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Reference Comment

General
Comment

The CFO Forum would like to stress the importance of ongoing dialogue between the supervisor and
the management of the supervised undertaking in situations where Capital Add-Ons are considered.
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The CFO Forum also highlight the requirement of the level 1 text which articulates that Capital Add-Ons
may only be set in "exceptional circumstances" and as a "last resort measure".
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3.51.

3.52. Harmonisation between paragraphs 3.52 and 3.251 is required

3.52 states: “A harmonised reference value of [5%-15%] of the overall SCR is established at Level 2“

3.251 states:”Regarding the assessment of the significance of a risk profile deviation CEIOPS will wait
for the comments to be received under this Consultation Paper before deciding on the advice on a Level
2 measure“.

These paragraphs appear contradictory and the treatment requires clarification.
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3.236.

3.237.

3.238.

3.239.

3.240.

3.241. More detailed disclosure is required from regulators as to the reason why a Capital Add-On
is required.

The CP requires only brief disclosure by regulators of the reasons why a Capital Add-On is required.
Further, disclosure of the Add-On is the responsibility of the local regulator and could be at any point
up to 5 years after the capital add on is applied. Given that this is market sensitive data, it is important
that this is disclosed in a consistent manner.

Regulators should produce a report to the entity within 3-4 months of the Capital Add-On being
advised setting out:

 the reasons why a Capital Add-On is required;

 why other measures would not be sufficient;

 the methodology and assumptions used to calculate the add-on; and

 actions required for the Capital Add-On to be removed.

In situations where a Capital Add-On is set due to deficiencies in the governance requirements, it is of
importance to understand how a requirement for more capital would compensate for poor governance
so as to avoid the risk that the Add-On is perceived as a punitive rather than corrective measure.

3.242.

3.243.

3.244.

3.245.
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3.246.

3.247.

3.248.

3.249.

3.250.

3.251. Comments in 3.52 are also relevant here.

3.252.

3.253.

3.254. Requirements should be strengthened to ensure a harmonised assessment.

To ensure a harmonised assessment, the sentence:

"…supervisory authorities should consider all relevant conditions to deviate from the reference value.
These may include:"

should be strengthened to read:

"…supervisory authorities should consider all relevant conditions to deviate from the reference value.
These should include:"

3.255.

3.256.

3.257.

3.258.

3.259. The term "relevant conclusion" in c) is not well defined.

The use of the term “relevant conclusion” in this context is unclear and is very subjective. The CFO
Forum recommends a clear definition is provided in the level 2 implementation measures.
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3.260. The regulator’s process for setting Capital Add-On needs to be more prescriptive.

The proposals to quantify Capital Add-On and material deviation appear arbitrary. In order to facilitate
harmonisation and minimise implementation difficulties, greater clarity is required.

The CFO Forum recommends that a clear definition of the term “timely manner” is added to the level 2
implementation measures.

There is a need for greater communication between all relevant stakeholders throughout the
implementation process.

There is a need for regular communication between companies, the regulator and CEIOPS to assess
progress and identify potential areas of non-compliance throughout the implementation of Solvency II.

There is a need for communication between stakeholders throughout each level of the Lamfalussy
process, especially level 4 during which transposition and harmonisation of Solvency II will be
assessed.

3.261.

3.262.

3.263.

3.264.

3.265.

3.266.

3.267.

3.268.

3.269.

3.270.

3.271. If an alternative design is found which better fits the undertaking’s risk profile, this should
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be treated as a new partial internal model with the capital requirement becoming the result
of the new model. There would then be no requirement to hold a Capital Add-On

In cases of underestimation, the CP requires an undertaking to develop alternative designs to better fit
its risk profile. If such a design is found and agreed with the supervisor, this should be treated as a
new partial internal model with the capital requirement becoming the result of the new capital model.
There would therefore be no requirement to hold a Capital Add-On as the capital requirement would be
the same in each case.

3.272.

3.273. Using a “crude” basis to calculate the Capital Add-On will result in a measure without
sufficient depth and which is difficult to compare across peers.

The calculation of the Capital Add-On should have sufficient complexity to be a meaningful valuation of
the perceived risk. Public rather than confidential information should be used so that a comparison of
the results can be made of across peers.

The methodology and assumptions used calculate the Capital Add-On should be subject to independent
review and recommendations to verify consistency with guidance and facilitate harmonisation.

3.274. The process by which the supervisory authority will identify material risk not covered by the
standard formula is not clear.

It is not clear how the supervisory authority will perform its risk assessment of the undertaking. For
example, will this be performed in conjunction with the undertaking? Also, clarification is required as to
how the supervisory authority will ensure the assessment is superior to one carried out by the
undertaking itself.

Comments in 3.273 are also relevant here.

3.275.

3.276.

3.277.

3.278. Comments in 3.271 are also relevant here.
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3.279.

3.280.

3.281. Comments in 3.273 are also relevant here.

3.282. The evidence used to assess significant deviations in the risk profile of the undertaking from
the assumptions used in the SCR and the process for objectively identifying the assumptions
being challenged is not well defined.

It is not clear what evidence the supervisory authority will consider when deciding if the risk profile of a
company deviates from the assumptions underlying the SCR. The process for identifying objectively
what assumptions are being challenged is not well defined and we recommend that more clarity is
provided around the evidence required.

The principles governing the determination of thresholds of significant deviation for a solo
entity should be formally agreed as part of the group internal model approval process and
should not automatically lead to Capital Add-Ons.

As part of the group internal model approval process, the principles governing the determination of
thresholds for significant deviations in risk profile for solo entities should be agreed. Any significant
deviations in practice should be compared to these thresholds as a first step rather than automatically
leading to Capital Add-Ons.

3.283. Given our second comment in 3.282, there is no need to specify the cases set out here and
described in 3.284 to 3.295.

3.284. Comments in 3.274 and 3.283 are also relevant here.

3.285. Comments in 3.283 are also relevant here.

3.286. Comments in 3.283 are also relevant here.

3.287. Comments in 3.283 are also relevant here.

3.288. Comments in 3.283 are also relevant here.
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3.289. Comments in 3.273, 3.283 are also relevant here.

3.290. Comments in 3.283 are also relevant here.

3.291. Comments in 3.283 are also relevant here.

3.292. Comments in 3.283 are also relevant here.

3.293. Comments in 3.283 are also relevant here.

3.294. Comments in 3.283 are also relevant here.

3.295. Comments in 3.283 are also relevant here.

3.296.

3.297. The criteria in c) are too detailed relative to the general criteria set out in the other points.
We recommend that this is adapted to be less specific.

4.

4.1.

4.2.

4.3.

4.4.

4.5.
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4.7.

4.8.

4.9.
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4.11.
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4.12.

4.13.

4.14. We recommend that guidance on the role of the college is removed from CP57 and dealt
with solely in CP 60.

CP57 provides guidance around the role of the College. However, some of this guidance is repetition of
guidance in CP60: Advice on Group Solvency Assessment. To avoid the risk of inconsistent or
contradictory implementing measures, we recommend that guidance on the role of the college is
removed from CP57 and dealt with solely in CP 60.

4.15.

4.16.

4.17. Comments in 4.14 are also relevant here.

4.18. Comments in 4.14 are also relevant here.

4.19. Comments in 4.14 are also relevant here.

4.20.

4.21.

4.22.

4.23.

4.24.

4.25.

4.26.

4.27.

4.28. Comments in 4.14 are also relevant here.

4.29.
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4.30.

4.31.

4.32.

4.33.

4.34.

4.35.

4.36. The CFO Forum disagrees with the assertion that the group Capital Add-On should be the
sum of the solo Capital Add-Ons.

The assertion here is that the group Capital Add-On is be the sum of the solo Capital Add-Ons. We
disagree with this assertion and believe that the appropriateness of holding each solo Add-On should
be considered at the group level. In this respect, the advice in 4.36 contradicts that in 4.37.

4.37. Comments in 4.14 and 4.36 are also relevant here.

4.38.

4.39.

4.40. Comments in 4.14 are also relevant here.

4.41.

4.42.

5.

5.1.

5.2.

5.3.

5.4.
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5.5.
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6.11.

6.12.
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6.14.

6.15.

6.16.

6.17.

6.18.

6.19.



Template comments
23/23

Comments Template on CEIOPS-CP 57
Consultation Paper on the Draft L2 Advice on Capital add on

Deadline
11.09.2009
4 p.m. CET

6.20.
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Annex 3


