rate to be applied in the risk margin calculations 

¶ The level of granularity regarding the risk margin calculations 

¶ Simplifications that may be applied in the risk margin calculations 

The definition 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 whole see 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 undertakings would be 

expected to require in order to take over and meet the insurance and reinsurance 

obligations. 

Sromera
Nota adhesiva
No Reinsurance
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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 Cost-of-Capital rate.   

TP.5.4. The calculation of the risk margin is based on the following transfer scenario: 

¶ the whole portfolio of insurance and reinsurance obligations of the insurance or 

reinsurance 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 arrangements 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 raises eligible 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 recoverable 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 reference undertaking captures 

- 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, intermediaries, policyholders and any other material 

exposures which are closely related to the insurance and reinsurance 

obligations; 

- operational risk; 

¶ the loss-absorbing capacity of technical provisions in the reference undertaking 

corresponds for each risk to the loss-absorbing capacity of technical provisions in 

the original undertaking; 

¶ there is no loss-absorbing capacity of deferred taxes for the reference undertaking; 

¶ without prejudice to the transfer scenario, the reference undertakings will adopt 

future management actions that are consistent with the assumed future 

management actions of the original undertaking.  

TP.5.5. The SCR necessary to support the insurance and reinsurance obligations over the 

lifetime thereof should be equal to the SCR of the reference undertaking in the 

scenario set out above. 

Sromera
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TP.5.6. The calculation of the risk margin should be based on the assumption that the 

reference undertaking at time t = 0 (when the transfer takes place) will capitalise itself 

to the required level of eligible own funds, i.e. 

EOFRU(0) = SCRRU(0), 

where 

EOFRU(0) = the amount of eligible own funds raised by the reference undertaking at 

time t = 0 (when the transfer takes place); and 

SCRRU(0) = the SCR at time t = 0 as calculated for the reference undertaking. 

The cost of providing this amount of eligible own funds equals the Cost-of-Capital 

rate times the amount. 

TP.5.7. 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. 

TP.5.8. The transfer of (re)insurance obligations is assumed to take place immediately. Hence, 

the method for calculating the overall risk margin (CoCM) can in general terms be 

expressed in the following manner: 

CoCM = CoCĀ×tÓ0EOFRU(t)/(1+r t+1)
t+1

 = CoCĀ×tÓ0SCRRU(t)/(1+r t+1)
t+1

, 

where 

CoCM = the risk margin, 

SCRRU(t) = the SCR for year t as calculated for the reference undertaking, 

r t = the basic risk-free rate for maturity t; and 

CoC = the Cost-of-Capital rate. 

TP.5.9. 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 internal model and the standard 

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

TP.5.13. If the undertaking calculates its SCR by using the standard formula, all SCRs to be 

used in the risk margin calculation (i.e. all SCRRU(t) for t Ó 0) should in principle be 

calculated as follows: 

SCRRU(t) = BSCRRU(t) + SCRRU,op(t) + AdjRU(t), 

where 

BSCRRU(t) = the Basic SCR for year t as calculated for the reference undertaking, 
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SCRRU,op(t) = the partial SCR regarding operational risk for year t as calculated for 

the reference undertaking; and 

AdjRU(t)  = the adjustment for the loss absorbing capacity of technical provisions 

for year t as calculated for the reference undertaking. 

TP.5.14. It should be ensured that the assumptions made regarding loss absorbing capacity of 

technical provisions to be taken into account in the SCR-calculations are consistent 

with the assumptions made for the overall portfolio of the original undertaking. 

TP.5.15. The Basic SCRs (BSCRRU(t) for all t Ó 0) should be calculated by using the relevant 

SCR-modules and sub-modules. 

TP.5.16. With respect to market risk only the immaterial market risk other than interest rate 

should be taken into account in the risk margin. Undertakings should follow a 

practicable approach when they assess the  market risk. It only needs to be taken into 

account where it is material. For non-life insurance obligations and short-term and 

mid-term life insurance obligations the market risk can be considered to be nil. The 

assessment whether the market risk is material should take into account that it usually 

decreases over the lifetime of the portfolio. 

TP.5.17. With respect to non-life insurance the risk margin should be attached to the overall 

best estimate. No split of the risk margin between premiums provisions and provisions 

for claims outstanding should be made. 

 

The Cost-of-Capital rate 

TP.5.18. The Cost-of-Capital rate is the annual rate to be applied to the capital requirement in 

each period. Because the assets covering the capital requirement themselves 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 Cost-of-Capital rate has been calibrated in a manner that is consistent with the 

assumptions made for the reference undertaking. In practice this means that the Cost-

of-Capital rate should be consistent with the capitalisation of the reference 

undertaking that corresponds to the SCR. The Cost-of-Capital rate does not depend on 

the actual solvency 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 Cost-of-Capital rate has to be a long-term 

average rate, reflecting both periods of stability and periods of stress. 

TP.5.21. The Cost-of-Capital rate that should be used is 6%. 

 

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 line of 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 whole portfolio of insurance and reinsurance obligations 

shall be equal to the following: 
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where: 

(a) CoC denotes the Cost-of-Capital rate; 

(b) the sum covers all integers including zero; 

(c)  SCR(t) denotes the Solvency Capital Requirement of the reference undertaking 

after t years; 

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

TP.5.24. The basic risk-free interest rate r(t+1) shall be chosen in accordance with the 

currency used for the financial statements 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 Requirement 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 allocate the risk margin 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 undertaking over 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 account. Consequently, the sum of the risk margins per line of business 

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 per line of business do not materially change over the 

lifetime of the business, undertakings may apply the following simplified approach 

for the allocation: 

, 

where 

COCMlob  = risk margin allocated to line of business lob 

SCRRU,lob(0) = SCR of the reference undertaking for line of business lob at t=0 

COCM   = risk margin for the whole business 

COCM
SCR

SCR
COCM

lob

lobRU

lobRU

lob Ö=
ä )0(
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,
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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 (because SCRRU,lob(0) of this line of business should be zero). 

 

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

TP.5.29. If a full projection of all future SCRs is necessary in order to capture the 

participating undertakingôs risk profile the undertaking is expected 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 

assessment, the undertakings should consider what kind of simplified methods 

method would 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 

question. 

TP.5.31. When an undertaking 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 (sub-)risks should be projected separately. In this context, the undertaking 

should also consider whether it 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 above, the following 

hierarchy should be used as a decision basis regarding the choice of (non-simplified 

and simplified) methods for projecting future SCRs: 

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

2. Approximate the individual risks or sub-risks within some or all modules and 

sub-modules 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. Estimate all future SCRs ñat onceò, e.g. by using an approximation based on the 

duration approach. 

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

estimate. 

TP.5.33. In this hierarchy the calculations get simpler with each step.  

TP.5.34. When choosing the calculation method, it is not required that the complexity of the 

calculations should go beyond what is necessary in order to capture the material 

characteristics of the undertakingôs risk profile.  

TP.5.35. The distinction between the levels in the hierarchy sketched above is not always 

clear-cut. This is e.g. the case for the distinction between the simplifications 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 calculation 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 this subsection are described in the context of the 

standard formula. 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 case-by-case assessment. 

TP.5.37. With respect to the simplifications allowing for all future SCRs to be estimated ñat 

onceò (the duration approach, level 4 in the hierarchy), it will be natural to combine 

the calculations of the Basic SCR and the SCR related to operational risk.  

TP.5.38. Accordingly, in order to simplify the projections to be made if level 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 capacity of technical 

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 sub-modules (level 2 of the hierarchy) 

TP.5.40. A more sophisticated approach to the simplifications would be to focus on the 

individual modules or sub-modules in order to approximate the individual risks 

and/or sub-risks covered by the relevant modules. 

TP.5.41. In practise, this would require that the participating undertaking look closer at the 

risks and sub-risks being relevant for the following modules: 

¶ underwriting risk (life, health and non-life, respectively), 

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

¶ market risk, 

in order to investigate to what extent the calculations could be simplified or 

approximated. 

TP.5.42. In 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 simplifications allowed for the SCR-calculations in respect of mortality, 

longevity, disability risk, expense risk, revision risk and catastrophe risk carry over 

to the Cost-of-Capital calculations.  

 

Health Underwriting Risk 
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TP.5.44. The simplifications applied in the life underwriting module can in general be applied 

also in the sub-module 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 risk (inflation risk should be included), while no 

simplifications are proposed for health catastrophe risk. 

TP.5.45. With respect to the sub-module for Non-SLT health underwriting risk, the simpli-

fications introduced for the non-life underwriting risk (if any) should be used. 

Non-life Underwriting Risk 

TP.5.46. Within the context of simplifications for individual modules and sub-modules, there 

seems to be no obvious manner in which the formula (per se) applied for calculating 

the capital charges for premium and reserve risk can be simplified. 

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: 

¶ If the premium volume in year t is small compared to the reserve volume, then 

the premium volume  for year t can be set to 0. An example may be business 

comprising no multiple-year contracts, where the premium volume can be set to 

0 for all future years t where t Ó 1. 

¶ If the premium volume is zero, then the capital charge for non-life underwriting 

can be approximated by the formula: 

3Āů(res,mod)ĀPCONet(t), 

where ů(res,mod) represents the aggregated standard deviation for reserve risk and 

PCONet(t) the best estimate provision for claims outstanding net of reinsurance in 

year t.  

TP.5.48. As a further simplification it can be assumed that the undertaking-specific estimate 

of the standard deviation for premium risk and reserve risk remain unchanged 

throughout the years. 

TP.5.49. Also the underwriting risk charge for catastrophe risk should be taken into account 

only with respect to the insurance contracts that exist at t = 0.  

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 segment and each year. If the 

exposure to the default of the reinsurers does not vary considerably throughout the 

development years, the risk charge can be approximated by applying reinsurersô 

share of best estimates to the level of risk charge that is observed in year 0. 

TP.5.51. According to the standard formula, counterparty default risk for reinsurance 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 if the default risk in a 

segment is of negligible importance then the risk charge can be arrived at by 

applying reinsurersô share of best estimates to the level of the total capital charge for 

reinsurersô default risk in year 0. 
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Market Risk 

TP.5.52. The contribution of the market risk to the risk margin, where it is material, may be 

approximated as follows: 

CoCMMkt å CoCÅUMRU,Ó0 

where CoC is the Cost-of-Capital rate, while the approximated sum of the present and future 

SCRs covering the market risk (UMRU,Ó0) is calculated as follows: 

UMRU,Ó0 = max{0.5ÅBENet(0)Å(Durmodïn) (Durmodïn+1)Åȹrn; 0} 

where: 

BENet(0) = the best estimate net of reinsurance as assessed at time t = 0 for the 

undertakingôs portfolio of (re)insurance liabilities; 

Durmod = the modified duration of the undertakingôs (re)insurance liabilities net 

of reinsurance at t = 0; 

n = the longest duration of available risk-free financial instruments (or 

composition of instruments) to cover the (re)insurance liabilities; and 

ȹrn = the absolute decrease of the risk-free interest rate for maturity n under the 

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 the hierarchy) or a duration method (level 4 of the 

hierarchy) ï given that the necessary adjustments are made in the relevant 

formulas. 

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

TP.5.55. It is noted that in cases where the longest duration of the risk-free financial 

instruments is  shorter than the 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 approximation described in 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 

calculations may be carried out in a manner that reflects the risk-reducing 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 to level 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 relevant year ï the 

proportionality factor being the ratio of the present SCR to the present best estimate 

technical provisions (as calculated for the reference undertaking). 

TP.5.57. According to (a representative example of) the proportional method, the reference 

undertakingôs SCR year t is fixed in the following manner: 

2,3,2,1            )0()()0()( =Ö= tBEtBESCRtSCR NetNetRURU  
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where 

SCRRU(0) =  the SCR as calculated at time t = 0 for the reference undertakingôs 

portfolio of (re)insurance obligations; 

BENet(0) = the best estimate technical provisions net of reinsurance as assessed at 

time t = 0 for the undertakingôs portfolio of (re)insurance 

obligations; and 

BENet(t) = the best estimate technical provisions net of reinsurance as assessed at 

time t for the undertakingôs portfolio of (re)insurance obligations. 

TP.5.58. This simplification takes into account the maturity and the run-off pattern of the 

obligations net of reinsurance. However, the assumptions on which the risk profile 

linked to the obligations is considered  unchanged over the years, are indicatively 

the following: 

¶ the composition of the sub-risks in underwriting risk is the same (all under-

writing risks), 

¶ the average credit standing of reinsurers and SPVs is the same (counterparty 

default risk), 

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

¶ the proportion of reinsurers' and SPVs' share of the obligations is the same 

(operational risk), 

¶ 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 to what extent 

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 manner 

across the years. For instance, if the business can be split into sub-lines having 

different maturities, then the whole run-off period of the obligations could be 

divided into periods of consecutive years where a proportional calculation method 

could be used. 

TP.5.61. When using the simplification described in the previous paragraphs, some 

considerations should be given to the manner in which the best estimate technical 

provisions net of reinsurance has been calculated. In this context it should be noted 

that even if the applied gross-to-net techniques may lead to a reasonable figure for 

the best estimate net of reinsurance (BENet(t)) as compared to the best estimate gross 

of reinsurance (BEGross(t)) at time t = 0, this does not necessarily mean that all future 
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estimates 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 at t = 0 is basically a function of the best estimate technical provisions gross of 

reinsurance and earned premiums gross of reinsurance, as well as annual expenses 

(for unit-linked business only). As a consequence, undertakings should assess to 

what extent the simplification based on the proportional method which assumes that 

the SCRs for the operational risk develop pari passu with the best estimate technical 

provisions net of reinsurance may introduce a bias in the risk margin calculations. 

TP.5.63. A similar comment concerns the scenario-based 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. Accordingly, it may in practise be difficult to find other 

workable solutions than allowing also this component to develop in line with the 

best estimate technical provisions net of reinsurance. The participating undertaking 

should, however, make some assessments of the potential bias caused by this 

simplification. 

TP.5.64. A simplification similar to the one sketched in the previous paragraphs may also be 

applied at a more granular level, i.e. for individual modules and/or sub-modules. 

However, it should be noted that the number of calculations to be carried out will in 

general be proportional with the number of modules and/or sub-modules for which 

this simplification is applied. Moreover, undertakings should  consider whether a 

more granular calculation as indicated above will lead to a more accurate estimate of 

the future SCRs to be used in the calculation of the risk margin. 

Estimation of all future SCRs ñat onceò (level 4 of the hierarchy) 

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+r1))ĀDurmod(0)ĀSCRRU(0), 

where 

SCRRU (0) = the SCR as calculated at time t = 0 for the reference undertakingôs 

portfolio of (re)insurance obligations; 

Durmod (0) = the modified duration of reference undertakingôs (re)insurance 

obligations net of reinsurance at t = 0; and 

CoC = the Cost-of-Capital rate. 

TP.5.66. This simplification takes into account the maturity and the run-off pattern of the 

obligations net of reinsurance. However, it is based on the following simplified 

assumptions: 

¶ the composition and the proportions of the risks and sub-risks do not change 

over the years (basic SCR), 
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¶ the average credit standing of reinsurers and SPVs remains the same over the 

years (counterparty default risk), 

¶ the modified duration is the same for obligations net and gross of reinsurance 

(operational risk, counterparty default risk), 

¶ the market risk in relation to the net best estimate remains the same over the 

years (market risk), 

¶ 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 consider to what extent 

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 the 

materiality of the deviation from the assumptions. 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 should either adjust the formula appropriately or is 

encouraged to use a more sophisticated calculation. 

TP.5.68. Where SCRRU (0) includes material sub-risks that will not exist over the whole 

lifetime of the portfolio, for example non-life premium risk for unexpired contracts 

or market risk, the calculation can often be improved by 

¶ excluding these sub-risks from SCRRU (0) for the above calculation; 

¶ calculating the contribution of these sub-risks to the risk margin separately; and 

¶ 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 margin (CoCM) should be calculated as a 

percentage of the best estimate technical provisions net of reinsurance (at t = 0), that 

is 

CoCM = ŬlobĀBENet(0), 

where 

BENet(0 ) = the best estimate technical provisions net of reinsurance as assessed at 

time t = 0 for the undertakingôs portfolio of (re)insurance 

obligations; and 

Ŭlob =   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 should take into account that this percentage is likely to increase if the 

modified duration of the insurance liabilities ï or some other measure of the run-

off pattern of these liabilities - increases. 

TP.5.71. Undertakings should give due consideration to the very simplistic 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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