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Reference Comment

General
Comment

Many decisions are left to the judgement of supervisors but there is a lack of clarity around
how these judgements will be made.
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Generally, many decisions around group solvency are left to the judgement of supervisors, for example
around quality of data (paragraph 3.86) and treatment of consolidation method (paragraph 3.121).
There is a lack of detail around how this judgement will be applied in practice. The CFO Forum
acknowledges that agreeing the treatment of consolidation is a complex process but recommends that
there should be a degree of flexibility for companies to discuss the approach with the supervisors.

References to group consolidated numbers should be consistent throughout the consultation
paper.

Throughout the consultation paper it should be made clear that the group consolidated numbers
consist of consolidated market value balance sheets. References to book values and GAAP are
confusing and in some case not appropriate.

Further clarification is required as to the methods by which CEIOPS will achieve the
recognition of equivalence and keep the insurance industry informed of progress. The
equivalence between countries should be disclosed. Further, we recommend that the
definition of equivalence is set as soon as possible in level 2 rather than level 3
implementing measures.

The CFO Forum recommends that CEIOPS should clarify the methods by which it will achieve the
recognition of equivalence and how it will maintain communication with the insurance industry to keep
it informed of progress.

In addition, CEIOPS should clarify how it will prioritise the countries in which it will look for
equivalence.

Further, we recommend that the definition of equivalence is set as soon as possible in level 2 rather
than level 3 implementing measures.

Fungibility and transferability issues are addressed in CP46: Own Funds - Classification and
Eligibility. The resolution of these matters will have an impact here.
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3.17. Level 2 implementation measures should be consistent with the conclusions of the Financial
Conglomerates Directive (“FCD”) review.

The CFO Forum acknowledges reference to the FCD review and suggests that definitions, scope and
treatment of participations in the level 2 implementation measures should be consistent with the final
conclusions from the FCD review.

3.18. The scope of group supervision and consolidation should be consistent.

There are operational efficiencies associated with aligning the supervision and consolidation scopes.

The CFO Forum recommends that the group supervisor should discuss with the holding undertaking if it
considers the scope of consolidation not to be large enough to cover significant risks at the group level
as the scope of consolidation should reflect all significant risks.

Any judgmental difference between the holding undertaking and the group supervisor should be
resolved either by maintaining the current consolidation or expanding it. The CFO Forum believes that
principles of proportionality and materiality would be key to any such resolutions and hence should be
referenced here.

3.19.

3.20.

3.21.

3.22.

3.23.

3.24.

3.25.

3.26.

3.27.

3.28.
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3.29.

3.30.

3.31.

3.32.

3.33.

3.34.

3.35.

3.36.

3.37.

3.38. Comments in 3.18 are also relevant here

3.39. This paragraph does not support the previous affirmation in 3.38 that differences exist
between the scope definitions in both the Solvency and Accounts Directives.

The evidence listed in this paragraph is the same as that used to define the consolidation scope. Thus it
contradicts with the previous affirmation (see 3.18) that differences exist between the scope definitions
within both Solvency & Accounts Directives.

3.40.

3.41.

3.42.

3.43.

3.44.

3.45. Prudential filters are not based on economic principles and are inappropriate for solvency
reporting.

As well as making regulatory and statutory balance sheets hard to compare, “prudential filters” are not
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based on economic principles and are in some cases combined with a market based test on the
adequacy of the technical provisions. This makes them inappropriate for use in this context.

The market value balance sheet should be used as the basis for solvency reporting.

For solvency purposes, all subsidiaries have to deliver a market value balance sheet. These are not
comparable with IFRS and so we fully agree with using the market value balance sheet as the basis for
solvency reporting.

3.46.

3.47.

3.48.

3.49. Technical provisions rather than premiums should be used to adjust the previous year’s SCR
if the current year SCR is not available.

The last sentence of this paragraph suggests that when the SCR for the current year is not available,
the previous SCR should be used as a proxy, adjusted for the annual movement in premiums.

We do not believe that premium development is a suitable choice. For example lower premiums in the
current year would lead to a reduction in the SCR which would not be appropriate.

We recommend that the development of technical provisions is used to adjust the SCR as this would
better represent the development of the risk.

However, we recognise that the chosen method should be appropriate for the class of business being
considered.

3.50.

3.51.

3.52.

3.53.
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3.54. Arguments against diversification benefits do not appear well-founded.

The CFO Forum believes that different solvency requirements or sectoral rules are not arguments
against diversification.

Diversification of risks and fungibility/transferability of funds are separate issues and should be
assessed separately. The overall group SCR should consider both.

Diversification reflects the economics of pricing independent risks on a marginal cost basis. That
marginal cost depends on the diversity of risks already written or expected to be written.

Group diversification benefits should be allocated to the solo level as policyholders are better protected

by group-wide diversity.

3.55.

3.56.

3.57.

3.58. Comments in 3.54 are also relevant here.

3.59.

3.60.

3.61.

3.62.

3.63.

3.64.

3.65.
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3.66. Differences in the consolidation bases used for supervisory and financial reporting will
increase non-reconciliation issues and reduce transparency in relation to capital
movements.

In relation to the consolidation rules, the CFO Forum believes that any differences between IFRS and

Solvency II need to be minimised. The CFO Forum recognises, however, that differences in

measurement will exist, as there should not be a move away from the market value principle for

Solvency II.

In addition, the criteria here should be consistent with the final version of the Financial Conglomerates
Directive.

3.67. Comments in 3.66 are also relevant here.

3.68. Comments in 3.66 are also relevant here.

3.69. Comments in 3.66 are also relevant here.

3.70. Comments in 3.66 are also relevant here.

3.71. Comments in 3.49 and 3.66 are also relevant here.

3.72. Undertakings in which there is no significant influence should not be included within the
supervision scope.

Where the group’s participation is not regarded as a dominant influence or where risks and rewards are
not passed to group, undertakings should not be included within the supervision scope.

Comments in 3.66 are also relevant here.

3.73. Comments in 3.66 are also relevant here.
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3.74. A notional charge is not required on consolidated unit trust assets as allowance is already
made in the market risk assessment of the SCR.

In some cases, unit trusts, which have no capital requirements, are consolidated by insurance groups.
If the group’s share in the unit trusts’ net asset values is considered to be part of the group’s own
funds then no notional charge should be required as consolidated assets are included in the market risk
assessment of the SCR. Any notional charge would effectively be double counting.

Comments in 3.54 and 3.66 are also relevant here.

3.75. Comments in 3.66 and 3.74 are also relevant here.

3.76. Comments in 3.54 and 3.66 are also relevant here.

3.77. The application of the principle when the ultimate parent company is a bank is not clear.

Application of the principle when the ultimate parent company of the insurance holding is a bank is not
clear. Further clarification is required to understand the proposed differences in treatment.

Comments in 3.66 are also relevant here.

3.78. Comments in 3.66 are also relevant here.

3.79. The additional workload required for sub-consolidation is not justified.

The paragraph suggests that a sub-consolidation is required for solvency purposes whenever an
insurance subsidiary has a controlling interest in another undertaking.

This would require significant additional work with no real benefit as the group SCR would already
reflect the effect of consolidating both the subsidiary’s intermediate holding and its participations. The
CFO Forum recommends that sub-consolidation is not required.

Comments in 3.54 and 3.66 are also relevant here.
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3.80. Comments in 3.66 are also relevant here.

3.81. Comments in 3.66 and 3.79 are also relevant here.

3.82. The CFO Forum welcomes that the proposed accounting treatments for the regulatory
balance sheet (consolidation group) are in line with the international accounting standards.

Comments in 3.54, 3.66, 3.74 and 3.79 are also relevant here.

3.83. Using book values without having regard to whether these are based on economic principles
is not appropriate.

If the own funds of the group are calculated on an economic market consistent basis then the simple
deduction of book values would be inappropriate. This issue should be addressed further in the level 2
implementation measures.

3.84.

3.85.

3.86. The definition of “adequate” is unclear.

The definition of what is deemed adequate is not clear. Further clarification is required to ensure that
non-EEA entities are not disadvantaged.

Comments in 3.66 are also relevant here.

3.87.

3.88.

3.89. The recognition of diversification benefits of third country entities is not necessarily more
challenging.

The CFO Forum does not agree that the recognition of diversification benefits of third country entities is
more challenging than the recognition of diversification benefits in general. The items mentioned
(professional secrecy, access to information and fungibility and transferability) are no different to
measure in third country entities than in EEA countries.
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3.90.

3.91.

3.92.

3.93.

3.94.

3.95.

3.96. Any challenges associated with the treatment of third-country undertakings in the internal
model are equally relevant to the standard model.

The CFO Forum notes that the standard model will be subject to the same challenges as an internal
model in the treatment of third-country undertakings.

We disagree with the statement around the treatment of third-country undertakings that
“where there is no equivalence, this issue may be difficult to resolve”.

Our understanding is that in such cases, Solvency II capital requirements apply and are calculated in
the internal model.

3.97.

3.98. The challenges associated with incorporating a third-country regime do not justify not
allowing for diversification benefits.

The CFO forum appreciates that it is challenging to aggregate Solvency II capital requirements for the
EEA entities with an SCR and own fund based on local third country requirements for the non-EEA
entities. However, CEIOPS should clarify how this leads to the conclusion that recognising
diversification benefits should not be allowed.

3.99.

3.100.
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3.101.

3.102.

3.103.

3.104.

3.105.

3.106.
Supervisors should not have unlimited authority to determine the approach to preparing
Group Solvency numbers.

The directive makes it clear that the consolidation method is the preferred method of preparing Group
Solvency numbers. The CFO Forum supports the directive in the aspect. The consolidation method
captures the features of the Group as a whole appropriately and is consistent with internationally
recognised accounting GAAPs. The supervisors should not have the unlimited authority to override this
preference. However, we envisage that in specific circumstances discussions with the entity concerned
may lead to a consensus that there are situations where the aggregation and deduction method is
more appropriate.

Comments in 3.89 are also relevant here.

3.107. Further clarification is required as to the methods by which CEIOPS will achieve the
recognition of equivalence and keep the insurance industry informed of progress. Further,
we recommend that the definition of equivalence is set as soon as possible in level 2 rather
than level 3 implementing measures.

The CFO Forum recommends that CEIOPS should clarify the methods by which it will achieve the
recognition of equivalence and how it will maintain communication with the insurance industry to keep
it informed of progress.

In addition, CEIOPS should clarify how it will prioritise the countries in which it will look for
equivalence.

Further, we recommend that the definition of equivalence is set as soon as possible in level 2 rather
than level 3 implementing measures.
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3.108.

3.109. The equivalence between countries should be disclosed.

CEIOPS proposes that the group should be able to demonstrate availability and quality of the required
data related to entities in a third country.

However, as set out in 3.93 and 3.97, the method used to integrate third countries depends on
whether the country concerned is equivalent. The CFO Forum therefore recommends that the equivalence
between countries is disclosed to ensure groups know what options are available in relation to each
country.

This disclosure process should be defined in level 2.

3.110.

3.111. The word “desirable” in relation to consistent equivalence decisions should be strengthened.

The CFO Forum believes that a stronger expression than “desirable” should be used to achieve a
homogeneous equivalence decision.

3.112.

3.113.

3.114.

3.115. The purpose of this paragraph is unclear.

A group would always be in a position to identify the contribution of the own funds relating to third
country undertaking. Therefore the rationale behind this requirement is not clear.

3.116.

3.117.

3.118.

3.119.
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3.120. Comments in 3.127 are also relevant here.

3.121.

3.122.

3.123.

3.124.

3.125.

3.126.

3.127. Due consideration should be given to the most appropriate approach by which to assess the
group SCR and own funds. Any “last minute” changes requested by supervisors will have
practical implications.

The guidance appears to suggest that supervisors may require the use of the deduction and
aggregation approach, by default, without having regard whether this approach is more appropriate
than others. Giving supervisors the power to make “last minute” changes will lead to practical
problems in terms of running those changes.

The CFO Forum recommends that due consideration is given to the most appropriate approach to
assess the group SCR and own funds.

Supervisors should not be given powers to make changes at a late stage in the process unless
appropriate measures are also in place regarding the timetable by which companies can action these
changes.

3.128. Comments in 3.127 are also relevant here.

3.129.

3.130. The Solvency I constraints should be reviewed at the implementation of Solvency II.

The CFO Forum notes that the constraints as mentioned should refer to the transferability of the funds.

Furthermore, while we recognise the legal and prudential constraints as part of the current Solvency I
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framework, we believe these constraints may need to be reviewed upon the implementation of
Solvency II. The Solvency II framework is clearly more risk based than the current framework and
legal and prudential constraints developed in the current framework may no longer be required.

3.131.

3.132.

3.133. It is unclear whether the group solvency coverage ratios are to be calculated before or after
allowance for fungibility.

The guidance should be reworded to clarify that the overall group solvency coverage ratios are based
on own funds increased to the extent that funds from one entity can be used to absorb losses arising in
another entity within the same group. However, the evaluation of the SCR is always before fungibility
of capital. This view is also supported by the CRO Forum.

This paragraph contradicts the principles of consolidation.

This paragraph requires any solo excess of own funds over SCR to not be considered at the group level.
This defeats the purpose of the consolidation process.

The CFO Forum suggests that CEIOPS clarify whether consolidation restatements have to be broken
down by entity. This would be a very complex process and again, would contradict the principles of
consolidation.

3.134. Comments in 3.133 are also relevant here.

3.135. Comments in 3.133 are also relevant here.

3.136. Allowance for transfer of funds within the group SCR calculation should be consistent with

the solo level application and additional measures should not be necessary.

Transferability of funds applies at the solo level and is then stripped out on consolidation when intra-

group transactions cancel out. Therefore allowance for transfer of funds within the group SCR

calculation should be consistent with the solo level application and additional measures should not be

necessary.
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Risk associated with own funds backing intra-group transactions at the solo level should not
be double counted in the group SCR.

Transferability of funds can be used as evidence of fungibility but all intra-group transactions and
associated charges in the solo level SCR should be removed on consolidation to avoid such double
counting.

Comments in 3.133 are also relevant here.

3.137. Comments in 3.133 and 3.136 are also relevant here.

3.138.

3.139. Prudential filters should not be included under 3.139.2 iv.

Consistent with the point raised in 3.45, the CFO Forum notes that several jurisdictions currently have
prudential filters in place that have regard to the use of IFRS based accounts in a solvency context.

Given that the objective is to have the Solvency II framework on an economic basis, such prudential
filters would no longer be required and we assume these are not included under 3.139.2 iv.

We recommend that “other necessary adjustments or deductions” are clearly defined in the level 2
implementation measures.

3.140.

3.141. “Diversification effects” should be replaced by “transferability”.

The CFO Forum notes that as a simple economic reality, diversification effects are always available and
that this paragraph really refers to “transferability”. Therefore we suggest that “diversification effects”
is replaced by “transferability”.

Numerical examples should be provided in level 2 implementation measures to better
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illustrate the relationship between diversification, fungibility and transferability.

We note that this is particularly relevant to paragraphs 3.141 and 3.146-3.150.

Comments in 3.136 are also relevant here.

3.142.

3.143.

3.144. Comments in 3.136 and 3.141 are also relevant here.

3.145.

3.146. Comments in 3.136 and 3.141 are also relevant here.

3.147. Comments in 3.141 are also relevant here.

3.148. Comments in 3.141 are also relevant here.

3.149. Comments in 3.141 are also relevant here.

3.150. Comments in 3.141 are also relevant here.

3.151.

3.152.

3.153.

3.154.

3.155.

3.156.

3.157.

3.158. Comments in 3.133 are also relevant here.

3.159. Comments in 3.133 are also relevant here.
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3.160.

3.161.
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3.163.

3.164.

3.165.

3.166.

3.167.

3.168.

3.169.

3.170.

3.171.

3.172.

3.173.

3.174.

3.175.

3.176.

3.177.

3.178.

3.179.

3.180.
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3.181.

3.182.

3.183.

3.184.

3.185.

3.186.

3.187.

3.188.

3.189.

3.190.

3.191.

3.192.

3.193.

3.194.

3.195.

3.196.

3.197.

3.198.

3.199.

3.200.

3.201. The guidelines around application of diversification, transferability and fungibility principles
for non-EEA entities are unclear.
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The guidance focuses on situations when non-EEA funds cannot be taken into consideration but does

not include a clear statement of when they can be included.

Recognition of the group-wide benefits from a non-EEA country is not necessarily more challenging

than for EEA operations and should be allowed on a basis that is consistent across all operations.

Since the group SCR considers risk from all insurance undertakings, the allowance for diversification

benefits and fungibility should be on a consistent basis regardless of whether in the EEA, or in a non-

EAA country with or without an equivalent solvency regime.

The delay until guidelines on equivalence are established will have practical implications for the

development of internal models where groups need to consider how they treat each solo undertaking.

3.202. Comments in 3.201 are also relevant here

3.203.

3.204.

3.205.

3.206.

3.207.

3.208.

3.209.

3.210.

3.211.

3.212.

3.213.

3.214.
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3.220.
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3.223.

3.224.

3.225.

3.226.

3.227.

3.228.

3.229.

3.230.

3.231.

3.232.

3.233.

3.234.

3.235.
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3.239.

3.240.

3.241.

3.242.

3.243.

3.244.

3.245.

3.246.

3.247.

3.248.

3.249.

3.250.

3.251.

3.252.

3.253.

3.254.

3.255.

3.256.
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3.257. Disclosure rather than quantification of group-specific risks is more appropriate.

There are significant challenges in quantifying the group-specific risks as in almost all circumstances,
these group risks are already be included in the calculation.

Disclosure of these risks is more appropriate.

3.258. The purpose of this section is not clear. The effect of interest rate risk and currency risk
should be accounted for in the normal assessment of the SCR at a group level.

3.259.

3.260.

3.261.

3.262.

3.263.

3.264.

3.265.

3.266.

3.267.

3.268.

3.269.

3.270.

3.271.

3.272.

3.273.

3.274.
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3.275.

3.276.

3.277.

3.278. The group risk margin should be calculated in a consistent way to the solo risk margins.

CEIOPS states that the group risk margin should equal the sum of solo risk margins. We recommend
that the group risk margin be calculated in the same way as at the solo level using the group SCR.

Annex 1

Annex 2

Annex 3

Annex 4

Annex 5


