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No. Name Reference Comment Resolution
1. |AAS BALTA |General 1) We support the principles based approach that is advised in | Noted
Comment CP56. However, the blue text has a tendency to have too much

detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed

Not the size is important but the
content. The content of the blue
box is principle based. The
amount of words does not lead to
a change of a principle based
approach into a rule based
approach.

CEIOPS developed advice that, in
our view, reflected good practice
in insurers’ models.
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and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

Noted

Noted

Noted

2. AB Lietuvos
draudimas

General
Comment

1) We support the principles based approach that is advised in
CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

Please see our comment on 1
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2) Some clarification over the term “diversification” is needed.

In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

Confidential comment deleted.

4, Association
of British
Insurers

General
Comment

The ABI broadly welcomes this paper which provides some helpful
advice and interpretation on the different tests firms will have to
comply with for the approval of their internal model. We welcome in
particular:

O Use test - We welcome the principles based approach taken
by CEIOPS

Thank you

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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O The framework set out for internal models governance.

O Statistical quality standards - We agree less rich probability
distribution forecast should be allowed for.

O Calibration - We agree with that CEIOPS firms should have
the choice to use a different time horizon from one year, provided it
can demonstrate equivalence.

We are concerned however by the following:

O The use of internal model should be encouraged and should |Noted
not become so burdensome that it would discourage firms to move
away from the standard formula. Whilst the majority of the
proposals seem sensible individually, taken as a whole, they could
have significant operational implications in order to prepare,
document and demonstrate compliance to the regulator.

O Potential excessive efforts for groups (ensuring group-wide Noted

consistency of approaches, data, etc.)

O Use test - We would interpret the list of uses provided as
g_eneral gwdapce and _not as binding reql,[lrements as this vyould not CEIOPS does not intend the list of
fit all companies (particularly for companies whose parent is
outside the EU) and as the use test is an evolving test that will
require flexibility when being implemented (as was seen when
Basel II was applied). The list of uses should therefore be seen as
an illustration of best practice.

uses to be binding. However, we
consider that it is the
responsibility of the undertaking
to set out the uses of the internal
model in its application, and to
O Some documentation and validation requirements seem link these to the scope of the
unrealistic, especially regarding expert judgement and external internal model.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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models The major problem with
O Differences between financial reporting and solvency II proprietary external models is

should be minimised

that they are - to a certain extent
- a “black box” for users. The
documentation and validation
requirements for external models
are supposed to alleviate the
resulting problems thus allowing
undertakings the use of
sophisticated external models

CEIOPS is of the opinion that this
is very hard to handle because
the reporting requirements are
very different between the EU
countries.

5. |Association |General The tests and standards for model approval outlined are reasonably | The regulation and application for
of Run-off Comment prescriptive and will be onerous for small companies or those with |internal models are principle
Companies limited resources. It is not clear how appropriate the SCR based and oriented at the risks of
calculation will be to general insurance companies in run-off, the undertaking. This
particularly those with specialised portfolios. Run-off entities may |interpreatation includes already
feel compelled to develop an internal model for a realistic the proportionality principle.
assessment of the capital required to support the business but may
lack the resources to gain approval successfully. It is not clear how
the principles of proportionality will apply here and to what level
partial models will be acceptable or achievable.
Confidential comment deleted.

BARRIE & General B+H are happy to discuss the attached comments in person or on a | Thank you

HIBBERT Comment call.
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8. |CEA,

ECO-SLV-
09-451

General
Comment

The consultation paper is well structured and covers the essential
aspects with regard to the approval of internal models. We
appreciate the effort that went into clarifying these important
aspects that provide the base to operate internal models under
Solvency II.

The CEA however recognizes five potential areas of concern:

O The implicit expectation of how the model might be used by
companies

- There is an expectation that many of the uses of the model
(in the ‘use test’) are based only on the application of the SCR.

- Companies should use the same model across its
applications however it may use different measures (e.g. 1-in-20

earnings at risk rather than 1-in-200 capital) for different purposes.

O The validation requirements as well as some of the
documentation and data requirements seem unrealistic, especially
regarding expert judgement and external models

- There is an unrealistic expectation that any expert
judgement should be refutable, testable and falsifiable.

O Prescriptive model governance with potential excessive
effort for groups

- Quite prescriptive model governance section and partially

Thank you

That is why we demand only one
modelling framework. So we want
the undertaking to use the model
within their steering process and
we want them to use the model
for the regulatory requirements.
But we also recognize that we can
not force the undertaking to use
the internal model for every
business decision. That is why we
focussed on decisions with a big
impact on the financial stability of
an undertaking. Nevertheless we
do not expect the undertaking to
use the results of the model
blindely.

The major problem with
proprietary external models is

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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unrealistic involvement of top level management in internal
modelling.

- Potential excessive efforts for groups (ensuring group-wide
consistency of approaches, data, etc.).

O Perceived preference for full stochastic approaches
compared to deterministic ones

- The approaches have to be appropriate for the particular
purpose. In some cases deterministic approaches are appropriate
and in some cases not.

O The purpose of P&L attribution and risk rankings remain
unclear
O In order to allow for the validation of internal models as

soon as Solvency II comes into force, we would expect Ceiops to

produce level 3 guidance on internal models earlier in the process.

- Indeed, given the importance of internal models and the
benefits a more accurate assessment and quantification of a
company’s risk exposure will bring to undertakings and
policyholders, it is crucial that supervisors are in the position to
approve internal models as soon as Solvency II comes into force.

that they are - to a certain extent
- a “black box” for users. The
documentation and validation
requirements for external models
are supposed to alleviate the
resulting problems thus allowing
undertakings the use of
sophisticated external models

We are of the opinion that if
someone does not understand the
internal model how should he
bases his decisions on it. The top
management has to take
decisions which have got a
material impact on the
undertaking e.g. strategic
decisions. So we are not of the
opinion that the involvement of
the top management is unrealistic
as it is now written in the CP 56.

Thank you CEIOPS may consider
this on Level 3 guidance.

Thank you we have noted this.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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Thank you we have noted this.

9. |CODAN
Forsikring
A/S
(10529638),
Denmark

General
Comment

1) We support the principles based approach that is advised in
CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

Please see our comment on 1.

Thank you CEIOPS may consider
this on Level 3 guidance.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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10. |CODAN
Forsikring
(Branch
Norway)
(991 502
491)

General
Comment

1) We support the principles based approach that is advised in
CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

Please see our comment on 1.

Please see our comment on 9.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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11.

CRO Forum

General
Comment

56.A Solo undertakings as part of a group should be allowed to
place more reliance on group expertise (priority: very high)

In a number of areas covered by this consultation paper, it is not
clear how requirements will be set for solo undertakings which are
part of a group and where the group internal model is used. The
solo undertaking should be allowed to place some reliance on group
expertise. More advice in this area would be useful. This holds
particularly for requirements on internal model governance,
validation and documentation. In the case of a Group model, the
model governance (both high level governance and detailed
governance) may be performed primarily at Group level. At the
level of single undertakings the governance may be limited to
assessing at the high level whether the Group model is appropriate
for the risk profile of the undertaking.

3. 56.B Governance and internal controls important for
standard model firms (priority: very high)

4, In general we would like to point out that many of the
requirements around governance and internal controls, set-out in
this consultation paper, are as important for companies using a
standard model as for companies using an internal model.

5. 56.C Overly onerous process and documentation
requirements (priority: high)

6. In a number of areas the requirements on processes and
documentation are overly onerous, especially in comparison with
the requirements for standard models. For example with respect to
the use of expert judgement.

Article 229 will be interpreted in
such a way, that solo
undertakings belonging to a
group and that shall be integrated
into the group internal model in
order to calculate the Group SCR,
have to sign as well the
application formular submitted by
the parent undertaking to the
group supervisor

Thank you for this comment. This
was our intention. The internal
model governace part is just one
extra part for undertakings which
use an internal model. But all of
the undertakings have to fullfill
the governace requirements as

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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they are written under the aricle
42 to 49 of the level one text.

Thank you we have noted this.

12. DIMA
(Dublin
International
Insurance &
Management

General
Comment

DIMA welcomes the opportunity to comment on this paper.

Comments on this paper may not necessarily have been made in
conjunction with other consultation papers issued by CEIOPS.

The onerous requirements of the internal model reduce the scope
for undertakings to adopt them as a matter of commercial benefit;
as such the preponderance of smaller undertakings may well be
forced to rely on the Standard Formula as supplemented by the
ORSA. This may represent a lost opportunity to encourage
engagement with the internal model agenda. Furthermore, such a
system may place a heavier burden on the supervisory review
process and the Capital Add On regime than initially entertained as
such we would appreciate a more integrated consideration of the
balance between these systems.

Further clarification is needed on where responsibilities lie (risk
managers, actuaries, etc) where an internal model is used.

While we cannot argue with the rationale of the many
requirements, it sets the bar for the development, documentation,
scrutiny and approval of internal models at such a high level that
the likelihood of companies having their internal models approved
by supervisory authorities over the next 18 months appears to be
somewhat untenable. As a result, it is likely that many small and
medium-sized companies would find it hard to justify using an
internal models on a cost/benefit basis, even where internal models
are actually being used to manage the business, which appears to

Thank you. But this is still in the
level 1 Text. Here article 19
explains the principle of
proportianlaity.

Thank you we have noted this.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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go against the ethos of Solvency II.

The use test requirements proposed by the paper are very
stringent. It could be difficult to demonstrate the wide use of
models in decision-making; this implies senior management has a
hands-on knowledge of the model. Clarification is required about if
the model output needs to be the key decision factor or one of the
decision-making factors.

It is important to ensure that all supervisors are interpreting the
principles for the use test in the same way, though it is not clear
how this can be achieved.

CEIOPS thinks that it must be an
important factor in decision
making. The management must
always be able to explain why it
did not choose the internal model
output as the main decision
factor.

Thank you. CEIOPS may consider
this on Level 3 guidance.

13.

Dutch
Actuarial
Society -
Actuarieel
Genootscha

p(

General
Comment

We are familiar with the (draft) Comments of Group Consultatif on
CP56. The Actuarieel Genootschap also supports their comments.

We emphasize that the Dutch AG supports this principle based
approach and that we see an important role for actuaries in the
development, implementation and validation of the internal model.

We note that this level 2 document tends in certain areas to rule
based supervision as opposed to principle based supervision. Rule
based supervision tends to end in overkill and may demand a
significant amount of additional scarce (actuarial and non-actuarial)
resources, both from the insurance companies as well as from the
supervisor. This holds in particular for the amount and detail of
documentation that is required.

The requirements may imply that no company will be able to
qualify for the use of a full model for Solvency II purposes by 2012.
We emphasize therefore that the approval process should also be

Thank you.

CEIOPS will consider this under
its work on the pre-application
paper.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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focussed on proportionality and materiality.

We would like to know if CEIOPS will prepare (additional) guidelines
for requirements for insurance companies when they would like to
start the (pre) application phase. These guidelines should enable a
European level playing field with respect to the approval of internal
models. In particular, the Dutch insurance sector has been
encouraged to participate in RISK, a study largely similar to QIS4
but on 2008 year-end figures. We wonder whether participation in
such an exercise may be a requirement in order to qualify for the
use of an internal model.

See above

An insufficient fit of the standard formula to the company is a Thank you we will consider this
possible motivation to go for the internal model. However, we on our work on the PIM Paper.
remark that both company and supervisor have a role in
determining the fit of the standard model to the risk profile of the
company in order to prevent cherry picking. In that light, we are
looking forward to see the consultation paper on Partial Internal
models.

The requirements to apply for an internal model are quite severe.
But for the calculation of the fair value of the liabilities and the
required capital by means of the standard formula, these
requirements are not implied. A lot of the data and methods
required for the calculation of the fair value of the liabilities and the
required capital (especially for non life) are also required for the
internal model. This is therefore out of balance. We recommend
posing equivalent requirements for the calculation of the fair value

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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of the liabilities and the required capital by means of the standard
formula.

14. EMB General We have taken the approach of responding specifically to the Noted
Consultancy | Comment paragraphs marked as CEIOPS” advice rather than the peripheral
LLP paragraphs.
15. Federation General Generally, we consider the Paper’s proposals to be comprehensive |Thank you we have noted this
of European |Comment and capable of practical and consistent application. This situation is
Accountants reflective of the prior communication between CEIOPS and relevant
(FEE) stakeholder groups, information gathered through the QIS process,
as well as the CEIOPS “Stock-taking Report on the use of internal
models in insurance”.
16. FFSA General The level of requirements in this consultation paper appears to be |Thank you we have noted this
Comment so stringent that FFSA fears it will be extremely difficult for any

internal model to be validated by the supervisors in 2012.
Therefore FFSA recommends that CEIOPS acknowledges the
possibility to have some internal models validated in 2012 even if
they do not strictly meet all criterias set out in this CP provided that
(i) such model already complies with all the main objectives of this
paper and (ii) the company commits on a timeframe to fully
comply with the recommendations made in this CP. Of course, if a
company doesn't follow its transitional plan, the supervisory
approval could be withdrawn.

In term of more specific details within this CP, FFSA thinks:

O There is an unrealistic expectation that any expert
judgement should be refutable, testable and falsifiable.

O Use test: principles-based assessment for the use test need
to be defined in level 2

O CEIOPS envisage a high degree of embedding of the internal

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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model in both the risk management system and the wider business,
including using the model to inform business strategy.

O Overall, the tests and standards for internal model approval
remain relatively onerous.

17. Confidential comment deleted.
18. German General GDV appreciates CEIOPS’ effort regarding the implementing Thank you we have noted this
Insurance Comment measures and likes to comment on this consultation paper. In
Association general, GDV supports the comment of CEA. Nevertheless, the GDV
- wants to add some comments to particular paragraphs and
Gesamtverb additionally summarises high level issues at the beginning of each
and der D section.

It should be noted that our comments might change as our work
develops. Our views may evolve depending, in particular, on other
elements of the framework which are not yet fixed - e.g. specific
issues that will be discussed not until the third wave is disclosed.

The consultation paper is well structured and covers the essential
aspects with regard to the approval of internal models. We
appreciate the effort that went into clarifying these important
aspects that provide the base to operate internal models under
Solvency II.

The GDV however recognizes five main areas of potential concern:

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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O The implicit expectation of how the model might be used by
companies

- There is an expectation that many of the uses of the model
(in the ‘use test’) are based only on the application of the SCR

- Companies should use the same model across its
applications however it may use different measures (e.g. 1-in-20
earnings at risk rather than 1-in-200 capital) for different purposes

O The validation requirements as well as some of the
documentation and data requirements seem unrealistic, especially
regarding expert judgement and external models

The major problem with
proprietary external models is
that they are - to a certain extent
- There is an unrealistic expectation that any expert - a “black box” for users. The
judgement should be refutable, testable and falsifiable documentation and validation
requirements for external models
are supposed to alleviate the

O Prescriptive model governance with potential excessive resulting problems thus allowing
effort for groups undertakings the use of

- Quite prescriptive model governance section and partially sophisticated external models

unrealistic involvement of top level management in internal
modelling

- Potential excessive efforts for groups (ensuring group-wide
consistency of approaches, data, etc.)

O Perceived preference for full stochastic approaches
compared to deterministic ones in all cases

- The approaches have to be appropriate for the particular

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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purpose. In some cases deterministic approaches are appropriate
and in some cases not.

O The purpose of P&L attribution and risk rankings remain
unclear

In order to allow for the validation of internal models as soon as
Solvency II comes into force, we would expect CEIOPS to produce
level 3 guidance on internal models earlier in the process.

Indeed, given the importance of internal models and the benefits a
more accurate assessment and quantification of a company’s risk
exposure will bring to undertakings and policyholders, it is crucial
that supervisors are in the position to approve internal models as
soon as Solvency II comes into force.

19. GROUPAMA | General Groupama would like to emphasize that it is not clear which For a undertaking which does not
Comment requirements are needed for an internal model which is used in the |work with an internal model the

company but which does not meet all the requirements of the requirements set out in the article
Directive. The company in this case will use the standard formula 41 to 49 have to be fulfilled
for SCR calculations, but what level of requirements in terms of
governance will be asked of the company?

20. Groupe General The Groupe Consultatif welcomes the majority of the proposed Thank you we have noted this

Consultatif | Comment advice put forward by CEIOPS in Consultation Paper 56. However,

we would caution against the widespread use of absolute terms
such as “all” and “every” throughout the advice and promote the
principles of proportionality and materiality in setting the
requirements (for example see our comments in 3.72, 6.39/41 and

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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9.11).

We understand that the consultation paper was developed in
distinct parts by separate groups and believe that the paper would
benefit from cross-references between the sections and the
removal of obvious inconsistencies between sections.

We would highlight that any model of the future will be subject to
error and recommend that CEIOPS exercise some pragmatism
when setting internal model standards to ensure that these
standards are proportionate and achievable and that, as a result,
there is an appropriate incentive for a better understanding of the
risks within the undertaking. One key area in this regard is to
recognise the important role of expert judgement in an internal
model in both the presence and absence of historical data. We are
concerned that the current draft advice sets some standards around
the application of expert judgement that are impossible to fulfil and
we would highlight our comments on 5.147 and 5.165-7.

21.

International
Underwriting
Association
of London

General
Comment

Consistency between Supervisors in respect of their application of
the use test is essential for harmonisation to be achieved.

Whilst we recognise that opting for internal models will present a
cost to firms, we would urge CEIOPS to ensure that excessive costs
are not incurred which might unduly deter some firms from opting
for an internal model. This might particularly be the case for some
medium sized firms who do not have a typical risk-profile.

Question: Section 9 - Level of documentation. If the level of detail
required will vary according to the audience, could this result in
several documents for the same purpose? Is this unduly onerous?
Does this create practical difficulties, for example when it come to
updating the documents (i.e. maybe discrepancies between these
documents could develop over time?)

Thank you CEIOPS will consider
this on our work on the upcoming
Level 3 pre-application paper.
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22. Investment |General O The CP is welcomed as providing clarity to many of the Thank you
& Life Comment requirements.
Assurance
Group
(ILAG) O The internal model requirements are significant. For a wide
range of firms (small to medium sized, or firms with simpler risk
profiles) the approach is unlikely to be appealing.
O The associated costs on implementing and maintaining an
internal model will be significant.
O Achieving full internal model approval in the timescales set
out will be difficult for many firms.
There seems to be a conflicting requirement of flexibility in the
model to meet the use test (ability to produce quick updates, to use | Noted
moqel_for plan_mng, strategy, gtc) and the other requirements for The principle of proportionality is
statistical quality, documentation, etc. We would encourage a more o .
tionat ht tai del licati a overall principle which comes
proportionate approach to certain model applications. out of the level one text (article
19)
23. Ireland’s General We fear that many (re)insurers will be forced to rely on the Noted
Solvency 2 |Comment Standard Model, because of the onerous standards that must be
Group met for approval of internal models. This would be contrary to the

objectives of the architects of Solvency II. Such an outcome would
also place a heavier burden on the supervisory review process.
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24. Just General We generally welcome the content of this paper, and believe the Thank you we will consider this
Retirement |Comment proposed tests to be reasonable. on our work on the upcoming
Limited However we do not believe that enough information is provided on Level 3 pre-application paper.
the application of the proportionality principle in the context of the
internal model and the way in which the tests would be applied to
smaller entities, less material product lines and/or less material
risks. In particular the requirements, as proposed, for documenting | The major problem with
and justifying the use of expert judgement, external models and proprietary external models is
external data are disproportionate for many undertakings and for that they are - to a certain extent
the majority of uses to which they are likely to be put. - a “black box” for users. The
Further information on this needs to be provided within the final docu.mentatlon and validation
Level 2 rules. requirements for exte_rnal models
are supposed to alleviate the
resulting problems thus allowing
undertakings the use of
sophisticated external models
25. KPMG ELLP |General Overall we believe the proposals put forward by CEIOPS are Please see our comment on 1
Comment reasonable. However, we would wish CEIOPS to consider the
totality of the requirements as they will generate a significant
burden on firms and also bear in mind pragmatism in the approach
to internal model approval especially in the area of expert
judgement.
26. Legal & General The majority of the proposals seem sensible individually but as a Thank you
General Comment whole there are significant operational implications in order to
Group prepare, document and demonstrate compliance to the regulator.
27. Link4 General 1) We support the principles based approach that is advised in |Please see our comment on 1
Towarzystw | Comment CP56. However, the blue text has a tendency to have too much
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o
Ubezpieczen
SA

detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

28.

Llody’s

General
Comment

Lloyd’s welcomes the opportunity to comment on CP56.
We welcome the principles-based approach, which is certainly more

Thank you we have noted this

Please see also our comment on 1
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appropriate than a rules-based approach for undertakings that have
unique or unusual features. However, we are concerned that the
guidance is too detailed or too prescriptive in some places (see
detailed feedback that follows). There is also sometimes a “counsel
of perfection” which, whilst understandable, may make it very hard
for any models to ever actually gain approval. In a number of
places we feel that the guidance should refer explicitly to the
principle of proportionality.

We have particular concerns over the approach set out in respect of
“expert judgment “. This seems to be viewed with some suspicion
but, on a wider interpretation, it is essential throughout the
construction and operation of a model, and the guidance should
flag this up, with the onus on firms showing that there is ENOUGH
of it. The various concerns and controls raised in the guidance
seem to reflect a very narrow interpretation, along the lines of
“setting assumptions, etc, differently from what the data suggests.”

Additionally, we have concerns over certain elements of the
requirements set out in respect of data. In non-life insurance, it is
very unusual that any data can be considered complete and
appropriate, according to the definitions set out in the guidance.
Therefore, "demonstrating” completeness and appropriateness will
rarely be possible. What is important is to demonstrate that any
issues regarding the completeness and appropriateness of the data
have been identified, understood and appropriately taken account
of.

We also believe that the guidance seems to take more comfort than
it should from validations against experience - there is only a tiny
increment in experience each year, and it is by definition usually
going to be far from the extremes that should drive the SCR.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
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The requirements for the use of the internal model generally appear
reasonable. There is a significant step up in the degree to which the
model needs to be embedded compared to requirements under the
ICAS regime. The overriding principle that the model should be
widely and consistently used within the undertaking for it to be
approved is good.

We believe some of the principles - for example principles 3,4,5,8
and principles 6 and 9 have significant overlap and could be
combined.

29. Munich RE General
Comment

We fully support all of the GDV statements and would like to add
the following points:

We appreciate the effort that went into clarifying these important
aspects that provide the base to operate internal models under
Solvency II.

However, certain aspects of the CP may provide considerable
efforts just in terms of documentation requirements. Here
especially the described policies for data and validation may create
substantial burden at the undertakings. Also there is a danger that
different supervisors will require different standards. It should be
considered to have a smooth introduction, e.g. by using the pre-
approval process. In general we think it is important that the
proportionality principle is applied to not create excessive burden
on undertakings.

In some cases it is not clear how requirements will be set for solo
undertakings which are part of a group. The solo undertaking
should be allowed to place some reliance on group expertise.

Agreed, this is allowed, it is a
delegation of tasks not of
responsibilities.
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30. Pearl Group
Limited

General
Comment

We welcome this paper which provides some helpful advice and
interpretation on the different tests we will have to comply with for
the approval of their internal model.

We are concerned by the following:

O Prescriptive model governance with potential excessive
effort for groups

- Quite prescriptive model governance section and partially
unrealistic involvement of top level management in internal
modelling

- Potential excessive efforts for groups (ensuring group-wide
consistency of approaches, data, etc.)

O Use test - We would interpret the list of uses provided as
general guidance and not as binding requirements as this would not
fit all companies and as the use test is an evolving test that will
require flexibility when being implemented (as was seen when
Basel II was applied). The list of uses should therefore be seen as
an illustration of best practice.

O Some documentation and validation requirements seem
unrealistic, especially regarding expert judgement and external
models

We would also appreciate further guidance on the following points

] There are only a couple of places that refer to the

Thank you we have noted this

The major problem with
proprietary external models is
that they are - to a certain extent
- a “black box” for users. The
documentation and validation
requirements for external models
are supposed to alleviate the
resulting problems thus allowing

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

24/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

56/09

CP No. 56 - L2 Advice on Tests and Standards for Internal Model

Approval

CEIOPS-SEC-119-09

administration or management body as a group. This implies that in
the other cases each member of the management body is meant to
have the required knowledge / understanding. This seems
impractical and would in practise restrict who could be Non
Executive Directors.

O Throughout the CP CEIOPS refers to rerunning the (full)
Internal Model. However, in some cases it is more likely/practical
that only the calculation kernel will be rerun. CEIOPS should be
more specific about where they mean the Internal Model and where
they mean the calculation kernel.

O In several places, e.g. Principle 2 [3.106a in the CP] it is
implied that the Internal Model has to be consistent with the
technical provisions. This could be read as technical provisions have
to be calculated stochastically. This would not be appropriate for
some business, e.g. non-profit. CEIOPS should explicitly state what
is expected for the calculation of the technical provisions.

undertakings the use of
sophisticated external models

31. Pricewaterho | General Overview Thank you.
useCoopers |Comment
LLP
This consultation paper is an excellent step forward in defining the
standards for granting approval for internal models, and in giving
the insurance industry a good base for their work with internal
models.
32. RBS General We welcome this paper, which brings more clarity to our Thank you
Insurance Comment understanding of the standards required for internal model

approval. In our detailed comments we have highlighted areas
where we feel consistency with other consultations (eg- CP43,
CP55) would be helpful, and also areas where we believe it is
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important that proportionality is applied in the application of the
guidelines to avoid undue burden on undertakings. We support the
principles based approach to the use test for the internal model.

33.

Confidential comment deleted.

34.

ROAM -

General
Comment

The level of requirements in this consultation paper appears to be
so stringent that ROAM fears it will be extremely difficult for any
internal model to be validated by the supervisors in 2012.
Therefore ROAM recommends that CEIOPS acknowledges the
possibility to have some internal models validated in 2012 even if
they do not strictly meet all criteria set out in this CP provided that
(i) such model already complies with all the main objectives of this
paper and (ii) the company commits on a timeframe to fully comply
with the recommendations made in this CP. Of course, if a company
doesn’t follow its transitional plan, the supervisory approval could
be withdrawn.

In term of more specific details within this CP, ROAM thinks:

O There is an unrealistic expectation that any expert
judgement should be refutable, testable and falsifiable.

O Use test: principles-based assessment for the use test need
to be defined in level 2

O CEIOPS envisage a high degree of embedding of the internal
model in both the risk management system and the wider business,
including using the model to inform business strategy.

O Overall, the tests and standards for internal model approval
remain relatively onerous.

Thank you we have noted this

35.

RSA

General

1) We support the principles based approach that is advised in

Please see our comments on 1
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Insurance
Group PLC

Comment

CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

36.

RSA

General

1) We support the principles based approach that is advised in

Please see our comments on 1
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Insurance
Ireland Ltd

Comment

CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

37.

RSA - Sun

General

1) We support the principles based approach that is advised in

Please see our comments on 1
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Insurance
Office Ltd.

Comment

CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

38.

SWEDEN:

General

1) We support the principles based approach that is advised in

Please see our comments on 1
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Férsakrings
AB (516401-
7799)

Comment

CP56. However, the blue text has a tendency to have too much
detail and be too prescriptive over many of the tests. This is
dangerous as it may make the internal model too “rules based”
resulting in a tick box exercise to fulfil the requirements for model
approval. This is not a desirable outcome for the undertaking or for
the regulator. It would be more desirable for the undertaking to
specify what they intend to do for governance, build and testing as
part of the approval process based on what is most useful for their
business.

2) Some clarification over the term “diversification” is needed.
In many places the text infers that the total model is made up from
separate models for various elements and then aggregated
together to give the total model. Diversification is then discussed
and appears to mean the difference between the total model result
and the result that would be produced by simply summing the
separate models.

However, many models are not built in this way. Instead the
model is built by applying risk drivers to the whole business directly
producing the total model. Diversification in this case is the result
of the way the risk drivers impact each part of the model. In our
view this method produces a superior model but does make
measurement of diversification effects harder to measure.

CEIOPS should review section 5.228 - 5.250 to ensure that the
meaning of diversification is clear and that the guidance covers all
types of model that may be built.

39.

XL Capital

General

Overall we welcome the principles based approach that CEIOPS Thank you we have noted this
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Ltd Comment propose for assessing compliance with the Internal Model Use test.
However much of the wording of CP 56 and the requirements set
out therein appear to be significantly more prescriptive than a
principles based framework warrants. We believe that CP 56 should
be written to allow more flexibility to allow the processes to be
tailored appropriately given the size / nature / diversity of the
company.
We also have concerns about how CP56 can, in practice, be applied
to a globally diversified group of companies with an internal model
at the EEA solo entity level and also at the Group level.
40. AAS BALTA | 3. Principle approach is sensible. However, the nine principles can We do not propose reducing the
easily be condensed into a smaller set. number of principles as we
consider that they cover the
areas we wish to cover.
However, we have re-ordered
them to put all the risk
management ones together.
41. AB Lietuvos | 3. Principle approach is sensible. However, the nine principles can Please see our comments on
draudimas easily be condensed into a smaller set. number 40.
42. Confidential comment deleted.
43. CODAN 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Forsikring easily be condensed into a smaller set. number 40.
A/S
(10529638),
Denmark
44, CODAN 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Forsikring easily be condensed into a smaller set. number 40.
(Branch
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Norway)
(991 502
491)
45, CRO Forum The discussion on different possible uses is helpful but we strongly | Thank you for these comments.
support the principle based approach. The list of uses (Annex A) is | They reflect our intention.
viewed as general guidance and indicative of best practice.

46. DIMA Group model and solo model could in some cases give different CEIOPS may give more advice on
(Dublin results especially due to the consideration of diversification benefit |group internal models in level 3
International at the group level, for instance for pricing purpose. To which extent | guidance. Our aim is to develop
Insurance & could the group model be effectively used and the solo model an assessment process for
Management considered only for SCR calculation? It is not mentioned which internal models that reflects the

model gets the lead in the use test. variety of internal model
Of the two models, clarification is required as to whether the tests structgres In use. We recognise
. ; that diversification effects at
and documentation are to be presented in one set or two separate
processes. group Igvel may lead to the group
SCR being different to the total of
solo SCRs.

47. |German (Use Test) We assume that the impact
Insurance referred to here is the impact of
Association risk on the undertaking. CEIOPS
- The internal model shall be used within the scope of risk strategy would be surprised if an
Gesamtverb and risk management if a significant impact of the undertaking’s undertaking that developed an
and der D risk profile is to be expected. internal model did not use it in its

The administrative and management body should not have to be
able to explain details of the model. It shall guarantee the
appropriateness of the internal model by creating adequate

risk strategy or risk management,
regardless of the impact.

CEIOPS explains in Principle 1 the
extent of senior management
understanding required. In order
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organisational general conditions as well as by discussing the model | for supervisory authorities to
and its results regularly. assess compliance with the Use
test, we expect that this
understanding wil be
Some of the results (undertaking specific details) of the use test demonstrated. We may publish
should only be part of supervisory reporting, but should not be level 3 guidance to supervisors on
disclosed generally. assessing senior management
understanding of the internal
model.
We assume the final comment
refers to 3.47. We are rewording
this paragraph.
48. Link4 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Towarzystw easily be condensed into a smaller set. number 40.
o]
Ubezpieczen
SA
49. RSA 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Insurance easily be condensed into a smaller set. number 40.
Group PLC
50. RSA 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Insurance easily be condensed into a smaller set. number 40.
Ireland Ltd
51. RSA - Sun 3. Principle approach is sensible. However, the nine principles can Please see our comments on
Insurance easily be condensed into a smaller set. number 40.
Office Ltd.
52. SWEDEN: 3. Principle approach is sensible. However, the nine principles can Please see our comments on
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Trygg-Hansa easily be condensed into a smaller set. number 40.
Férsakrings
AB (516401-
7799)
53. Confidential comment deleted.
54. Confidential comment deleted.
55. KPMG ELLP |3.6. We agree with the principle behind the use test that a model that is | Thank you.
widely used and plays an important role in risk management is
likely to prove to be more robust and rigorous than one that is not.
56. XL Capital 3.6. We agree with the basic philosophy of the use test that “if an Thank you
Ltd undertaking does not trust its model sufficiently to use it, why
should the supervisory authority?”
57. KPMG ELLP |3.8. We agree that an internal model used actively for risk management | Thank you
and decision making will assist in protecting policyholders.
58. XL Capital 3.9. We agree with CEIOPS’ view that “undertakings will develop models | We are disappointed that you
Ltd that reflect their business needs and the structure of the business”, | consider that CP56 has a high
however we feel that the high level of prescription within CP56 may |level of prescription. CEIOPS
hinder this, or even to prevent it being possible. developed advice that, in our
view, reflected good practice in
insurers’ models.
59. KPMG ELLP |3.10. We would also like to highlight that there is a potential risk of over- | Thank you, we have noted this.

reliance on the use test as the ‘acid test’ as the (re)insurance
undertaking may be relying on incorrect modelling assumptions.
This risk is at least partially observable in the events of the last few
years.

In the other internal model
requirements we have tried to
counter this, and have also taken
account of CEIOPS’ report on
lessons learned from the crisis.
And we have also stated out that
we do not expect the undertaking
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to follow the output of the model
without question (Principle 6).

60. CEA, 3.11. In para 3.11 it is not yet clear how modelling framework is defined. | CEIOPS is keen that undertakings
ECO-SLV- Companies should have the freedom to also use different models define the scope of the internal
09-451 than the risk model for certain business decisions, e.g. the risk model and we discuss this in our

model may not be granular enough to price of far out of the CP on partial internal models. We
money-options and nevertheless may capture the risk profile of an |have added more detail into 3.11
the undertaking appropriately. that should help.

61. |CRO Forum |3.11. In para 3.11 it is not yet clear how modelling framework is defined. |Please see our response to 60

Companies should have the freedom to also use different models
than the risk model for certain business decisions, e.g. the risk
model may not be granular enough to price of far out of the
money-options and nevertheless may capture the risk profile of the
undertaking appropriately. Furthermore there maybe more criteria
to address in parallel decision making.

62. European 3.11. There is a risk that CEIOPS has overestimated the synergies Our discussion of the statistical
Union between management processes and the regulatory requirements quality standards explains that
member of internal models. Management are interested in extreme events CEIOPS expects undertakings to
firms of but they are also interested in more moderate events because be interested in more than
Deloitte these are more likely to happen. Management is interested in extreme events. This is the
Touche To profits as well as possible losses. Management focus may be more |rationale for CEIOPS’ desire for a

on value (risk neutral) probabilities than the real world probabilities | complete probability distribution
that underlie the SCR definition. Management perceptions of risks forecast to be output from the
would include risks of failing to meet budget profit and risk of loss internal model.

to shareholders, and threats to franchise value, in addition to the

regulatory focus which is rightly restricted to a policyholder view.

Management may focus on multiple horizons; own cost of funds CEIOPS also expects all
(affected by own credit risk) may affect management view of undertakings to develop a risk
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liabilities; and management view of liquidity premiums and risk
margins may be different from those specified under the Solvency
IT liability valuations. Management view will incorporate the
competitive landscape, growth prospects, customer retention and
cross-sale perspective. Management have also learned to avoid
excessive reliance on sophisticated quantitative models and to
apply general reasoning and common sense.

All of these aspects imply that a regulatory perspective focused on
policyholder protection is likely to be only one of many inputs to
management process. There is a concern that a requirement for
“embedding” could pressurise firms to rely on solvency-focused
models where these models are inappropriate. The result could be
worse decisions, causing harm potentially to policyholders,
shareholders and management themselves.

appetite, and we agree that many
undertakings will include the
aspects you describe. We also
expect that the economic capital
assessment will link to this risk
appetite. CEIOPS also expects the
undertaking not to follow the
results without question. CEIOPS
expects the undertaking to take
the results into account during
their decision making process.

CEIOPS considers that these
comments are perhaps looking at
what we are trying to implement
from solely the regulatory
perspective. Our aim for internal
models is to take advantage of
the economic capital models
developed by undertakings for
their own risk management and
decision-making in order to
assess regulatory capital. In our
view, the SCR will be one output
from the internal model, among
many outputs that the
undertaking will need.

63.

German
Insurance
Association

3.11.

In para 3.11 it is not yet clear how modelling framework is defined.

Companies should have the freedom to also use different models
than the risk model for certain business decisions, e.g. the risk

We give more information about
our views on modelling
framework in our CP on partial
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model may not be granular enough to price of far out of the

internal models. However, we

Gesamtverb money-options and nevertheless may capture the risk profile of the |consider that industry should be

and der D undertaking appropriately. clear that the internal model is
more than the calculation kernel.
We have now added more detail
to 3.11 to carify this.

64. Groupe 3.11. It is not yet clear how the modelling framework is defined. Please see our response to 63

Consultatif Companies should have the freedom to also use different models
than the risk model for certain business decisions.

65. KPMG ELLP |3.11. In many (re)insurance undertakings various ‘modelling tools’ will be | We agree and consider that
used for different purposes. We agree that these tools should be principles 5 and 7 in particular
consistent but highlight that the purposes may require different cover this point.
calibrations and different levels of detail (e.g. to allow rapid
updating or quick runs).

66. Confidential comment deleted.

67. Munich RE 3.11. In 3.11. it is not yet clear how modelling framework is defined. Please see our response to 63
Companies should have the freedom to also use different models
than the risk model for certain business decisions, e.g. the risk
model may not be granular enough to price of far out of the
money-options and nevertheless may capture the risk profile of an
undertaking appropriately.

68. | XL Capital 3.11. While we understand and agree with the sentiment behind this See our response to 63

Ltd paragraph, the strong wording such as “insurance and reinsurance

undertakings must have one and only one modelling framework”
and * the model which is used for regulatory solvency capital
requirements shall, for example, also be used for internal capital
allocation” may be difficult to achieve in practice particularly where
a global insurance and reinsurance group must allocate capital to
businesses outside of the EEA.
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69. Federation 3.13. We concur that the supervisor should use a principles-based Thank you. This is a helpful point.
of European assessment to assess compliance with the ‘Use test’ and that the CEIOPS has carefully considered
Accountants foundation principle is “the undertaking’s use of the internal model |the link between the Foundation
(FEE) shall be sufficiently material to result in pressure to improve the Principles and the approval
quality of the internal model”. process, and we consider that the
important link is the internal
model change policy developed
by an undertaking. We are
considering the need for level 3
guidance on this point, as well as
the link to the supervisory review
policy. We are also including this
topic in our continuing
programme of pre-visits to
undertakings in order to
understand good practice.
70. KPMG ELLP |3.13. We support a principle based approach to assessing compliance This is a helpful point. CEIOPS

with the use test.

However, while we agree with the Foundation Principle that the
undertaking’s use of the internal model shall be sufficiently material
to result in pressure to improve the quality of the internal model,
we believe there is a danger that this could lead to regular re-
approval processes being required for the model. There is
therefore a need to define how the Foundation Principle and its
aims fit with the approval and re-approval process for internal
models outlined in CP37.

has carefully considered the link
between the Foundation Principles
and the approval process, and we
consider that the important link is
the internal model change policy
developed by an undertaking.

We are considering the need for
level 3 guidance on this point, as
well as the link to the supervisory
review policy. We are also
including this topic in our
continuing programme of pre-
visits to undertakings in order to
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understand good practice.
71. XL Capital 3.13. We support the foundation principle “the undertaking’s use of the Thank you
Ltd internal model shall be sufficiently material to result in pressure to
improve the quality of the internal model”
72. European 3.14. There will always be pressure to improve models from a technical Thank you, we have noted this.
Union perspective and there will always be constraints on available
member resources. We encourage CEIOPS to recognise that a model change
firms of that allows answers almost as good as before but at lower cost,
Deloitte could be an improvement.
Touche To
73. Lloyd’s 3.14. We agree that the Foundation Principle will encourage the use of Thank you. We are considering
the internal model; however, we believe that care should be taken |the need for level 3 guidance on
in the implementation of the principle, so that firms are not under |this point. Please also see our
pressure to make changes for their own sake response to 70.
74. DIMA 3.16. Fourth point: We suggest the sentence to be modified as follows: Thank you, we have made this
(Dublin “The internal model is seemingly producing low results compared change.
International with the results of the undertaking’s ORSA or with other
Insurance & comparable results from other undertakings”.
Management
75. Confidential comment deleted.
76. KPMG ELLP |3.18. One of the elements of the Use Test is to assess the impact of the | CEIOPS is considering this as part

model on the level playing field between undertakings. We believe
more guidance is required regarding how this will be achieved in
practice, both within Member States and across the EEA.

It is likely that only supervisors will have access to the information
required to assess elements e and f. There is therefore a need for
supervisors to be transparent about the basis of their conclusions
over these elements so firms can understand them fully.

of developing a consultation
paper on the pre-application
process for internal models.
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77. |AAS BALTA |3.19. We strongly support the Principle based assessment route Thank you
78. |AB Lietuvos |3.19. We strongly support the Principle based assessment route Thank you
draudimas
79. CODAN 3.19. We strongly support the Principle based assessment route Thank you
Forsikring
A/S
(10529638),
Denmark
80. CODAN 3.19. We strongly support the Principle based assessment route Thank you
Forsikring
(Branch
Norway)
(991 502
491)
81. Link4 3.19. We strongly support the Principle based assessment route Thank you
Towarzystw
o}
Ubezpieczen
SA
82. Llody’s 3.19. We believe that harmonization across supervisors is ideal. The Thank you, that is our intention.
failings of a “detailed list” approach are noted. We favour a
principle based assessment which gives a degree of flexibility to
supervisory authorities. We believe that it is important the “use
test” reflects the “use” for that firm and that the Internal Model is
not developed to suit “prescribed use tests”, as it is unlikely to
adequately capture all risks and opportunities faced by all
undertakings.
83. RSA 3.19. We strongly support the Principle based assessment route Thank you
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Insurance
Group PLC

84.

RSA
Insurance
Ireland Ltd

3.19.

We strongly support the Principle based assessment route

Thank you

85.

RSA - Sun
Insurance
Office Ltd.

3.19.

We strongly support the Principle based assessment route

Thank you

86.

SWEDEN:
Trygg-Hansa
Forsakrings
AB (516401-
7799)

3.19.

We strongly support the Principle based assessment route

Thank you

87.

AAS BALTA

3.22.

Agree

Thank you

88.

AB Lietuvos
draudimas

3.22.

Agree

Thank you

89.

CODAN
Forsikring
A/S
(10529638),
Denmark

3.22.

Agree

Thank you

90.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.22.

Agree

Thank you
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91.

Link4
Towarzystw
o]
Ubezpieczen
SA

3.22.

Agree

Thank you

92.

RSA
Insurance
Group PLC

3.22.

Agree

Thank you

93.

RSA
Insurance
Ireland Ltd

3.22.

Agree

Thank you

94.

RSA - Sun
Insurance
Office Ltd.

3.22.

Agree

Thank you

95.

SWEDEN:
Trygg-Hansa
Férsakrings
AB (516401-
7799)

3.22.

Agree

Thank you

96.

AAS BALTA

3.23.

Agree

Thank you

97.

AB Lietuvos
draudimas

3.23.

Agree

Thank you

98.

CODAN
Forsikring
A/S
(10529638),
Denmark

3.23.

Agree

Thank you
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99.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.23.

Agree

Thank you

100.

Link4
Towarzystw
o}
Ubezpieczen
SA

3.23.

Agree

Thank you

101.

RSA
Insurance
Group PLC

3.23.

Agree

Thank you

102.

RSA
Insurance
Ireland Ltd

3.23.

Agree

Thank you

103.

RSA - Sun
Insurance
Office Ltd.

3.23.

Agree

Thank you

104.

SWEDEN:
Trygg-Hansa
Férsakrings
AB (516401-
7799)

3.23.

Agree

Thank you

105.

XL Capital
Ltd

3.25.

We support a principle-based assessment approach.

Thank you
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106. XL Capital 3.26. We agree that this approach has important pros such as flexibility, |Please see our response to 58
Ltd but feel that much of the remainder of CP 56 does not reflect this
flexibility.
107. CRO Forum |3.27. “...a high degree of communication between supervisory Thank you, we are considering
authorities...” the mechanics of this in our
Supervisory authorities should communicate with each other as developmehnt of our c?_nsu_ltatmn
much as possible, for example through the College of Supervisors paper on t € pre-app Ication
- o ) i process for internal models.
or as part of educating each other. This will benefit supervisory
convergence and enhance the level playing field. Please see also the CEIOPS
advice on colleges.
108. Groupe 3.27. A high degree of communication is necessary not only in the first Thank you, we are considering
Consultatif period of application but in all future periods. Principles are likely to | how communication will work in
be interpreted in different ways by new people and so issues will our development of our
need to be discussed continuously. consultation paper on the pre-
application process for internal
models.
109. KPMG ELLP |3.27. Although the principles-based assessment appears to be the most Please see our response to 107
practical approach to adopt, we note that there is still a large
degree of discretion in applying the principles that may result in a
lack of harmonization between supervisory authorities. The text
suggests that this can be mitigated by a high level of
communication between authorities in the first period of
application. However, we feel that communication will need to be
on an on-going basis to ensure there is not a divergence over time.
110. Lloyd’s 3.27. A principles-based approach is more appropriate, as undertakings Thank you, this is our intention.

are not uniform in nature and this gives the opportunity to exercise
judgment and include the relevant uses. The initial work required in
drawing up the principles to be used for this approach is likely to be
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less onerous than the work required to draw up a list of all possible
uses as suggested in Section 3.20.

111.

AAS BALTA

3.28.

Agree principle based assessment method is better.

Thank you

112.

AB Lietuvos
draudimas

3.28.

Agree principle based assessment method is better.

Thank you

113.

CODAN
Forsikring
A/S
(10529638),
Denmark

3.28.

Agree principle based assessment method is better.

Thank you

114.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.28.

Agree principle based assessment method is better.

Thank you

115.

Link4
Towarzystw
o
Ubezpieczen
SA

3.28.

Agree principle based assessment method is better.

Thank you

116.

RSA
Insurance
Group PLC

3.28.

Agree principle based assessment method is better.

Thank you

117.

RSA
Insurance
Ireland Ltd

3.28.

Agree principle based assessment method is better.

Thank you
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118. RSA - Sun 3.28. Agree principle based assessment method is better. Thank you
Insurance
Office Ltd.
119. SWEDEN: 3.28. Agree principle based assessment method is better. Thank you
Trygg-Hansa
Férsakrings
AB (516401-
7799)
120. KPMG ELLP |3.30. We agree that a case-by-case approach to assessing compliance Thank you
with the use test is not a viable approach as it will be impossible to
achieve harmonization between supervisory authorities.
121. KPMG ELLP |3.32. The process adopted to develop the principles appears to be Thank you
reasonable
122. KPMG ELLP |3.34. These 7 ‘areas’ effectively cover the main uses of models and Thank you
should provide a sufficient spread of usages.
123. Lloyd’s 3.34. We believe that allocating model results to a sufficiently granular Thank you for this helpful
level to inform business decisions is a serious technical challenge. comment. We are indeed looking
There is no single agreed capital allocation methodology and at capital allocation methods as
establishing suitable criteria will be a key issue for many of the part of developing education for
indicated uses of the model. Supervisors must be free to agree supervisors on internal models.
with particular undertakings the appropriate level of granularity for | We agree that there is no single
each. method and highlighted this in
our Stocktake report in section
10.2
124. KPMG ELLP |3.35. We agree that the internal models should be used to guide decision | Thank you for this helpful

making rather than ‘run’ the business.
The text suggests that the rationale for decisions that are not

comment. We have amended
3.35 and 3.84 to reflect this. We
couldn’t see the reference in
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supported by the internal model results would need to be 3.107
adequately documented for the (re)insurance undertaking to meet
the requirements of the use test. We believe that this statement
could be strengthened to require that the rationale for all decisions
should be adequately documented of which supporting evidence
from the internal model should form a part. In other words to meet
the requirements of the use test the rationale for all material
decisions must be documented which should include reference to
the internal model results.

Also applies to 3.84 and 3.107

125. XL Capital 3.35. We appreciate the clarity provided in this paragraph regarding the |Thank you
Ltd meaning of “used” as “widely used in and plays an important part
in"
126. European 3.40. We would welcome clarity on what CEIOPS understands by “risk Thank you for this helpful
Union balancing” and “efficient use of capital”. In the banking industry, comment. We have added some
member capital efficiency has come to mean increasing business exposure more information to 3.40.
firms of while reducing regulatory capital requirements - that is, arbitraging
Deloitte the regulatory capital rules.
Touche To
127. KPMG ELLP |3.41. We agree that the internal model should be used for economic Thank you

capital purposes.

128. AAS BALTA |[3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
customer benefits. This will depend on the nature of the
undertaking and how it is evolving.

129. AB Lietuvos |3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
draudimas customer benefits. This will depend on the nature of the
undertaking and how it is evolving.

130. CEA, 3.43. New products are an example for the use-test where care needs to | Thank you, this is an interesting
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ECO-SLV- be taken how the internal model can be used. For certain new point. We would refer to the
09-451 products it is straightforward to apply the model if the products can |section on the use of expert
be modelled with components already included into the model. judgement in Chapter 5.
However, in cases where new risk classes are involved, the model
may need to be expanded and cannot readily be used. In such
cases it needs to be ensured that the model principles (e.g.
market-consistency, time-horizon etc. are used when modelling. Yes, we agree, but consider that
Also for M&A not all data may be available pre-closing and thus the use of expert judgement
approximations need to be made when assessing an M&A with the |might be of assistance here.
internal model.
131. CODAN 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Forsikring customer benefits. This will depend on the nature of the
A/S undertaking and how it is evolving.
(10529638),
Denmark
132. CODAN 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Forsikring customer benefits. This will depend on the nature of the
(Branch undertaking and how it is evolving.
Norway)
(991 502
491)
133. CRO Forum |3.43. New products are an example for the use-test where care needs to |Please see our comment on 130.
be taken how the internal model can be used. For certain new
products it is straightforward to apply the model if the products can
be modelled with components already included into the model.
However, in cases where new risk classes are involved, the model
may need to be expanded and cannot readily be used. In such
cases it needs to be ensured that the model principles (e.g.
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market-consistency, time-horizon etc.) are used when modelling.
Also for M&A not all data may be available pre-closing and thus
approximations need to be made when assessing an M&A with the
internal model.

134. European 3.43. There are many ways to set targets within insurance businesses. Thank you. We have amended
Union Budgets are expressed in monetary terms, and may reflect many 3.43 to reflect this.
member aspects such as the perceived potential profitability of the
firms of underlying customer base, growth potential, strategic fit, franchise
Deloitte value and the extent of shareholder risk entailed including possible
Touche To associated frictional costs. SCR is at best a crude proxy for

shareholder risk.

We do not think it appropriate to require firms to set targets in
terms of return on capital. This is an appropriate metric for some
businesses, a crude approximation for some and could be distorting
for others. We think that this is a management/shareholder
decision rather than a regulatory decision. We recognise the need
for a consistent approach to capital calculations but we do not
consider policyholder interests are served by an imposed uniformity
of management styles.

135. German 3.43. New products are an example for the use-test where care needs to |Please see our comments on 130
Insurance be taken how the internal model can be used. For certain new
Association products it is straightforward to apply the model if the products can
- be modelled with components already included into the model.
Gesamtverb However, in cases where new risk classes are involved, the model
and der D may need to be expanded and cannot readily be used. In such

cases it needs to be ensured that the model principles (e.g.
market-consistency, time-horizon etc. are used when modelling.

Also for M&A not all data may be available pre-closing and thus
approximations need to be made when assessing an M&A with the
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internal model.

136. Groupe 3.43. New products are an example relating to the use-test where care Please see our comments on 130
Consultatif needs to be taken as to the way in which the internal model can be
expected to be used. For certain new products it is straightforward
to apply the existing model if the products can be modelled using
components already included into the model. However, in cases
where new risk classes are involved, the model may need to be
expanded and cannot readily or immediately be used. In such cases
it needs to be ensured that the model principles (e.g. market-
consistency, time-horizon, ...) are used when carrying out this
modelling.
137. Link4 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Towarzystw customer benefits. This will depend on the nature of the
o] undertaking and how it is evolving.
Ubezpieczen
SA
138. Munich RE 3.43. New products are an example for the use-test where care needs to |Please see our response to 130
be taken how the internal model can be used. For certain new
products it is straightforward to apply the model if the products can
be modelled with components already included into the model.
However, in cases where new risk classes are involved, the model
may need to be expanded and cannot readily be used. In such
cases it needs to be ensured that the model principles (e.g.
market-consistency, time-horizon, ...) are used when modelling.
139. RSA 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Insurance customer benefits. This will depend on the nature of the
Group PLC undertaking and how it is evolving.
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140. RSA 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Insurance customer benefits. This will depend on the nature of the
Ireland Ltd undertaking and how it is evolving.
141. RSA - Sun 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Insurance customer benefits. This will depend on the nature of the
Office Ltd. undertaking and how it is evolving.
142. SWEDEN: 3.43. It may not be appropriate to consider the internal model for Thank you, we have noted this.
Trygg-Hansa customer benefits. This will depend on the nature of the
Férsakrings undertaking and how it is evolving.
AB (516401-
7799)
143. XL Capital 3.46. “... the internal model should at least be able to produce results by |We plan to cover the treatment of
Ltd entities and material lines of business and have overall economic group internal models in our
capital results split by material risks. ... The results of the model paper on the pre-application
have to be at least able to produce the results on a level where the |process for internal models.
decision-making processes take place.” If decisions on capital However, the Framework
allocation are taken at Group level (encompassing entities both Directive is clear that a group
inside and outside the EEA) - then this implies that the internal internal model must include all
model may need to include non EEA entities. Is this a correct entities, regardless of domicile.
interpretation? We would welcome more guidance on how non EEA |So, yes, non-EEA entities should
domiciled groups should be treated from model approval be included.
standpoint.
144. CRO Forum |3.47. f. “The results of the Use test shall be comparable with the Profit We think this refers to Principle 2.

and loss attribution described in Article 121. For a group internal
model this shall include the sources of profit and loss for solo
entities and on a consolidated basis.”

The intention of this sentence is not clear. It is unclear how the
result of the use-test and the profit & loss attribution can be
comparable. We would ask for clarification.

CEIOPS considers that the results
of the P&L attribution will feed
into the undertaking’s view of the
effectiveness of the internal
model structure, and hence its
future development. We have
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Comparison of ex ante results of an internal model with ex post P&L
attribution is part of the validation.

In our view, the use of the internal model shall be linked
proportionally to the major risks and, thus, there is a natural link to
P&L attribution.

amended the text.

145. |German 3.47. It is unclear how the result of the use-test and the profit & loss Please see our response to 144
Insurance attribution can be comparable.
f\SSOCIatIOI’I Comparison of ex ante results of an internal model with ex post P&L
Gesamtverb attribution is part of the validation.
and der D In our view, the use of the internal model shall be linked
proportionally to the major risks and, thus, there is a natural link to
P&L attribution.
146. Groupe 3.47. It is unclear how the use-test and the profit & loss attribution can Please see our response to 144
Consultatif be comparable. - This also refers to 3.106 f.
147. Munich RE 3.47. It is unclear how the use-test and the profit & loss attribution can Please see our response to 144
be comparable. In our view, the use of the internal model shall be
linked proportionally to the major risks and, thus, there is a natural
link to P&L attribution.
148. CEA, 3.48. The risk steering of the undertaking should be the starting point for | This is noted. We are considering
the use-test. If it is done from a group perspective then the group |giving more information about
ECO-SLV- ) . ) - : - .
09-451 P&L should be reviewed, if there are steering applications on a solo |review of group internal models in

level these should be reviewed on the solo level. It is important
that the proportionality principle is taken into account to
concentrate on the major risks.

the pre-application
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149, CRO Forum |3.48. The risk steering of the undertaking should be the starting point for | Please see our comment on 148
the use-test. If it is done from a group perspective then the group
P&L should be reviewed, if there are steering applications on a solo
level these should be reviewed on the solo level. It is important
that the proportionality principle is taken into account to
concentrate on the major risks.
150. German 3.48. The risk steering of the undertaking should be the starting point for | Please see our comment on 148
Insurance the use-test. If it is done from a group perspective then the group
Association P&L should be reviewed, if there are steering applications on a solo
- level these should be reviewed on the solo level. It is important
Gesamtverb that the proportionality principle is taken into account to
and der D concentrate on the major risks.
151. Groupe 3.48. The risk steering of the undertaking should be the starting point for | Please see our comment on 148
Consultatif the use-test. If it is done from a group perspective then the group
P&L should be reviewed, if there are steering applications on a solo
level these should be reviewed on the solo level. It is important
that the proportionality principle is taken into account to
concentrate on the major risks.
152. Munich RE 3.48. The risk steering of the undertaking should be the starting point for | Please see our comment on 148
the use-test. If it is done from a group perspective then the group
P&L should be reviewed, if there are steering applications on a solo
level these should be reviewed on the solo level. It is important
that the proportionality principle is taken into account to
concentrate on the major risks.
153. |AAS BALTA |3.49. Not clear that this table is actually very useful in practice. Noted. The table is for
information only.
154. |AB Lietuvos |3.49. Not clear that this table is actually very useful in practice. Please see our comment on 153
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155. CEA, 3.49. It is important that the proportionality principle is applied to not Please see our comment on 153
ECO-SLV- create excessive burden on undertakings.
09-451 The table shall, be interpreted as a list of examples, but not as
minimum requirement for the uses of the model.
Reconciliation between internal models outputs and internal and
external financial reporting may not be insightful in case that
reporting is not done on an economic basis.
Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start; the impacts of these decisions on the risk profile,
however, need to be assessed with the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of it extends from risk management to business
strategies.
156. CODAN 3.49. Not clear that this table is actually very useful in practice. Please see our comment on 153
Forsikring
A/S
(10529638),
Denmark
157. | CODAN 3.49. Not clear that this table is actually very useful in practice. Please see our comment on 153
Forsikring
(Branch
Norway)
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(991 502
491)

158. |CRO Forum |3.49. We assume that the P&L contribution should be compared to the CEIOPS considers that the P&L
SCR and not to changes in the SCR. This should not be part of attribution should give insight into
public reporting. So we propose to drop “and public” in the last the sources of profit and loss and
sentence. which risks give risk to the profit
It is important that the proportionality principle is applied to not and Ioss._ These profits and .

. . losses will directly affect the basic
create an excessive burden on undertakings. In cases where
L S . ; . N own funds and may affect the
substantial implications on the risk situation of an undertaking is -
: : assessment of the SCR if the
expected the internal model should be applied. L .
conclusion is that the internal
The table shall, thus, be interpreted as a list of examples, but not model is not structured
as minimum requirement for the uses of the model. effectively.
Also, please see our comments on
153
159. German 3.49. It is important that the proportionality principle is applied to not Please see our comments on 153.
Insurance create excessive burden on undertakings. Mainly in those cases
Association where substantial implications on the risk situation of the
- undertaking are expected the internal model should be applied.
Gesamtverb The table shall, be interpreted as a list of examples, but not as
and der D g !
minimum requirement for the uses of the model.
Reconciliation between internal models outputs and internal and Thank h ble i f
external financial reporting may not be insightful in case that /nank you = the table is a for
reporting is not done on an economic basis Information, and reflects some of
P g ' the uses CEIOPS has seen in
practice.
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Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start; the impacts of these decisions on the risk profile,
however, need to be assessed with the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of it extends from risk management to business

strategies.
160. Groupe 3.49. It should be emphasised that the listed uses are potential and not Please see our response to 159
Consultatif comprehensive.

It is important that the proportionality principle is applied so as not
to create an excessive burden on undertakings. The internal model
should be applied whenever the issue being considered is expected
to have significant implications for the risk exposure/profile of the
undertaking.

Reconciliation between internal model outputs and internal and
external financial reporting may not be insightful, and therefore
may be unnecessary, where that reporting is not done on an
economic basis.

Reconciliation between internal models and the implementation of
management actions: Many consider management actions/rules as
part of the internal model.

It is unclear in how far internal models should be used for product
development and pricing. This will mostly be covered by other
tools; internal models can however give additional input like the
cost of capital or give indications on impacts of setting up new price
structures.
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Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start. The impacts of these decisions on the risk profile,
however, need to be assessed using the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of extends from risk management to business
strategies.

The use regarding underwriting policies is unclear.

The content/scope of the reasonableness check mentioned is not
clear and should be either be explained in more detail or left out.

161. KPMG ELLP |3.49.

The use test requirements for an internal model with respect to the
calculation of technical provisions could be strengthened. The text
suggests that it is sufficient to perform a reconciliation between the
internal model and the technical provisions for the purposes of the
use test. We believe that there is an intrinsic link between the two
and therefore would suggest that a (re)insurance undertaking
should use the internal model for the purpose of calculating
technical provisions.

Thank you for this comment. We
refer you to section 5.3.2.2 in
CP56, where we discuss the link
between the internal model and
technical provisions.

Technical liabilities have to be
calculated in accordance with Art.
74-82 - Please see also CP 39. An
internal model may be approved
according to Art. 110-1 to
calculate the SCR but has to be
based on methods consistent with
those used to estimate the
technical liabilities (Art 119-2 and
please see section 5.3.2.2. of CP
56). Imposing the use of an
internal model for the calculation
of technical liabilities would not
be in line with the Level 1 text.
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162. Link4 3.49. Not clear that this table is actually very useful in practice. Please see our response to 153
Towarzystw
o}
Ubezpieczen
SA
163. Munich RE 3.49. It is important that the proportionality principle is applied to not Please see our response to 159
create excessive burden on undertakings. In cases where
substantial implications on the risk situation of an undertaking is
expected the internal model should be applied.
Reconciliation between internal models outputs and internal and
external financial reporting may not be insightful in case that
reporting is not done on an economic basis.
Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start; the impacts of these decisions on the risk profile,
however, need to be assessed with the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of extends from risk management to business
strategies.
164. RSA 3.49. Not clear that this table is actually very useful in practice. Please see our response to 153
Insurance
Group PLC
165. RSA 3.49. Not clear that this table is actually very useful in practice. Please see our response to 153
Insurance
Ireland Ltd
166. RSA - Sun 3.49. Not clear that this table is actually very useful in practice. Please see our response to 153
Insurance
Office Ltd.

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
58/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

CEIOPS-SEC-119-09

56/09
CP No. 56 - L2 Advice on Tests and Standards for Internal Model
Approval
167. SWEDEN: 3.49. Not clear that this table is actually very useful in practice. Please see our response to 153
Trygg-Hansa
Férsakrings
AB (516401-
7799)
168. CRO Forum |3.50. We suggest to change the introduction of this paragraph to; “The Thank you — we have made this
table below givens an indicative overview of possible uses of ....". change.
It is important that the proportionality principle is applied to not CEIOPS has applied the
create an excessive burden on undertakings. In cases where proportionality principle
substantial implications on the risk situation of an undertaking is throughout the paper, and may
expected the internal model should be applied. give more information on this in
Also for M&A not all data may be available pre-closing and thus Isz\;egirgrue'gag;seé tﬁls407, ;Leda:slgo
approximations need to be made when assessing an M&A with the P
internal model.
The table shall be interpreted as a list of examples, but not as
minimum requirement for the uses of the model.
169. German 3.50. It is important that the proportionality principle is applied to not Please see our response to 169
Insurance create excessive burden on undertakings. Mainly in those cases
Association where substantial implications on the risk situation of the
- undertaking are expected the internal model should be applied.
Gesamtverb
and der D
Also for M&A not all data may be available pre-closing and thus
approximations need to be made when assessing an M&A with the
internal model.
The table shall be interpreted as a list of examples, but not as
minimum requirement for the uses of the model.
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170. Groupe 3.50. It is important that the proportionality principle is applied to not Please see our response to 169
Consultatif create excessive burden on undertakings. The internal model
should be applied whenever the issue being considered is expected
to have significant implications for the risk exposure/profile of the
undertaking.
Also for M&A not all data may be available pre-closing and thus
approximations need to be made when assessing an M&A with the
internal model.
171. Institut des | 3.50. As undertakings might resort to paragraph 3.49 and 3.50 to The approach set out on 3.31 of
actuaires analyse the importance of specific uses mentioned in Annex A when | CP56 was used to develop our
designing their internal model and setting out the scope of the thinking on essential / good
internal model as part of their application for approval (see 3.97), practice / nice to have uses of an
could CEIOPS mention : internal model. This sets out how
- how was the distinction made between the uses listed in g:]% u3$e5%were split between 3.49
paragraph 3.49 and the ones listed in paragraph 3.50 ? U
- if paragraph 3.50 mention tasks considered by the CEIOP to The tables are for |nformat|on,_ as
; ! CEIOPS has concluded that a list-
be of second importance for the use test and for which reason ? - .
based approach is not suitable for
Example: why are IFRS market value (or fair value) evaluations not | assessment of compliance with
an indicator of conformity to the test? The funding is mentioned the Use test.
many times in articles 41 to 49 (article 43 - article 47).
Could CEIOPS specify what is the difference between the adequate
pricing mentioned in paragraph 3.50 and the pricing mentioned in
paragraph 3.49 (area “risk management system”)?
172. Confidential comment deleted.
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173. Munich RE 3.50. It is important that the proportionality principle is applied to not Please see our response to 159
create excessive burden on undertakings. In cases where
substantial implications on the risk situation of an undertaking is
expected the internal model should be applied.
Also for M&A not all data may be available pre-closing and thus
approximations need to be made when assessing an M&A with the
internal model.
174. |AAS BALTA |3.51. Agree with this comment. Use tables should not be used in the Thank you
guidance.
175. |AB Lietuvos |3.51. Agree with this comment. Use tables should not be used in the Thank you
draudimas guidance.
176. CODAN 3.51. Agree with this comment. Use tables should not be used in the Thank you
Forsikring guidance.22
A/S
(10529638),
Denmark
177. | CODAN 3.51. Agree with this comment. Use tables should not be used in the Thank you
Forsikring guidance.
(Branch
Norway)
(991 502
491)
178. European 3.51. We agree with this warning, which we think should be given more |Thank you. We will consider this.
Union prominence.
member
firms of
Deloitte
Touche To
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179. KPMG ELLP |3.51. We agree that a list based approach is not practical as it removes Thank you
the ability to apply the principle of proportionality.
Also applies to 3.58
180. Link4 3.51. Agree with this comment. Use tables should not be used in the Thank you
Towarzystw guidance.
o}
Ubezpieczen
SA
181. RSA 3.51. Agree with this comment. Use tables should not be used in the Thank you
Insurance guidance.
Group PLC
182. RSA 3.51. Agree with this comment. Use tables should not be used in the Thank you
Insurance guidance.
Ireland Ltd
183. RSA - Sun 3.51. Agree with this comment. Use tables should not be used in the Thank you
Insurance guidance.
Office Ltd.
184. SWEDEN: 3.51. Agree with this comment. Use tables should not be used in the Thank you
Trygg-Hansa guidance.
Férsakrings
AB (516401-
7799)
185. AAS BALTA |3.56. Agree with this statement Thank you
186. |AB Lietuvos |3.56. Agree with this statement Thank you
draudimas
187. CODAN 3.56. Agree with this statement Thank you
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Forsikring
A/S
(10529638),
Denmark

188.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.56.

Agree with this statement

Thank you

189.

European
Union
member
firms of
Deloitte
Touche To

3.56.

The requirement for “skin in the game” should be balanced by the

need to avoid over-reliance on sophisticated mathematical models.

Noted. We think this is made
clear thoughout the paper.

190.

Link4
Towarzystw
o]
Ubezpieczen
SA

3.56.

Agree with this statement

Thank you

191.

RSA
Insurance
Group PLC

3.56.

Agree with this statement

Thank you

192.

RSA
Insurance
Ireland Ltd

3.56.

Agree with this statement

Thank you

193.

RSA - Sun

3.56.

Agree with this statement

Thank you

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

63/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP- CEIOPS-SEC-119-09

56/09
CP No. 56 - L2 Advice on Tests and Standards for Internal Model
Approval
Insurance
Office Ltd.
194. SWEDEN: 3.56. Agree with this statement Thank you
Trygg-Hansa
Férsakrings
AB (516401-
7799)

195. KPMG ELLP |3.57. We agree that CEIOPS should not provide rules regarding the Thank you, this was our intention.
frequency of the calculation of economic capital. This should be at
management’s discretion. However, we believe that the frequency
of the calculation will be implicitly linked to the calculations
required to meet the requirement of the use test.

As the SCR forms part of the regulatory capital requirement, we
support a minimum frequency for its calculation (as set out in
Principle 7). We believe that it should not be possible to
demonstrate compliance with the use test if the undertaking does
not calculated the SCR on a regular basis.

Also applies to 3.84 and 3.117

196. |AAS BALTA |3.58. Agree with this statement Thank you

197. AB Lietuvos |3.58. Agree with this statement Thank you

draudimas

198. CODAN 3.58. Agree with this statement Thank you

Forsikring
A/S
(10529638),
Denmark
199. CODAN 3.58. Agree with this statement Thank you
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Forsikring
(Branch
Norway)
(991 502
491)
200. Link4 3.58. Agree with this statement Thank you
Towarzystw
o}
Ubezpieczen
SUPERVISO
RY
AUTHORITY
201. Llody’s 3.58. The example list of uses of internal models is very helpful. It Thank you, this reflects our
provides, at a high level, a case for the benefits of the internal intentions.
model to the wider business.
We agree with the conclusion that a list-based approach to
assessing compliance with the use test is unreasonable and that it
does not adequately allow for the principle of proportionality. As
such, we are strongly supportive of a principles-based approach for
the assessment of the use test.
202. RSA 3.58. Agree with this statement Thank you
Insurance
Group PLC
203. RSA 3.58. Agree with this statement Thank you
Insurance
Ireland Ltd
204. RSA - Sun 3.58. Agree with this statement Thank you
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Insurance
Office Ltd.

205. SWEDEN: 3.58. Agree with this statement Thank you
Trygg-Hansa
Férsakrings
AB (516401-

7799)

206. European 3.59. We welcome the adoption of a principles-based approach to assess |Thank you, we have noted this.
Union compliance with the use test. We are, however, concerned about We may be publishing level 3
member inconsistent treatment being applied across different territories. We | guidance on many aspects of
firms of also believe that the principles could be condensed as there internal model assessment and
Deloitte appears to be significant overlaps between some of the suggested |this will reduce inconsistencies.
Touche To principles, particularly with respect to risk management. We have reviewed the principles

are do not consider that the
number needs reducing.

207. KPMG ELLP |3.59. We agree that a principle based approach to assessing compliance |Thank you

with the use test is preferable to the other two options presented in
the text.

208. XL Capital 3.61. See comment at 3.13 Thank you
Ltd

209. CRO Forum |3.64. The principle should be extended by “to the extent that their Please see our comment on 47

responsibilities are concerned”. The detailed knowledge of all parts
of the model should not be required by all senior managers.

210. German 3.64. The principle should be extended by “to the extent that their Please see our comment on 47
Insurance responsibilities are concerned”. The detailed knowledge of all parts
Association of the model should not be required by all senior managers.

Gesamtverb
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and der D

211.

Groupe
Consultatif

3.64.

We suggest the following: Senior management, including the
administrative or management body, shall be able to demonstrate
general understanding of the internal model; each senior manager
should have detailed knowledge of the model within his or her area
of responsibility.

Asking each senior manager to have more than general knowledge
of the entire model does not seem realistic to us.

Please see our comment on 47.
We have reworded the discussion
of principle 1 to reflect some of
these points.

212.

KPMG ELLP

3.64.

The principle requires that senior management should be able to
demonstrate an understanding of the internal model. There is no
reference to materiality. We would have thought that it is not
possible for senior management to understand all the intricacies of
a complex model. Rather management should have an overall
awareness of the model structure, methodology and material
weaknesses. In addition, senior management should be able to
retain advice from a specialist on specific aspects of the model and
still be able to meet the principle that requires them to
demonstrate understanding of the internal model.

Also applies to 3.102

Please see comment on 211

213.

Munich RE

3.64.

The principle should be extended by “to the extent that their
responsibilities are concerned”. The detailed knowledge of all parts
of the model should not be required by all senior managers.

Please see comment on 211

214,

XL Capital
Ltd

3.64.

We believe that Principle 1 should be worded to clarify that the
expectation is for Senior Management as a body shall be able to
demonstrate understanding of the internal model, since Senior
Management is likely to comprise individuals with different areas of
specialist knowledge (e.g. actuarial / Risk Management /
Governance)

Please see comment on 211.
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215. Groupe 3.65. We believe that a deep understanding of the internal model should |Please see comment on 211

Consultatif primarily be required for the management which has responsibility

for the areas where the internal model is used.

216. XL Capital 3.65. We agree with CEIOPS expectation that “... outputs which have a Thank you

Ltd major impact on the risk profile of an undertaking will be discussed

with the risk-management function and that the results of this
discussion are reported to the senior management and can
therefore be seen in the minutes of the board meetings”

217. XL Capital 3.66. As in 3.64 we believe this should refer to the administrative or Please see comment on 211
Ltd management body as a whole.

218. DIMA 3.67. “Senior management ... shall be able to demonstrate understanding | Please see comment on 47
(Dublin of the internal model”.

International
Insurance &
Management

Elements that must be understood are listed on article 3.67. But
what does the word “understand” cover? It should be clarified that
understanding means at least: senior management has an available
and updated documentation on the subject and is able to explain to
the supervisors the main drivers of the subject.

The limits of the requirements for senior management should be
clarified especially when put close to article 9.8: “One would not
expect the Board of Directors or the senior management to be able
to understand all the details of the internal model.”

219. XL Capital 3.67. As in 3.64 we believe this should refer to the administrative or Please see comment on 211
Ltd management body as a whole.

220. Confidential comment deleted.

221. XL Capital 3.70. “management should not, for example, manipulate the internal CEIOPS is keen to emphasise this
Ltd model to get the results that they want” - Do CEIOPS really need point.
to say this? Are management not required to be fit, proper, and
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behave in an honest and ethical manner

222. Groupe 3.71. We believe that guidance is required on what level of detail (e.g. We are considering whether to
Consultatif the level of granularity) the internal model needs to fit the business | produce level 3 guidance on this
model. We believe that a principles based approach would indicate |issue.
this detail should be the level that is reasonable and proportionate
for the use of the model.
223. Confidential comment deleted.
224, XL Capital 3.71. It is difficult to see how the requirements of this paragraph CEIOPS intends the internal
Ltd (Principle 2: The internal model shall fit the business model” can be | model regime to reflect the reality
met in practice by a Group with entities both inside and outside of |of internal model usage in
the EEA and which is managed on a global basis with not all undertakings. We do not wish to
business decisions taken at individual entity level. If the internal impose modelling restrictions.
model is designed in alignment with the undertaking’s business We may be giving further
model, so that the output is useful in decision making - at the EEA | guidance on group internal
individual entity level, then in becomes difficult to prove models, including dealing with
consistency with the global group internal model. non-EEA entities, in level 3.
225. |AAS BALTA |3.72. b) It is not clear how producing output on every conceivable This comment links to principle 5.

accounting basis is actually useful in practice. It would be
preferable for the firm to specify how it intends to report results to
senior management and for this to support the approval process
rather than there being prescribed outputs from the model.
Clearly the model at outset should be able to be reconciled to
published accounts.

CEIOPS view is that when senior
management are making a
decision it is likely to base it on
an internal, economic view of the
possible outcomes. However, we
also acknowledge that senior
management are likely to want to
understand the effect on reported
figures, which will probably be on
a different basis or bases.
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We have amended the discussion
on principle 5 to make this clear.

226. AB Lietuvos |3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
draudimas accounting basis is actually useful in practice. It would be
preferable for the firm to specify how it intends to report results to
senior management and for this to support the approval process
rather than there being prescribed outputs from the model.
Clearly the model at outset should be able to be reconciled to
published accounts.
227. |Association |3.72. Para d) CEIOPS considers that reporting
of British . . “ should reflect the structure of the
This paragraph currently requires “the assessment of the : -
Insurers IS ’ . ) internal model. If the internal
contribution of each entity of the consolidated profit and loss, as model sis complex. then reportin
well as to the contribution to changes in the SCR and required and will be com Ies T’his is aft of 9
actual economic capital ... which will also form part of supervisory - complex. > part
. o . . - . the principle of proportionality as
and public reporting”. According to the mentioned Article 121 this set out in our previous advice to
should be done by major business units and risk categories. This our p
. . the Commission.
reporting could be extremely detailed.
Further, it is difficult to trace back changes in the capital once the
diversification benefit is applied at group level.
Finally, public reporting at this granular level would reveal
competitive information (detailed risk and reward by business units We recoanise this difficulty. but
and risk type). Everything should rather be subject to the are conc?erned that divers%fcation
proportionality principle and the undertaking should only disclose effects can be large and hence
the principal components proportionate to nature and scale of risks. } 9 i
have a major effect on capital
requirements.
228. CODAN 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
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Forsikring accounting basis is actually useful in practice. It would be
A/S preferable for the firm to specify how it intends to report results to
(10529638), senior management and for this to support the approval process
Denmark rather than there being prescribed outputs from the model.

Clearly the model at outset should be able to be reconciled to

published accounts.

229. CODAN 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
Forsikring accounting basis is actually useful in practice. It would be
(Branch preferable for the firm to specify how it intends to report results to
Norway) senior management and for this to support the approval process
(991 502 rather than there being prescribed outputs from the model.

491) Clearly the model at outset should be able to be reconciled to

published accounts.

230. CRO Forum |3.72. b.: The internal model should not be required to cover all Please see comment on 225 and
accounting regimes. Such a requirement is not in line with the level | 158
1 text. Moreover, it is questionable what insight will be gained from
comparisons. The prevailing view for solvency purposes should be
the economic view (Solvency II valuation basis). If at all,
reconciliations at an aggregate level should suffice.
f.: We assume that the P&L contribution should be compared to the
SCR and not to changes in the SCR. This should not be part of
public reporting. Thus, drop “and public” in the last sentence.

231. German 3.72. b.: The internal model should not be required to cover all Please see comment on 225 and
Insurance accounting regimes. Such a requirement is not in line with the level | 158
Association 1 text. Moreover, it is questionable what insight will be gained from
- comparisons. The prevailing view for solvency purposes should be
Gesamtverb the economic view (Solvency II valuation basis). If at all,
and der D reconciliations at an aggregate level should suffice.
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f.: We assume that the P&L contribution should be compared to the
SCR and not to changes in the SCR. This should not be part of
public reporting. Thus, drop “and public” in the last sentence.

232. Groupe 3.72. b) the internal model should not be required to cover all accounting | Please see comment on 225.
Consultatif regimes. It is questionable what insight will be gained from
comparisons. The prevailing view for solvency purposes should be
the economic view. If at all, reconciliations at an aggregate level
should suffice. - This also refers to 3.77, 3.106b, 3.112.

d) We believe that only changes in the business model fundamental
to the use of the internal model should require a change of the
internal model. The examples given are fundamental if these are
material for the entity, but there could be other changes that are
minor and not relevant for the model. This requirement should be
followed in accordance with a principles based approach taking into
account the proportionality.

We have amended the paper.
Thank you for this comment.

233. Legal & 3.72. We feel principle 3 would benefit from the following addition in Noted
General order to make it more effective.
Group “The internal model shall cover sufficient material risks to make it
useful for risk management and decision-making”
234. Link4 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
Towarzystw accounting basis is actually useful in practice. It would be
o] preferable for the firm to specify how it intends to report results to
Ubezpieczen senior management and for this to support the approval process
SA rather than there being prescribed outputs from the model.

Clearly the model at outset should be able to be reconciled to

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)
72/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP- CEIOPS-SEC-119-09

56/09
CP No. 56 - L2 Advice on Tests and Standards for Internal Model
Approval
published accounts.
235. Munich RE 3.72. b.: the internal model not be required to cover all accounting Please see comment on 225 and
regimes. It is questionable what insight will be gained from 158

comparisons. The prevailing view for solvency purposes should be
the economic view. If at all, reconciliations at an aggregate level
should be done.

f.: we assume that the P&L contribution should be compared to the
SCR and not to changes in the SCR.

236. RSA 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
Insurance accounting basis is actually useful in practice. It would be
Group PLC preferable for the firm to specify how it intends to report results to

senior management and for this to support the approval process
rather than there being prescribed outputs from the model.
Clearly the model at outset should be able to be reconciled to
published accounts.

237. RSA 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
Insurance accounting basis is actually useful in practice. It would be
Ireland Ltd preferable for the firm to specify how it intends to report results to

senior management and for this to support the approval process
rather than there being prescribed outputs from the model.
Clearly the model at outset should be able to be reconciled to
published accounts.

238. RSA - Sun 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225
Insurance accounting basis is actually useful in practice. It would be
Office Ltd. preferable for the firm to specify how it intends to report results to

senior management and for this to support the approval process
rather than there being prescribed outputs from the model.
Clearly the model at outset should be able to be reconciled to
published accounts.
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239. SWEDEN: 3.72. b) It is not clear how producing output on every conceivable Please see comment on 225

Trygg-Hansa accounting basis is actually useful in practice. It would be
Foérsakrings preferable for the firm to specify how it intends to report results to
AB (516401- senior management and for this to support the approval process
7799) rather than there being prescribed outputs from the model.

Clearly the model at outset should be able to be reconciled to

published accounts.

240. Confidential comment deleted.

241. AAS BALTA |3.76. The words “at each point” make this point unachievable. There are | CEIOPS recognises this problem,
diversification effects throughout the model not just when different |but is concerned about being able
sub models are added together. to assess the extent of

diversification effects. From the
internal models we have seen to
date, there is a wide variety of
approaches to modelling and
hence to estimating diversification
effects. Some approaches
effectively hide the effects, and
we are keen to ensure that
undertakings are fully aware of
where the effects arise and how
big they are.

242, AB Lietuvos |3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241

draudimas diversification effects throughout the model not just when different
sub models are added together.
243, CODAN 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Forsikring diversification effects throughout the model not just when different
A/S sub models are added together.
(10529638),
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Denmark
244, CODAN 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Forsikring diversification effects throughout the model not just when different
(Branch sub models are added together.
Norway)
(991 502
491)
245. Confidential comment deleted.
246. Groupe 3.76. (1) In an internal model there are diversification effects at many Please see our response to 241
Consultatif levels, for instance between individual risks, between LoBs, regions,
etc. It does not seem feasible or useful to quantify the
diversification at all these levels. Furthermore, some undertakings
allocate capital and diversification benefits between risks and
business lines but others do not. We do not think that it is the role
of CEIOPS to mandate a particular method of running the business.
(2) We agree that responsibilities should be clear but would like to | We agree.
stress that the allocation should also be done consistently
throughout all levels, which suggests a coordinated approach.
- These two points also refer to 3.110.
247. Link4 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Towarzystw diversification effects throughout the model not just when different
o] sub models are added together.
Ubezpieczen
SA
248. Llody’s 3.76. Diversification effects in the internal model begin with the second Please see our response to 241.
policy on the liability side and with the second bond on the asset In addition, we are keen that
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side. With this in mind, it is unrealistic to expect clear responsibility
for quantifying and allocating such benefits “at each point” where
they occur.

Presumably, the text is intended for situations where diversification
is modelled explicitly, through dependency relationships, rather
than implicitly, within the parameterisation of a business unit, asset
class, etc. This should be clarified.

undertakings also understand the
effect of modelling diversification
implicitly, due to the effect this
can have on the resulting
required capital numbers.

249. RSA 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Insurance diversification effects throughout the model not just when different
Group PLC sub models are added together.
250. RSA 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Insurance diversification effects throughout the model not just when different
Ireland Ltd sub models are added together.
251. RSA - Sun 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Insurance diversification effects throughout the model not just when different
Office Ltd. sub models are added together.
252. SWEDEN: 3.76. The words “at each point” make this point unachievable. There are |Please see our response to 241
Trygg-Hansa diversification effects throughout the model not just when different
Férsakrings sub models are added together.
AB (516401-
7799)
253. |AAS BALTA |3.77. Strongly disagree with this statement. Producing results on several | We have made this paragraph
accounting bases does not necessary help the decision making clearer. Please see our comment
process. to 225
254. | AB Lietuvos |3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
draudimas accounting bases does not necessary help the decision making

process.
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255. | CODAN 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Forsikring accounting bases does not necessary help the decision making
A/S process.
(10529638),
Denmark
256. CODAN 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Forsikring accounting bases does not necessary help the decision making
(Branch process.
Norway)
(991 502
491)
257. CRO Forum |3.77. The internal model should not be required to cover all accounting Please see our comment on 253
regimes. The prevailing view for solvency purposes should be the
economic view. Reconciliations at an aggregate level should suffice.
258. Dutch 3.77. It is our opinion that the importance of the accounting method is Please see our comment on 253
Actuarial overstated here. The internal method is used effectively if (among
Society - other) it enables/ supports the (re-) insurance undertaking in its
Actuarieel decision making process based on consistent economic valuation.
Genootscha Decisions made by management should not be dependent on the
p( relevant accounting basis.
259. German 3.77. The internal model should not be required to cover all accounting Please see our comment on 253
Insurance regimes. It is questionable what insight will be gained from
Association comparisons. The prevailing view for solvency purposes should be
- the economic view. If at all, reconciliations at an aggregate level
Gesamtverb should suffice.
and der D
8.
260. Groupe 3.77. The internal model as defined for Solvency II should not be Please see our comment on 253
Consultatif required to cover different accounting systems. However,
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significant inconsistencies in the data used should be avoided.

261. Link4 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Towarzystw accounting bases does not necessary help the decision making
o} process.
Ubezpieczen
SA
262. Confidential comment deleted.
263. Munich RE 3.77. The internal model not be required to cover all accounting regimes. |Please see our comment on 253
It is questionable what insight will be gained from comparisons. The
prevailing view for solvency purposes should be the economic view.
If at all, reconciliations at an aggregate level should suffice.
264. RSA 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Insurance accounting bases does not necessary help the decision making
Group PLC process.
265. RSA 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Insurance accounting bases does not necessary help the decision making
Ireland Ltd process.
266. RSA - Sun 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253
Insurance accounting bases does not necessary help the decision making
Office Ltd. process.
267. |SWEDEN: 3.77. Strongly disagree with this statement. Producing results on several | Please see our comment on 253

Trygg-Hansa
Forsakrings
AB (516401-
7799)

accounting bases does not necessary help the decision making
process.
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268.

German
Insurance
Association
Gesamtverb
and der D

3.79.

In case of groups the use test should be aligned with the way
groups are managed. Thus, the use test at solo level may consist in
an application of (parts of) the group model and not in a full-
fledged application of the solo model (e.g. for pricing purposes).

9.

Thank you, we may be
considering this in more detail at
level 3.

269.

Llody’s

3.79.

The reference to “"The Use test should always attach at least at the
level at which risk strategy and risk management are defined.” for
group and entity level is an important feature of the test. The
decision making and risk strategy often resides in “management
groupings” rather than legal entity groupings and as such the
applicability/implication of the use test to follow along similar lines
is important.

However, there should be greater clarity that this should not impact
the SCR calculations at a group or solo entity level.

Please see comment on 268

270.

Munich RE

3.79.

In case of groups the use test should be aligned with the way
groups are managed. Thus, the use test at solo level may consist in
an application of (parts of) the group model and not in a full-
fledged application of the solo model (e.g. for pricing purposes).

Please see comment on 268

271.

Groupe
Consultatif

3.81.

This paragraph should not be taken to presume that the expected
profit and loss is the sole or even necessarily primary decision-
making or performance metric (this is particularly true for
mutuals). A broader set of risk-return metrics could be taken into
account.

Thank you, we have noted this

272.

Llody’s

3.83.

It would be useful if CEIOPS could clarify whether this refers to
each individual on the management body, or to the management
body collectively.

Please see our comment on 47

273.

KPMG ELLP

3.84.

The principle seems to imply that a full run of the internal model is

This refers to principle 7. We use
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necessary whenever there is a key strategic decision. This could be
as frequently as monthly. We are unclear as to whether this was
intended and rather factors such as the materiality of the decision
and full run of the model versus approximated updates should be
considered.

Also applies to 3.117

the word “significant” to highlight
that a full run is needed when
there are significant changes
arising from a variety of causes.

274. Llody’s 3.85. Principle 7 could be shortened to: “"The SCR shall be calculated at Noted.
least annually and, additionally, when there is a significant change
to the undertaking’s risk profile or to the model’s methodology,
assumptions or data inputs”.

The additional detail is adequately addressed in the subsequent
expansionary paragraphs.

275. KPMG ELLP |3.86. We believe that the parameters and data input to the internal This is covered in the chapter on
model should be updated at least as frequently as the required the statistical quality standards.
annual SCR based on a full run.

276. XL Capital 3.89. We believe it may be difficult to do a full run of the internal model CEIOPS recognises this point, but

Ltd “where risk drivers are changing rapidly and the effect on output is |is of the opinion that this is the
hence uncertain”. We would welcome a more flexible approach in point where the internal model
this respect. will add most value to the

undertaking’s decision-making
and so it should be updated
frequently. It also reflects the
spirit of Article 102.

277. European 3.90. Non-life insurance business is of an annual nature and so are the Thank you. We have expanded

Union model structure and assumptions; precise modelling for the text.

member intermediate calculation dates requires more modelling effort. As

firms of such, calculations on a more frequent basis than annually seems to

Deloitte be a challenging requirement. We suggest that this paragraph
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Touche To should mention that supervisor’s decision to request full run
calculation on a more frequent basis be justified by specific or
marketwide circumstances.

278. Groupe 3.90. Transparency about the criteria used by supervisors to demand Please see our comment on 277
Consultatif extra full runs is needed.

279. Confidential comment deleted.

280. Association |3.91. See comments under 3.118 Please see our comments on 521
of British
Insurers

281. CRO Forum |3.91. CROF welcomes CEIOPS comments on proportionality and believes | Thank you.

that the preceding paragraphs on the use of approximations are
applicable for this quarterly recalculation of the SCR for use in
determination of SCR, for example replicating portfolios or other
estimation methods

The MCR should is to be calculated quarterly, as it is linked to SCR,
therefore the SCR needs to be calculated quarterly as well. (This is
also discussed in response for advice on ‘Calculating the MCR’ -
CP55)

282. European 3.91. This means quarterly calculation of the SCR. We believe this implies | We are clear that this should be
Union an important workload on firms using an internal model, which on a sufficiently sophisticated
member should be checked against proportionality principles. basis.
g;r}:)sittocz The wording of this paragraph appears to be prescriptive (“shall We have added this to the blue
Touche To apply a quarterly calculation that is sufficiently sophisticated to box.

produce the quarterly SCR”). Therefore, it would seem appropriate
to include this paragraph in the “blue box” advice from a
consistency point of view.
283. | Groupe 3.91. Reliable approximations should be allowed for the quarterly We would appreciate your input
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Consultatif recalculation of the SCR. into how we should assess a
“sufficiently sophisticated”
calculation.

284. Institut des |3.91. This requires a quaterly calculation for the SCR, and approximation |Agreed
actuaires should be allowed, as the complete calculation should be time Thank for thi helpful
consuming. We suggest to write it explicitly : ank you for this very helptu
suggestion
“CEIOPS is aware that the MCR must be calculated quaterly and We have made this change:
that the proposed methodology requires a link to the SCR. This ’
requires a quaterly calculation for the SCR. Under the principle of “CEIOPS is aware that the MCR
proportionality (see CEIOPS advice on Proportionality), must be calculated quaterly and
undertakings using an internal model shall apply a quaterly that the proposed methodology
calculation that is sufficiently sophisticated to produce the quaterly |requires a link to the SCR. This
SCR. However this doesn’t assume necessarily a full model run, and | requires a quaterly calculation for
approximations may be allowed” the SCR. Under the principle of
proportionality (see CEIOPS
advice on Proportionality),
undertakings using an internal
model shall apply a quaterly
calculation that is sufficiently
sophisticated to produce the
quaterly SCR( Please see CEIOPS
Advice on the Calculation of the
MCR).
285. Llody’s 3.91. We believe that the reference at the end of this paragraph to “the No, it's the SCR. This is then
quarterly SCR” should be to “the quarterly MCR". used to work out the MCR
corridor.
286. Confidential comment deleted.
287. RBS 3.91. There seems to be slight contradiction in the wording of this Please see our comment on 283
Insurance paragraph which implies a quarterly calculation of a “sufficiently
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material change.

sophisticated” SCR, and principle 7 which is saying an annual
calculation would be acceptable. A bit more clarity on what
“sufficiently sophisticated” would be helpful. We believe the
requirements on simplifications in CP55 are suitable - that a
recalculation is only required in modules where there has been a

288. Llody’s 3.95. The reference in this paragraph to “"CEIOPS Consultation Paper Thank you!! Well spotted.
3311"” should be to CP 33.

289. German 3.96. Delete the last two sentences. Thank you but we do not consider
Insurance this change appropriate.
Association
Gesamtverb
and der D

290. Groupe 3.96. We believe that more emphasis should be given to the Thank you. We assume you
Consultatif communication of the results to the management. mean that management will

require tailored communication to
enable them to understand the
internal model output? We have
amended the paper to reflect this.

291. CEA, 3.97. (Use test - Example uses) Please see our response to 42
ECO-SLV-

09-451

List of possible uses should be seen as indicative.

Annex A provides a list of possible uses. It should be made clear
that those are best-practise examples rather than binding
requirements. Therefore companies should not be required to
match the list with their applications of the internal model.
Furthermore, many of the listed uses will not be implemented
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straight away, but will evolve over time.

Clarify that the list of uses is best-practise and that many of these
will probably evolve over time.

The proportionality principle should be taken into account.

292. German 3.97. (Use test — Example uses) Please see our response to 42
Insurance
Association
- List of possible uses should be seen as indicative.
Gesamtverb
and der D

Annex A provides a list of possible uses. It should be made clear
that those are best-practise examples rather than binding
requirements. Therefore companies should not be required to
match the list with their applications of the internal model.
Furthermore, many of the listed uses will not be implemented
straight away, but will evolve over time.

Clarify that the list of uses is best-practise and that many of these
will probably evolve over time.

The proportionality principle should be taken into account.
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293. | Groupe 3.97. We agree that it needs to be made clear that the list of uses is Please see our response to 42
Consultatif indicative only and it will not be used by the supervisory authority
as a check list for the use test. Also, Annex A should either be
matched to the final version of 3.49 or 3.97 should simply refer to
3.49 instead of Annex A. — This also refers to 3.107
294, AAS BALTA |3.100. The foundation principle should specify that pressure to improve Thank you - we have amended
the model comes from outside of the model build team. the text in 3.14 etc.
295. |AB Lietuvos |3.100. The foundation principle should specify that pressure to improve Please see our response to 294
draudimas the model comes from outside of the model build team.
296. |Association |[3.100. We welcome the principles based approach taken by CEIOPS. Thank you.
?f British We would interpret the list of uses provided as general guidance Please see our response to 42
nsurers o - : i .
and not as binding requirements as this would not fit all companies
(particularly for companies whose parent is outside the EU) and as
the use test is an evolving test that will require flexibility when
being implemented (as was seen when Basel II was applied). The
list of uses should therefore be seen as an illustration of best
practice.
297. Confidential comment deleted.
298. CEA, 3.100. Ceiops indicates that undertakings may use different ways to show |CEIOPS recognises that
compliance with the 9 principles set. undertaking will implement
ECO-SLV- internal models in different ways
09-451 The CEA would like to know how the expression “different ways” Y

should be understood.

We also recommend, to specify explicitly what is not a part of the
use test, e.qg.:

O The management strategy.

to reflect their business model
and the uses they make of the
internal model. For this reason,
we do not wish to be prescriptive
in the way undertakings should
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O In case of partial internal modelling those parts of the model
which are identical to the standard formula.

Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start; the impacts of these decisions on the risk profile,
however, need to be assessed with the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of it extends from risk management to business
strategies.

demonstrate compliance. We
consider that undertakings should
think carefully about how they
use their internal model and how
they will demonstrate this to the
supervisory authority.

For partial internal models, our
CP on this will answer the point.

We recognise that internal models
are used to quantify risks in
undertakings and so could be
regarded solely as a risk
management tool. However,
CEIOPS’ aim for Solvency 2
internal models is to bring
together risk management and
decision-making, including
strategic decision-making. We
consider that the internal model
framework will give useful
insights into these decisions.

CEIOPS is also considering level 3
guidance for supervisors on how
to assess this, and we have
referred to this in the advice.

299. CODAN 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Forsikring the model comes from outside of the model build team.
A/S
(10529638),
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Denmark
300. CODAN 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Forsikring the model comes from outside of the model build team.
(Branch
Norway)
(991 502
491)
301. Dutch 3.100. CEIOPS states in 3.100 that undertakings may use different ways Please see our response to 298
Actuarial to show compliance with use test. Is there any convergence to
Society - widely accepted and used risk-management criteria/ performance
Actuarieel indicators for non-life insurers (RAROC/ Economic Value Added/
Genootscha Economic Profit Value New Business)? Shall these be part of the
p( level 3 guidelines?
302. EMB 3.100. We welcome the principles based approach to the use test, and the |Please see our response to 206
Consultancy recognition that fulfilling the requirements implied by these will
LLP necessarily be a different journey for different undertakings.
There are significant overlaps between many of the principles and
perhaps a fewer number of these might help to make them more
memorable and easier to communicate.
303. FFSA 3.100. CEIOPS says that undertakings may use different ways to show Please see our response to 298
compliance with the 9 principles set.
FFSA wants to know how the expression “different way” could be
understood.
304. German 3.100. CEIOPS indicates that undertakings may use different ways to show | Please see our response to 298
Insurance compliance with the 9 principles set. and 206
Association

The GDV would like to know how the expression “different ways”
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Gesamtverb
and der D

should be understood.

We support a principle based approach. However, some of the nine
principles are overlapping.

We also recommend, to specify explicitly what is not a part of the
use test, e.qg.

O the management strategy

O in case of partial internal modelling those parts of the model
which are identical to the standard formula

Strategic decision making may also be triggered by peer group
analysis or other tools and thus does not require the internal model
at the start; the impacts of these decisions on the risk profile,
however, need to be assessed with the internal model. There is a
danger that business decisions in general are tested by the use-test
and thus the scope of it extends from risk management to business
strategies.

For partial internal models, our
CP on this will answer the point.

We recognise that internal models
are used to quantify risks in
undertakings and so could be
regarded solely as a risk
management tool. However,
CEIOPS’ aim for Solvency 2
internal models is to bring
together risk management and
decision-making, including
strategic decision-making. We
consider that the internal model
framework will give useful
insights into these decisions. As
of the hughe importance of
strategic decisions and the overall
responsibility of management
CEIOPS expects that the results
of the internal model shall be
used within the decision making
process.
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CEIOPS is also considering level 3
guidance for supervisors on how
to assess this, and we have
referred to this in the advice.

305. Link4 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Towarzystw the model comes from outside of the model build team.
o}
Ubezpieczen
SUPERVISO
RY
AUTHORITY
306. Pricewaterho | 3.100. The proposed principles based approach is very sensible as any Thank you, we have noted this.
useCoopers prescriptive, list-based, approach would fail to capture the reality of
LLP usage in the wide range of insurers across the EU. The exposition of
the areas where usage might be expected is however extremely
helpful. We note that in 3.59 CEIOPS suggest further Level 3 text.
Depending on the eventual status of CEIOPS level 3 text thus could
yet become a requirement and care should be taken not to reverse
the Level 2 advice to go for a principles based approach.
307. RBS 3.100. We agree with the principles based approach to assessing Thank you
Insurance compliance with the Use test.
308. RSA 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Insurance the model comes from outside of the model build team.
Group PLC
3009. RSA 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
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Ireland Ltd
310. RSA - Sun 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Insurance the model comes from outside of the model build team.
Office Ltd.
311. SWEDEN: 3.100. The foundation principle should specify that pressure to improve Please see our response to 294
Trygg-Hansa the model comes from outside of the model build team.
Férsakrings
AB (516401-
7799)
312. XL Capital 3.100. We welcome the principles based approach that CEIOPS propose for | Thank you
Ltd assessing compliance with the Internal Model Use test.
313. AAS BALTA |[3.101. Agree Thank you
314. |AB Lietuvos |3.101. Agree Thank you
draudimas
315. Association |3.101. Foundation principle Thank you. We will take account
IO;SI?JrrIErssh Monitoring the accuracy of the internal model is clearly a desirable of this in the validation section.
feature. However, Sub point b implies the need for internal
processes to highlight when the accuracy of the internal model falls.
Practically such a requirement will be very difficult to implement as
it may only be known retrospectively. A more effective requirement
would be that internal processes need to setup to monitor the
accuracy of the internal model and take action if there is evidence
that it is declining significantly.
316. CODAN 3.101. Agree Thank you
Forsikring
A/S
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(10529638),
Denmark
317. CODAN 3.101. Agree Thank you
Forsikring
(Branch
Norway)
(991 502
491)
318. CRO Forum |3.101. c. “The undertaking lacks a process for improving the internal Thank you for this helpful
model; and” comment. We have amended the
In our view evaluation of the model on a regular basis is necessary. |text to reflect this.
However, this may show that the model is still appropriate and
improvement is not possible or needed. Therefore we suggest
replacing “improving” by “(SWISS RE) “"monitoring appropriateness
of ™.
319. EMB 3.101. The foundation principle appears sound and well thought out. Please see our response to 294.

Consultancy
LLP

However, we would suggest that the phrase “pressure to improve”
is perhaps too open as it does not specify from whom this may
come and what the pressure may be;; arguably there is always
likely to be some pressure from somewhere so the question is
whether this results in action. We would offer “'a clear business
case to improve” as an alternative.

Our understanding is that the use test requirements are intended to
be applied to the internal model as used in the day to day
business;; the model that would be used as appropriate to produce
the ORSA. We support this position. However, we understand that
the rest of the model approval standards concern the scope of the
SCR calculation and feel that this should be pointed clearly.

We do not understand the
requirements thus. As far as
CEIOPS is concerned, the
requirements apply to the internal
model as a whole.
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320. FFSA 3.101. Rewriting of section a. CEIOPS says that one example of non- Thank you, this is a very helpful
compliance with the Use test is that “the internal outputs are suggestion and we have
calculated solely with little or no internal incentive for ensuring the |incorporated it.
quality of those outputs”.
FFSA suggests rewriting this sentence with “the internal outputs are
calculated with little or no internal incentive for ensuring the quality
of those outputs”, since what is targeted here is to exclude cases
where there is an evident absence of incentive for quality
improvement.
Remark on section b. CEIOPS says that an example of non- Thznk.ITou, W.g havcra] ncr)]ted this
compliance for Use test is a deterioration in the accuracy and will consider w ether we
. . ) A should produce guidance on these
robustness or timeliness of the internal model outputs, which is terms
unlikely to be picked up by the undertaking’s internal processes. ’
FFSA thinks that criteria for the term “accuracy”, “robustness” and
“timeliness” has to be precised. In particular, to what extent and
granularity of outputs these criteria apply?
321. Groupe 3.101. c. We believe that it would be enough to regularly evaluate the Please see our comment on 318
Consultatif model but, depending on the need or proportionality, the
improvement would not need to be automatically implemented.
d. How would the supervisor assess whether or not the results are We may consider this In more
e " : . - . detail in our level 3 guidance.
artificially low”, especially if the model takes into account risk
mitigation techniques in an appropriate way?
To be able to be used as a check, the ORSA process needs to be
specified in more detail.
322. Legal & 3.101. Monitoring the accuracy of the internal model is clearly a desirable |Please see our comments on 318
General feature.
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Group
Sub point b:
However, Sub point b implies the need for internal processes to
highlight when the accuracy of the internal model falls. Practically
such a requirement will be very difficult to implement as it may
only be known retrospectively. A more effective requirement
would be that internal processes need to be setup to monitor the
accuracy of the internal model and take action if there is evidence
that it is declining significantly.
323. Link4 3.101. Agree Thank you
Towarzystw
o}
Ubezpieczen
SA
324. RSA 3.101. Agree Thank you
Insurance
Group PLC
325. RSA 3.101. Agree Thank you
Insurance
Ireland Ltd
326. RSA - Sun 3.101. Agree Thank you
Insurance
Office Ltd.
327. SWEDEN: 3.101. Agree Thank you

Trygg-Hansa
Forsakrings
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AB (516401-
7799)
328. |AAS BALTA [3.102. Sensible Principle Thank you
3209. AB Lietuvos |3.102. Sensible Principle Thank you
draudimas
330. CEA, 3.102. Ceiops defines in Principle 1 the ability of senior management, A very good point. We have
including the administrative or management body, to be able to amended the text to reflect this.
ECO-SLV- - .
demonstrate understanding of the internal model.
09-451
We have amended principle 1.
The CEA believes that the term “Senior management” has to be
precise, with a link to section 4 on Internal model governance.
331. CODAN 3.102. Sensible Principle Thank you
Forsikring
A/S
(10529638),
Denmark
332. CODAN 3.102. Sensible Principle Thank you
Forsikring
(Branch
Norway)
(991 502
491)
333. FFSA 3.102. CEIOPS defines in Principle 1 the ability of senior management, Please see our response to 330
including the administrative or management body, to be able to
demonstrate understanding of the internal model.
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FFSA believes that the term “Senior management” as to be
précised, with a link to section 4 on Internal model governance
displayed in the current CP56, since senior management here is
“administrative or management body” and “risk management
function”, as displayed in §4.10.

334. German 3.102. CEIOPS defines in Principle 1 the ability of senior management, Please see our response to 330
Insurance including the administrative or management body, to be able to
Association demonstrate understanding of the internal model.

Gesamtverb
and der D The GDV believes that the term “Senior management” has to be
precise, with a link to section 4 on Internal model governance.

335. Investment |3.102. Principle 1. Many firms will be discouraged by the technical skills We have had very little similar
& Life they will have to acquire and demonstrate. feedback and do not propose to
Assurance amend this. Principle 1 reflects
Group the lessons we have learned from
(ILAG) the financial crisis.

336. Link4 3.102. Sensible Principle Thank you
Towarzystw
o}

Ubezpieczen
SA

337. RSA 3.102. Sensible Principle Thank you

Insurance
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Group PLC
338. RSA 3.102. Sensible Principle Thank you
Insurance
Ireland Ltd
339. RSA - Sun 3.102. Sensible Principle Thank you
Insurance
Office Ltd.
340. SWEDEN: 3.102. Sensible Principle Thank you
Trygg-Hansa
Férsakrings
AB (516401-
7799)
341. XL Capital 3.102. We feel it would be helpful to provide more detail regarding the Please see our answer to 47
Ltd level at which senior management (as a body or individually?) shall
demonstrate their understanding of the internal model.
We also believe that their level of understanding should be
commensurate to their needs.
342. Association |3.103. Principle 1 CEIOPS considers that each
of British We believe this requirement needs to be proportionate to the level member of the administrative or
Insurers management body shall have an

of knowledge which is expected from Senior management,
depending on the role of the member concerned.

We would imagine it to be a collective and appropriate
understanding from Senior management as a whole, as was stated
in CEIOPS CP33 on System of Governance, rather than an
individual responsibility of Board members.

overall understanding of the
internal model. CEIOPS considers
that this understanding may be
gained from training provided by
the undertaking. Each member
of the senior management shall
have an overall understanding of
the internal model as well as a
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detailed understanding in the
areas where they use the internal
model.

343. Confidential comment deleted.

344, CEA, 3.103. (Use test - Principle 1: Understanding of senior mgmt) Please see our answer to 47 and
ECO-SLV- 342
09-451

The administrative and management bodies are expected to
demonstrate a partially profound understanding of the internal
model structure, dynamics and inputs.

More guidance should be given of the requirement to demonstrate
understanding of the internal model. Top level management (e.g.
CEO) should not have to understand the structure and / or details
of the internal model. Rather this responsibility should be given to
suitably qualified and mandated senior managers who should
understand the drivers of the models relevant for their decisions, as
well as the limitations of the model outputs for different decisions.
The profound understanding of the model structure, dynamics and
inputs (e.g. diversification benefits) should be delegated further to
qualified staff. However, administrative and management bodies
need to ensure that the delegated tasks and processes are working
properly, so that they can take final responsibility for the results
and decisions based upon those results. Every senior manager and
Board member should at least be responsible for the model
applications within his/ her own area of responsibility.

Clarify that the profound understanding of the internal model can
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be delegated as long as the top level management ensures that the
delegated tasks and processes are well functioning, so that they are
able to take responsibility for the results and decisions based upon
them.

345.

CRO Forum

3.103.

“... The administrative or management body of the undertaking
shall demonstrate where the outputs of the internal model are used
in decision-making.”

We would like to have further clarification on the practical
implications of ‘demonstrate”. Should this be read as; should fully
understand?

Please see our answer to 47 and
342

346.

EMB
Consultancy
LLP

3.103.

Principle 1 reinforces the need for the use of the model to be driven
from the top of the organisation down, which we support. The
wording only specifies that understanding need be demonstrated
and we would argue that in fact this could be tightened to say that
management (that is, the decision makers in the business who use
the internal model) should collectively be able to demonstrate a
thorough understanding of the internal model.

We agree with the wording “inform decision making” and are keen
to see that undertakings understand that they are not to blindly use
internal model outputs, rather to use them as an extra informant to
decision making, and to question these outputs as they would any
other piece of information they are using to inform an important
decision.

Please see our answer to 47 and
342

347.

German
Insurance
Association

3.103.

(Use test - Principle 1: Understanding of senior mgmt)

Please see our answer to 47 and
342
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Gesamtverb
and der D

The administrative and management bodies are expected to
demonstrate a partially profound understanding of the internal
model structure, dynamics and inputs.

More guidance should be given of the requirement to demonstrate
understanding of the internal model. Top level management (e.g.
CEO) should not have to understand the structure and / or details
of the internal model. Rather this responsibility should be given to
suitably qualified and mandated senior managers who should
understand the drivers of the models relevant for their decisions, as
well as the limitations of the model outputs for different decisions.
The profound understanding of the model structure, dynamics and
inputs (e.g. diversification benefits) should be delegated further to
qualified staff. However, administrative and management bodies
need to ensure that the delegated tasks and processes are working
properly, so that they can take final responsibility for the results
and decisions based upon those results. Every senior manager and
Board member should at least be responsible for the model
applications within his/ her own area of responsibility.

Clarify that the profound understanding of the internal model can
be delegated as long as the top level management ensures that the
delegated tasks and processes are well functioning, so that they are
able to take responsibility for the results and decisions based upon
them.

348.

International
Underwriting
Association

3.103.

We seek clarification that the senior management’s “understanding”
of the internal model, should not necessarily be in-depth techical
understanding - and instead relate to the scope, capabilities and

Please see our answer to 47 and

342
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of London

limitations of the internal model, and how it fits in with the
business. They should be able to make the necessary strategic
decisions from their knowledge, but without all necessarily having
an in-depth technical knowledge. In fact, senior management will
likely have differing levels of knowledge based upon their expertise.
For example, although Chief Risk Officers might be able to have the
requisite technical understanding, it not be practical for other board
members to have such in-depth understanding. For this reason, we
would appreciate clarity on whether “understanding” relates to
individuals within @ management function, or the collective of
indivuals forming the body of senior management.

349.

Llody’s

3.103.

We question how the management body would “demonstrate
understanding” in practice. It is realistic to require that this
information is communicated to the management body in such a
way as to give them the opportunity to adequately understand the
material points, and to rely on the “fit and proper” requirements to
ensure that they take the necessary steps to ensure that they do
understand it. Actually “"demonstrating” such understanding will be
impractical.

Please see our answer to 47 and
342

350.

Pearl Group
Limited

3.103.

Principle 1

We believe this requirement needs to be proportionate to the level
of knowledge which is expected from Senior management,
depending on the role of the member concerned.

We would imagine it to be a collective and appropriate
understanding from Senior management as a whole, as was stated
in CEIOPS CP33 on System of Governance, rather than an

Please see our answer to 47 and
342
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individual responsibility of Board members.

In fact we believe that all references to Senior management
responsibility should be a requirements on the group and not apply
to each member individually.

351. RBS 3.103. For principle 1 we would recommend the wording changes to Please see our answer to 47 and
Insurance “demonstrate a collective and appropriate understanding of the 342
internal model”. This is more proportionate to the different levels of
senior management that are in place.
352. |AAS BALTA |3.104. This list is too prescriptive. Alternative wording suggestion: We do not agree that the list is
The administrative or management body shall demonstrate that prescr|pt|_ve. CEI.OPS considers
. that this is the minimum level of
they understand the internal model. . .
understanding required, based on
the lessons we have learned from
the financial crisis. We consider
that undertakings will, in fact,
require their administrative or
management body to have more
knowledge of the internal model
than in the list.
353. AB Lietuvos |3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
draudimas The administrative or management body shall demonstrate that
they understand the internal model.
354, Association |3.104. These requirements to demonstrate the Board understands the Please see our answer to 47 and
of British model will need to be reasonably interpreted. 342
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Insurers
355. Confidential comment deleted.
356. CEA, 3.104. DITTO Please see our answer to 47 and
ECO-SLV- 342
09-451
357. CODAN 3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
Z(;gSlkrmg The administrative or management body shall demonstrate that
(10529638), they understand the internal model.
Denmark
358. CODAN 3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
Forsikring The administrative or management body shall demonstrate that
(Branch .
they understand the internal model.
Norway)
(991 502
491)
359. CRO Forum |[3.104. Our interpretation administrative or management body is consistent | Please see our answer to 47 and

with that described in advice on ‘system of governance’ (CP 33).”

It is important to recognize that the level of detailed knowledge in
relation to an internal model in practice will need to differ between
different hierarchical levels depending on where which decisions are
made.

“The administrative and management body shall demonstrate that
they understand the internal model, including:

a. the structure of the internal model an how this fits with their
business model and risk-management framework;

342

Thank you for these comments -
we have amended the text to

reflect them. For a., we consider
that this is included in the section
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b. the logic behind the model;
c. the dynamics of the model;

d. the limitations of the internal model and that these limitations
are taken account of in decision-making;

g. the scope of the internal model and the risks covered by the
internal model, as well as those not covered.”

a. In our view management should understand the structure of the
internal model and how it fits with their business model. In addition
we would add that management should make sure that a robust
internal framework is in place so that reliance can be placed on the
outcomes of the internal model.

b. We propose to clarify the meaning of the word “logic” by
changing it to "model methodology”

c. The meaning of the word “dynamics” should be clarified here.
Does this only relate to risk drivers and their interdependencies “.

d. We propose to change “taken account of in” to “taken into
account in”

g. We propose to replace “the scope of the internal model” by “the
scope and purpose of the internal model”.

on internal model governance.

360.

EMB
Consultancy
LLP

3.104.

We agree that most of the points set out should form areas in
which management need to demonstrate understanding, and as
mentioned above we feel that collectively management should be
able to demonstrate thorough understanding.

For point f) we would suggest that just understanding

Thank you, we have noted these
points and will take them into
account in developing level 3
guidance.
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diversification effects is not enough and that an understanding of
the dependency throughout the risk profile is what is required.

Point g) highlights the importance of the scope of the model and we
feel that this is an area that will be challenging for undertakings:
both those that have had models for many years now, as well as
those that are currently putting new capabilities in place in advance
of Solvency II.

361. European 3.104. The expression “the dynamics of the model” is not clear; we Please see response to 359
Union suggest CEIOPS clarifies the meaning of this term.
member
firms of
Deloitte
Touche To
362. FFSA 3.104. CEIOPS presents here the knowledge of the internal model senior Please see our answer to 47 and
management shall demonstrate. 342
FFSA believes that the top management should not have to
understand the structure and/or details of the internal model.
Rather this responsibility should be given to suitably qualified and
mandated senior managers. Top level management needs to know
and to understand the impact of decisions on the internal model
outputs.
363. German 3.104. DITTO Please see our answer to 47 and
Insurance 342
Association
Gesamtverb
and der D
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364.

Groupe
Consultatif

3.104.

“The administrative or management body shall demonstrate that
they understand the internal model, including:”

We would suggest rephrasing as:

“The administrative or management body shall demonstrate that it
understands relevant aspects of the internal model covering its
area of responsibility, including:”

b. It needs to be clear that the responsibility is limited to knowing
the logic behind the parts used.

d & e.: We do not see a reason for having both d. and e. The scope
in e. is already covered by d. We suggest deleting e.

More guidance would be useful as to what is meant by ‘dynamics of
the model’.

Please see our answer to 47 and
342, and 359

365.

Institut des
actuaires

3.104.

Point d. and point e. are redundant, we suggest to merge them into
one paragraph.

It would be useful that CEIOPS specify the kind of approach that it
recommends in order for managers to demonstrate that they
understand the internal model.

Please see our answer to 47 and
342

366.

Legal &
General
Group

3.104.

Sub point c:

It is not clear what the management body would be expected to
understand in terms of the “"dynamics of the model”. It would be
helpful to further clarify this e.g. does it mean the sensitivity of the
model to key assumptions?

Please see 359

367.

Link4
Towarzystw

3.104.

This list is too prescriptive. Alternative wording suggestion:

The administrative or management body shall demonstrate that

Please see our comments on 352
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o
Ubezpieczen
SA

they understand the internal model.

368.

Llody’s

3.104.

Senior management should understand the limitations of the model
and ensure that these limitations are taken into account in
decision-making.

The understanding of the limitations of the model for decision-
making by senior management is an area which should be
encouraged.

Thank you

369.

Confidential comment deleted.

370.

Pearl Group
Limited

3.104.

These requirements to demonstrate the Board understands the
model will need to be reasonably interpreted.

Noted

371.

RBS
Insurance

3.104.

We believe point (f) would be very difficult to achieve in practice at
the level stated, we would recommend that the wording changes to
“in which areas within the undertaking/group diversification effects
arise”

Please see our comment on 241

372.

ROAM -

3.104.

CEIOPS presents here the knowledge of the internal model senior
management shall demonstrate.

ROAM believes that the top management should not have to
understand the structure and/or details of the internal model.
Rather this responsibility should be given to suitably qualified and
mandated senior managers. Top level management needs to know
and to understand the impact of decisions on the internal model
outputs.

Please see our answer to 47 and
342, and 352 and 359

373.

RSA
Insurance

3.104.

This list is too prescriptive. Alternative wording suggestion:

Please see our comments on 352
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Group PLC The administrative or management body shall demonstrate that
they understand the internal model.

374. RSA 3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
Insurance The administrative or management body shall demonstrate that
Ireland Ltd :

they understand the internal model.

375. RSA - Sun 3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
Ins_urance The administrative or management body shall demonstrate that
Office Ltd. .

they understand the internal model.

376. SWEDEN: 3.104. This list is too prescriptive. Alternative wording suggestion: Please see our comments on 352
Ttygg—l-!ansa The administrative or management body shall demonstrate that
Forsakrings they understand the internal model
AB (516401- Y .

7799)

377. Confidential comment deleted.

378. |Association |3.105. It is unlikely that Senior management will attempt to “manipulate CEIOPS agrees with this point,
of British the internal model” as it will be subject to full fit and proper but still considers it is worth
Insurers requirements. We would also imagine firms to determine levels of emphasising the potential

responsibility and accountability for the internal model as part of problem.
their overall governance arrangements.
379. CEA, 3.105. DITTO Please see our comment on 378.
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ECO-SLV-
09-451

Agreed. However, it should be acknowledged that the sensitivity
testing of different model inputs and their effects on the results is
the basis for most model uses. This should therefore not be
interpreted as manipulation.

Furthermore, we believe that the paragraph should be re-written:
"3.105 the undertaking shall not manipulate the internal model in
order to obtain outputs that do not appropriately reflects its risk
profile.”

Thank you - we have made this
change.

380.

CRO Forum

3.105.

“The administrative body shall not manipulate the internal model in
order to obtain outputs that do not appropriately reflect their risk
profile”

We propose to add: “and shall document material underlying
assumptions and consecutive changes over time.”

We agree with the point made,
but consider that this is covered
appropriately in the
documentation standards.

381.

EMB
Consultancy
LLP

3.105.

This takes quite a negative standpoint. Though clear large-scale
manipulation is obviously to be discouraged and should be
detectible we feel this would be more difficult in more likely cases
where it may occur on a small scale. We would suggest that more
positively asserting that “*management should be able to
demonstrate that outputs appropriately reflect their risk profile”
would be better.

Please see our response to 378

382.

FFSA

3.105.

CEIOPS says that the administrative or management body shall not
manipulate the internal model in order to obtain outputs that do
not appropriately reflects their risk profile.

FFSA thinks that the paragraph has to be rewritten has “3.105 the
undertaking shall not manipulate the internal model in order to

Please see our response to 378

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

108/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

56/09

CP No. 56 - L2 Advice on Tests and Standards for Internal Model

Approval

CEIOPS-SEC-119-09

obtain outputs that do not appropriately reflects its risk profile.”

383. Confidential comment deleted.
384. German 3.105. DITTO Please see our comment on 378.
’Ib\nssslé?gtcign Agreed. However, it should be acknowledged that the sensitivity
~ testing of different model inputs and their effects on the results is
the basis for most model uses. This should therefore not be
Gesamtverb ; ) ;
interpreted as manipulation.
and der D
Furthermore, we believe that the paragraph should be re-written: Thank you — we have made this
"3.105 the undertaking shall not manipulate the internal model in change.
order to obtain outputs that do not appropriately reflects its risk
profile.”
385. Llody’s 3.105. It would be clearer if the phrase “their risk profile” were altered to |We have amended the paragraph
“the undertaking’s risk profile” so that the paragraph would read
“The administrative or management body shall not manipulate the
internal model in order to obtain outputs that do not appropriately
reflect the undertaking’s risk profile.”
386. Pearl Group |3.105. Please see our comment on 378.
Limited

It is unlikely that Senior management will attempt to "manipulate
the internal model” as it will be subject to full fit and proper
requirements.
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We would also imagine firms to determine levels of responsibility
and accountability for the internal model as part of their overall
governance arrangements.

387. XL Capital 3.105. See comment on para 3.70 And please see our comment
Ltd

388. |AAS BALTA |3.106. Sensible Principle Thank you

389. |AB Lietuvos |3.106. Sensible Principle Thank you
draudimas

390. |Association |3.106. Principle 2 CEIOPS is considering providing
of British We believe this should be applied in a flexible manner. If this more |nformat|o_n abo_ut group
Insurers internal models in guidance to be

requirement was applied too strictly, it would be particularly
challenging and onerous in the context of a group where there
might be differences in business models between the group and the
solo levels. In particular, there should different possible ways to
implement bullet points e), f) and g) in para 3.106. What is most
important here is to ensure there is no inconsistency in methods
rather than imposing identical approaches throughout the
organisation.

Therefore we believe that, for the purpose of principle 2, principle 5
and para 4.52, groups should be to fulfil the requirements at
business unit level, cluster of entities, or even product groups, in
accordance with the way the business is actually run, and not
necessarily at solo legal entity level.

Sub point e)

provided for level 3.
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The proposal that granularity of the capital allocation should reflect
the undertakings risk management system and its business model
is helpful. Although, this does assume that there is a degree of
flexibility in the approach. It is not clear how “consumption of
regulatory capital” fits in with this decision. We would welcome
further clarification.

391. Confidential comment deleted.

392. CEA, 3.106. (Use test - Principle 2: Fit with business model)
ECO-SLV-
09-451

“Fit for purpose” rather than “fit with business model”

Rather than being “fit with the business model”, the focus here
should be “fit for purpose” for the different uses. This seems a
much more relevant criteria and it would make some of the listed
aspects less narrow. Obviously, if there are material changes in the
business model, the internal model would need to reflect those in
order to support decisions in an appropriate manner (fit for
purpose).

Shift focus to “fit for purpose” which would also result in less
narrow specification of this principle.

Furthermore, we propose the following changes to the text:

O b.: The internal model outputs should not be required to
reconcile with reporting which do not follow a Solvency II valuation
basis. Such a requirement is not in line with the level 1 text.
Moreover, it is questionable what insight will be gained from this
comparison.

CEIOPS considers that the key
point in principle 2 is that the
internal model should reflect the
undertaking’s business model.
Our rationale is that the internal
model will not reflect the risk
profile of the undertaking unless
the business model is embedded
in the internal model.

In terms of the proposed
changes:

b) please see our answer to 225

d) we consider that this is implicit
in the current wording, given the
process set out in CP37
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O “d. the internal model shall be changed within a reasonable
period to reflect changes in the business model”.

O f. Second sentence: “... include the major sources of profit
and losses”. See also our comments to section 7.

O g.: Replace “entities and material lines of business” by
“entities or material lines of business”.

f) We have amended f in line
with changes to the P&L
attribution.

g) We prefer our original wording

393.

CODAN
Forsikring
A/S
(10529638),
Denmark

3.106.

Sensible Principle

Thank you

394.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.106.

Sensible Principle

Thank you

395.

CRO Forum

3.106.

b. “reconciliation between the outputs of the internal model and
internal and external financial reporting”

Where we welcome a high-level reconciliation of the internal model
and internal / external financial reports it is important to clarify that
this will not be required for all reporting types such as Embedded
value. Moreover, we would also welcome a concept of
proportionality where these reconciliations are performed at
business unit level as opposed to line of business or entity level.

For example, principle 2 could be unduly onerous if applied too

Please see our comment on 225
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rigidly. Although *consistency’ and ‘ability to reconcile’ are key
requirements, some scope should be allowed for flexibility in the
other aspects provided these key requirements are not
compromised.

f. “The results of the Use test shall be comparable with the Profit
and loss attribution described in Article 121. For a group internal
model this shall include the sources of profit and loss for solo
entities and on a consolidated basis.”

The intention of this sentence is not clear. We would ask for
clarification.

g. "The internal model shall at least be able to produce results
between entities and material business lines and have overall
capital results split by material risks to assist in risk-management
activities. The granularity of the internal-model output shall reflect
the insurance and reinsurance undertaking’s decision making
processes.”

We agree that the granularity of the internal model output shall
reflect the insurance and reinsurance undertaking’s decision making
processes. We propose to start the bullet point with this sentence.
It should not be required to have the model output at entity level
(especially outside EEA), as the first sentence suggests. We
propose to replace “entities and material business lines” by “entities
or material business lines”

CEIOPS may be giving more
detail on group internal models in
level 3 guidance on internal
model assessment.

CEIOPS is satisfied that the
current wording reflects our view.

396.

EMB
Consultancy
LLP

3.106.

Principle 2 appears sound and will serve to make sure that
undertakings are not using inflexible “off the peg” solutions.
Interestingly, it does implicitly question the very existence of the
standard formula approach under Solvency II.

The aspects mentioned raise some interesting questions. We agree
with the sentiments but would point out that some of these could

Thank you
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be taxing depending on how closely the design of the model has to
“align”.

397. FFSA 3.106. CEIOPS write down the criterion for the internal to fit the business | CEIOPS may be publishing
model. guidance on this at level 3.
FFSA suggests to rewrite the sentence “d. the internal model shall | We prefer our original wording
be changed to reflect changes in the business model” to “d. the
internal model shall be changed within a reasonable period to
reflect changes in the business model”
Moreover, FFSA thinks that in point f. a proportionality principle CEIOPS considers that
shall be used to keep the profit and loss attribution process simple |assessment of group internal
and understandable, especially at group level. FFSA moreover models should reflect the
restates (as done in answer to CP 60 on Group Solvency structure of the group and the
Assessment) that it would prefer accounting scope and supervisory |internal model.
scope to be as close as possible. If that was not the case, the profit
and loss attribution might be complicated to do.
398. German 3.106. (Use test - Principle 2: Fit with business model) Please see our response to 392
Insurance and 395
Association
- “Fit for purpose” rather than “fit with business model”
Gesamtverb Rather than being “fit with the business model”, the focus here
and der D

should be “fit for purpose” for the different uses. This seems a
much more relevant criteria and it would make some of the listed
aspects less narrow. Obviously, if there are material changes in the
business model, the internal model would need to reflect those in
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order to support decisions in an appropriate manner (fit for
purpose).

Shift focus to “fit for purpose” which would also result in less
narrow specification of this principle.

Furthermore, we propose the following changes to the text:

- b.: The internal model outputs should not be required to reconcile
with reportings which do not follow a Solvency II valuation basis
and might be non-uniform itself. Such a requirement is not in line
with the level 1 text. Moreover, it is questionable what insight will
be gained from this comparison.

- “d. the internal model shall be changed within a reasonable period
to reflect changes in the business model”

- f. Second sentence: “... include the major sources of profit and
losses”. See also our comments to section 7.

- g.: Replace “entities and material lines of business” by “entities or
material lines of business”.

399. Groupe 3.106. See our comments on 3.71 and 3.72 And see our responses
Consultatif

400. Institut des |3.106. Point e. and point g. (the granularity of capital allocation and model
actuaires results has to correspond to the processes of decision taking,

information about consuming required capital) may be very
restricting according to the detail level that is considered. We
suggest that more details of what is required are given.

CEIOPS is considering producing
level 3 guidance on these areas.
Your comments will be very
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Point f is very demanding. It can be very complex depending on the
used accounting principles.

We believe a group P&L analysis shall be considered as done when
every business unit already made a P&L analysis.

helpdul.

401. Legal & 3.106. Sub point e: CEIOPS is of the view that
General The proposal that granularity of the capital allocation should reflect undertakm_gs shoulc_j understand
Group the undertakin ik t " d its busi del the key drivers of risk capital and
_ gs risk management system and its business mode how these change Furthermore
is helpful. However, this does assume that there is a degree of every decision has got an
flexibility in the approach. It is not clear how “consumption of :
regulatory capital” fits in with this decision influence on the solvency
) required capital. The SCR has to
be calculated at least annually. So
it is important that a decision
taker has got the impact of his
decision on the SCR also in mind.
402. Link4 3.106. Sensible Principle Thank you
Towarzystw
o}
Ubezpieczen
SA
403. Llody’s 3.106. i) Subpara a: suggest this be rewritten as follows - "The These are really helpful drafting

methods used to calculate the probability distribution forecast
underlying the internal model shall be consistent with the methods
used to calculate technical provisions”;

(i) Subpara b: suggest this be rewritten as follows - “The
outputs of the internal model shall reconcilie with internal and
external [financial] reporting”;

suggestions, that we have
included.
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(iii) Subpara e:
* it may be clearer if the word “include” in the third line

were replaced with the phrase “the internal model shall enable the
provision of”, so that the first sentence of this subparagraph would
read - “The capital-allocation approach and the granularity of
allocation shall reflect the undertaking’s risk-management system
and its business model, and the internal model shall enable the
provision of information on the consumption of regulatory capital”;

We do not agree here, however.
It is important that the decision
taker also takes the impact on the
SCR in his decision making
process into account.

* the second sentence - i.e. “"The granularity shall
especially correspond to the level of decision-making processes
within the undertaking” - presumably relates to the comments in
para 3.72e about a group internal model, where it is said that
“CEIOPS also expects that required and actual economic capital will
be allocated as a minimum between subsidiaries and related
undertakings”. If so, it would be clearer to amend the second
sentence of para 3.106e to read “For a group internal model, the
granularity shall extend at least as between subsidiaries and related
undertakings”. If not, some clarification of the meaning of the
statement that “The granularity shall especially correspond to the
level of decision-making processes within the undertaking” would

be helpful; We propose to give more

guidance on group internal

(iv) Subpara f: suggest this be rewritten as follows - "The models and on the use test.
results of the Use test shall enable the undertaking to satisfy the
requirements of Article 121 concerning profit and loss attribution
and, in the case of a group internal model, enable the sources of
profit and loss for solo entities and on a consolidated basis to be
reviewed”.
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Please see our comment on 144 -
we have amended the advice to
reflect our comment.

404.

Pearl Group
Limited

3.106.

We believe this should be applied in a flexible manner. If this
requirement was applied too strictly, it would be particularly
challenging and onerous in the context of a group where there
might be differences in business models between the group and the
solo levels. In particular, there should different possible ways to
implement bullet points e), f) and g) in para 3.106. What is most
important here is to ensure there is no inconsistency in methods
rather than imposing identical approaches throughout the
organisation.

Therefore we believe that, for the purpose of principle 2, principle 5
and para 4.52, groups should be to fulfil the requirements at
business unit level, cluster of entities, or even product groups, in
accordance with the way the business is actually run, and not
necessarily at solo legal entity level

Please see our response to 390

405.

Pricewaterho
useCoopers
LLP

3.106.

The requirement to produce results split by material lines of
business is not necessarily onerous of itself. However, depending
on how diversification and possibly risks such as operational risk
are apportioned, the result could differ from one insurer to another.
It should not be part of the Use Test that such allocation is part of
Use - as this may legitimately be not applicable (applies to point g).

CEIOPS would emphasise the link
with the Statistical Quality
Standards and the requirement
for the internal model to rank
risk. We interpret this as
involving capital allocation. We
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do understand that results will
differ depending on the capital
allocation method, but regard this
as a key part of model use.

406. RSA 3.106. Sensible Principle Thank you
Insurance
Group PLC
407. RSA 3.106. Sensible Principle Thank you
Insurance
Ireland Ltd
408. RSA - Sun 3.106. Sensible Principle Thank you
Insurance
Office Ltd.
4009. SWEDEN: 3.106. Sensible Principle Thank you
Trygg-Hansa
Forsakrings
AB (516401-
7799)
410. XL Capital 3.106. See comment on para 3.71 And please see our response
Ltd
411. |AAS BALTA |[3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
The total content is sensible but it could easily be covered by one
principle.
412. AB Lietuvos |3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
draudimas The total content is sensible but it could easily be covered by one
principle.
413. Association [3.107. Principles 3 and 4 Please see our comment on 40
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?;SBurr':rssh We believe these two principles to be very closely related and it
might therefore be helpful to group them under one single
principle.
Otherwise, we feel principle 3 would benefit from the following
addition in order to make it more effective. “The internal model
shall cover sufficient material risks to make it useful for risk
management and decision-making”.
414. Confidential comment deleted.
415, CEA, 3.107. (Use test - Principle 3: Cover sufficient risks for uses) Please see our comment on 40
ECO-SLV-
09-451 _— . . i i
Principle 3 in the current format seems obsolete since it provides no
additional guidance on the actual risks to be covered (further than
specified in article 101 of the Level 1 text as well as 5.221 ff).
Principle 3 is not clear, and should either be clarified or deleted, The requ.|remen_ts for the SCR are
. . L . . covered in Section 4 of the
together with the two articles following it. While obviously an - . .
. ) Framework Directive, Article 101.
internal model should cover the full spectrum of risks, and should . .
. A This applies to the standard
be sufficiently granular to support decisions about the management .
i 2 . S formula as well as the internal
of risks, the minimum scope of the internal model is given by the o .
structure of the standard formula model. However, prln_C|pIe 3 aims
) to reflect CEIOPS' desire to
ensure that the internal model is
- . indeed used in the undertaking.
Delete principle 3 and this paragraph. Undertakings should ensure tha
the scope of the internal model
covers sufficient uses to satisfy
principle 3.
416. CODAN 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Forsikring The total content is sensible but it could easily be covered by one
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A/S principle.
(10529638),
Denmark
417. CODAN 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Forsikring The total content is sensible but it could easily be covered by one
(Branch principle.
Norway)
(991 502
491)
418. CRO Forum |3.107. We welcome CEIOPS’ decision to include example uses, and not an |Thank you, this reflects our
exhaustive list, outside the implementing measure in Annex A intention
We consider principle 3 to be reasonable. The list of uses (Annex A)
should be proposed as general guidance and indicative of best
practice.
419, EMB 3.107. Principle 3 seems reasonable. Thank you.
Elc_JF?sultancy We would suggest “'sufficient material risks” rather than “'sufficient
risks”
Capital allocation is mentioned as a requirement but no purpose is . L . .
. . U . . : . Capital allocation is mentioned in
given, nor is any indication given as to what level in the entity, line
. ; . L - the level 1 text. We are
of business or risk type structure this allocation is required. S L .
considering giving more guidance
at level 3.
420. FFSA 3.107. CEIOPS refers to Annex A and §3.50 on a list of possible uses for This reflects our intention.

the allowance of the Use test.

FFSA thinks that no allowance to any list has to be done, and that
the list given has to be clearly and definitively stated as an
example, with no coercion possibility.
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421.

German
Insurance
Association
Gesamtverb
and der D

3.107.

(Use test - Principle 3: Cover sufficient risks for uses)

Principle 3 in the current format seems obsolete since it provides no
additional guidance on the actual risks to be covered (further than
specified in article 101 of the Level 1 text as well as 5.221 ff).

Principle 3 is not clear, and should either be clarified or deleted,
together with the two articles following it. While obviously an
internal model should cover the full spectrum of risks, and should
be sufficiently granular to support decisions about the management
of risks, the minimum scope of the internal model is given by the
structure of the standard formula.

Delete principle 3 and this paragraph.

Please see our comment on 415

422.

KPMG ELLP

3.107.

In principle 3 the guidance refers to the list of possible uses of the
model which is very extensive yet the discussion in the text
suggests that CEIOPS do not want to go for a list approach. We
would welcome clarification on this issue.

While the examples given are useful to illustrate how this may work
in practice, we believe it is important that these do not become
prescriptive and assessment of the Use Test remains principles
based and proportionate.

The reference to Annex A states
clearly that these are example
uses. CEIOPS’ advice clearly
states that we do not consider a
list based approach to assessing
compliance to be appropriate.

423.

Link4
Towarzystw
o]

3.107.

Is there really a need to have separate principles for 3,4,5 & 8.
The total content is sensible but it could easily be covered by one
principle.

Please see our comment on 40

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

122/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

56/09

CP No. 56 - L2 Advice on Tests and Standards for Internal Model

Approval

CEIOPS-SEC-119-09

Ubezpieczen
SA

424, ROAM - 3.107. CEIOPS refers to Annex A and §3.50 on a list of possible uses for Please see our comment on 420
the allowance of the Use test.
ROAM thinks that no allowance to any list has to be done, and that
the list given has to be clearly and definitively stated as an
example, with no coercion possibility.
425, RSA 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Insurance The total content is sensible but it could easily be covered by one
Group PLC principle.
426. RSA 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Insurance The total content is sensible but it could easily be covered by one
Ireland Ltd principle.
427. RSA - Sun 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Insurance The total content is sensible but it could easily be covered by one
Office Ltd. principle.
428. SWEDEN: 3.107. Is there really a need to have separate principles for 3,4,5 & 8. Please see our comment on 40
Trygg-Hansa The total content is sensible but it could easily be covered by one
Férsakrings principle.
AB (516401-
7799)
429, CEA, 3.108. DITTO Please see our comments above
ECO-SLV-
09-451
430. EMB 3.108. We agree with the idea but in practice judging what should be Thank you we will consider this
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Consultancy
LLP

deemed “significant” will be difficult. The principle of
proportionality should be applied. We would also like to see some
emphasis on the fact that undertakings will use their model in the
ORSA context rather than the SCR context.

on our work on the PIM paper.

The principle of proportionality is
a general principle which applies
to undertakings which use
internal models as well as to
undertakings which do use the
standard formula. So there is no
need to explicitely focus here on
the principle of proportionality.

431. German 3.108. DITTO Please see our comments above
Insurance
Association
Gesamtverb
and der D
432. Institut des |3.108. Concerning paragraph 3.108, could CEIOPS specify what it is Thank you. Our aim is to ensure
actuaires aiming for ? Is it the fact that the internal model will be able to that there is just one modelling
provide information allowing a better calculation of the SCR in order | framework which is used to
to gain approval? calculate the regulatory
requirements as well as it is used
within the decision making
process. This was one major
aspect from the lessons learned
from the crisis.
433. Pearl Group |3.108. Principles 3 and 4 Please see our comment on 40
Limited

We believe these two principles to be very closely related and it
might therefore be helpful to group them under one single
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principle.

434, Association |3.109. Point c) We would highlight that risk limits alone will not be used to | We do not understand what is
of British formulate risk limits, other considerations will be taken into account | being referred to here.
Insurers in this respect.

The draft refers to ‘risk limits’ twice but it seems that for the
second occurrence, it should refer to risk appetite?

435. Confidential comment deleted.

436. CRO Forum |[3.109. We consider principle 4 to be reasonable. Thank you

437. EMB 3.109. We support the principle that the internal model should be Thank you.

Consultancy integrated with risk management.
LLP . . .
Wg would take the list glven_to be some examples gf the kinds of CEIOPS expects that if
evidence of model use in a risk management capacity that . .
. - : . undertakings are using the
undertakings may record on an occasional basis. Ongoing ; -
4 f internal model they will be able to
demonstration of these points would be onerous. X
demonstrate this.
In b) we would suggest that risk management should be focusing
not just on diversification effects, but dependency in a more
general context including accumulation of risk and tail dependence. |These are good points and we
have amended the text.
438. FFSA 3.109. CEIOPS says that undertaking shall demonstrate that the internal Good point, thank you. We have

model is used in the risk management system in areas that may
include [...] a. the quantifications of risks and risk ranking, including
the diversification effects produced by the internal model.

FFSA does not understand how the internal model could produce
diversification effects by itself. FFSA suggests rewriting point a. as
follows: “the quantifications of risks and risk ranking, including the

amended the text.
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diversification effects derived from studies conducted with the
internal model.”

439.

Llody’s

3.109.

It would be clearer if the first two lines of this paragraph were
rewritten as follows - “Undertakings shall demonstrate that the
internal model is used in the risk-management system. Uses of the
model that will assist in demonstrating that this is the case
include:”, and if the word “that” were inserted at the beginning of
subparas a, b andc.

Thank you - we have amended
the text

440.

Pearl Group
Limited

3.109.

¢) We would highlight that risk limits alone will not be used to
formulate risk limits, other considerations will be taken into account
in this respect.

The draft refers to ‘risk limits’ twice but it seems that for the
second occurrence, it should refer to risk appetite?

Please see our comment on 434

441.

AAS BALTA

3.110.

The words “at each point” should be replaced. Diversification
effects happen everywhere in an internal model. It would not be
possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”

It would be sensible to have a paragraph that ensured that key
diversification effects are explained.

Should replace by

“The diversification inherent in the internal model should be well
understood by the undertaking”

Please see our comment on 241
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442. |AB Lietuvos |[3.110. The words “at each point” should be replaced. Diversification Please see our comment on 241
draudimas effects happen everywhere in an internal model. It would not be
possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”
It would be sensible to have a paragraph that ensured that key
diversification effects are explained.
Should replace by
“The diversification inherent in the internal model should be well
understood by the undertaking”
443, Association |3.110. ‘At each point in the internal model..”. We believe this is too specific | Please see our comment on 241
of British and would suggest as an alternative: ‘where diversification effects
Insurers occur in the internal model...”. We believe this requirement is
disproportionate and would be impossible to implement in practice.
In extremis, it could require the assessment of diversification
effects at individual policy level.’
444. Confidential comment deleted.
445, CEA, 3.110. We believe that this is excessive. Please see our comment on 241
ECO-SLV- Delete: “and allocating any diversification benefits”.
09-451
446. CODAN 3.110. The words “at each point” should be replaced. Diversification Please see our comment on 241
Forsikring effects happen everywhere in an internal model. It would not be
A/S possible to quantify them all. It is also not clear what is meant by
(10529638), “allocating any diversification benefits”
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Denmark It would be sensible to have a paragraph that ensured that key
diversification effects are explained.
Should replace by
“The diversification inherent in the internal model should be well
understood by the undertaking”
447, CODAN 3.110. The words “at each point” should be replaced. Diversification Please see our comment on 241
Forsikring effects happen everywhere in an internal model. It would not be
(Branch possible to quantify them all. It is also not clear what is meant by
Norway) “allocating any diversification benefits”
(991 502 It would be sensible to have a paragraph that ensured that key
491) . i -
diversification effects are explained.
Should replace by
“The diversification inherent in the internal model should be well
understood by the undertaking”
448. CRO Forum |3.110. “At each point in the internal model where diversification effects Please see our comment on 241

occur, there shall be clear responsibility in the undertaking for
quantifying and allocating any diversification benefits.”

We believe that this is too prescriptive and also makes assumptions
about model structure. We propose a concept of proportionality
should apply. We recommend a more general statement < There
shall be clear responsibility in the undertaking for quantifying and
allocating diversification benefits. >

To “At each point” and also “instances where diversification effects
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occur” presume a certain model structure.

449, EMB 3.110. This paragraph does not really make sense in the context of a full Please see our comment on 241
Consultancy stochastic model, in which there will be some form of dependency
LLP relationship between any 2 stochastic quantities, and therefore
some form of diversification effect.
We would suggest instead undertakings are required to
demonstrate that, at an appropriate level given business and also
internal model structure, there is ownership and challenge of the
level of diversification allowed for in the internal model results.
450. Confidential comment deleted.
451. German 3.110. We believe that this is excessive. Please see our comment on 241
Insurgnc_e Delete: “and allocating any diversification benefits”.
Association
Gesamtverb
and der D
452, Groupe 3.110. See our comments on 3.76. And our response
Consultatif
453. Just 3.110. The requirement to identify diversification effects “at each point” is |Please see our comment on 241
Retirement likely to be impractical, as there will be a number of minor effects
Limited which could be classified as “diversification effects”. Therefore this
should be restricted to material diversification effects.
454, Legal & 3.110. The phrase “at each point” is too specific. We propose deleting the |Please see our comment on 241
General first phrase “At each point in the internal model where
Group diversification effects occur”.
455, Link4 3.110. The words “at each point” should be replaced. Diversification Please see our comment on 241
Towarzystw effects happen everywhere in an internal model. It would not be
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o
Ubezpieczen
SA

possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”

It would be sensible to have a paragraph that ensured that key
diversification effects are explained.

Should replace by

“The diversification inherent in the internal model should be well
understood by the undertaking”

456.

Llody’s

3.110.

Diversification effects in the internal model begin with the second
policy on the liability side and with the second bond on the asset
side. With this in mind, it is unrealistic to expect clear responsibility
for quantifying and allocating such benefits “at each point” where
they occur.

Presumably, the text is intended for situations where diversification
is modelled explicitly, through dependency relationships, rather
than implicitly, within the parameterisation of a business unit, asset
class, etc. This should be clarified.

Please see our comment on 241

457.

Pearl Group
Limited

3.110.

‘At each point in the internal model..”. We believe this is too specific
and would suggest as an alternative: ‘where diversification effects
occur in the internal model...

Please see our comment on 241

458.

Pricewaterho
useCoopers
LLP

3.110.

The term “allocating diversification” implies, by virtue of 3.76, a
detailed capital allocation that uses each level of diversification -
diversification within market risk say and across to insurance risk
say. While such evidence of capital allocation may be commonplace
in the largest undertakings we do not believe it should be an
effective requirement for all undertakings.

Please see our comment on 241

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

130/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

56/09

CP No. 56 - L2 Advice on Tests and Standards for Internal Model

Approval

CEIOPS-SEC-119-09

459,

RBS
Insurance

3.110.

We believe this area is too specific in the area of diversification
effects and would recommend removing the initial words and
putting “Where diversification effects occur within the internal
model, there shall be...”

Please see our comment on 241

460.

RSA
Insurance
Group PLC

3.110.

The words “at each point” should be replaced. Diversification
effects happen everywhere in an internal model. It would not be
possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”

It would be sensible to have a paragraph that ensured that key
diversification effects are explained.

Should replace by

“The diversification inherent in the internal model should be well
understood by the undertaking”

Please see our comment on 241

461.

RSA
Insurance
Ireland Ltd

3.110.

The words “at each point” should be replaced. Diversification
effects happen everywhere in an internal model. It would not be
possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”

It would be sensible to have a paragraph that ensured that key
diversification effects are explained.

Should replace by

“The diversification inherent in the internal model should be well
understood by the undertaking”

Please see our comment on 241

462.

RSA - Sun

3.110.

The words “at each point” should be replaced. Diversification

Please see our comment on 241
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Insurance effects happen everywhere in an internal model. It would not be
Office Ltd. possible to quantify them all. It is also not clear what is meant by
“allocating any diversification benefits”
It would be sensible to have a paragraph that ensured that key
diversification effects are explained.
Should replace by
“The diversification inherent in the internal model should be well
understood by the undertaking”
463. SWEDEN: 3.110. The words “at each point” should be replaced. Diversification Please see our comment on 241
Trygg-Hansa effects happen everywhere in an internal model. It would not be
Férsakrings possible to quantify them all. It is also not clear what is meant by
AB (516401- “allocating any diversification benefits”
7799) It would be sensible to have a paragraph that ensured that key
diversification effects are explained.
Should replace by
“The diversification inherent in the internal model should be well
understood by the undertaking”
464. Confidential comment deleted.
465. |CRO Forum |3.111. Clearly the internal model should be changed to reflect changes in | Thank you, we may be producing
the risk-management system, but a reasonable amount of time guidance on issues such as these
should be allowed for this. at level 3.
466. EMB 3.111. It should also be noted that proposed changes in the risk We consider that this is covered

Consultancy

management system should take account of the internal model,

in 3.75
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LLP since the model should be widely integrated with the risk
management system and form a core part of its function.
467. RBS 3.111. We would recommend changing the wording to “If there are We would wish undertakings to
Insurance material changes to the risk management system...”. assess the need for change, and
be able to demonstrate that the
risk management system and the
internal model are aligned.
468. AAS BALTA |[3.112. Not clear what the benefit is of producing output on several Please see our comment on 225
accounting bases. This comment should be removed.
469. AB Lietuvos |3.112. Not clear what the benefit is of producing output on several Please see our comment on 225
draudimas accounting bases. This comment should be removed.
470. Association |[3.112. Principle 5 This is our intention. We have
of British - - . N reworded the text. Also, please
Similarly to our comments on principle 2, we believe this will need
Insurers . . e L : see our comment on 225
to be applied with some flexibility in order to avoid imposing the
same approach to every single entity within a group. It might be
helpful to consider this requirement at a cluster of entities level
rather at the single entity level.
This paragraph suggests that the model “shall produce output that
is based on the relevant accounting basis for each use”. It would be
helpful to include the examples given in 3.77 i.e. local GAAP, IFRS,
internal management accounting and Solvency II regulatory basis
as sometimes the term “accounting bases” is used to refer to bases
that exclude those used for regulatory reporting.
471. Confidential comment deleted.
472. CEA, 3.112. (Use test - Principle 5: Consistent integration for all uses) We agree and have amended the
09-451 )
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“Avoidance of inconsistency” rather than “consistency” as a general
principle, especially in a group context

|\\

There is no need for full “consistency” as a general principle.
However, it needs to be possible for a group to govern the use
across its activities which does require a certain level of
consistency. Where there are differences, the group needs to make
sure that the model and use governance takes such differences into
account.

Soften consistency requirement, especially in a group context.

473.

CODAN
Forsikring
A/S
(10529638),
Denmark

3.112.

Not clear what the benefit is of producing output on several
accounting bases. This comment should be removed.

Please see our comment on 225

474.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

3.112.

Not clear what the benefit is of producing output on several
accounting bases. This comment should be removed.

Please see our comment on 225

475.

CRO Forum

3.112.

“The internal model shall produce output that is based on the
relevant accounting basis for each use.” It is not exactly clear what
is meant with “the relevant accounting basis” and what the
implications are of this sentence.

The advice in this paragraph suggests that the internal model is
expected to be used to produce output for a range of measures

Please see our comment on 225
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“based on relevant accounting basis”. It is important to clarify that
the internal model is expected to produce the capital numbers
under Solvency II basis and there should be no expectation of the
internal model to produce output that is based on the relevant
accounting basis for each use.

476. EMB 3.112. We believe that principle 5 may prove testing. Please see our comment on 253
Efpnsultancy Depending on the reading of “consistent” this could be very difficult
to achieve in practice.
We would question the value of spending substantial effort on this.
We would recommend changing the phrasing from “accounting
basis” to “basis’’, since some outputs may not have a direct
standard accounting interpretation.
477. German 3.112. (Use test - Principle 5: Consistent integration for all uses) Please see our comment on 472
Insurance
Association
- “Avoidance of inconsistency” rather than “consistency” as a general
Gesamtverb principle, especially in a group context
and der D

There is no need for full “consistency” as a general principle.
However, it needs to be possible for a group to govern the use
across its activities which does require a certain level of
consistency. Where there are differences, the group needs to make
sure that the model and use governance takes such differences into
account.

Soften consistency requirement, especially in a group context.

The internal model should not be required to cover all accounting
regimes. It is questionable what insight will be gained from
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comparisons. The prevailing view for solvency purposes should be
the economic view. If at all, reconciliations at an aggregate level
should suffice.

478. Groupe 3.112. See our comments on 3.77. And our response
Consultatif
479. Institut des |3.112. The comparison between terms of principle 5 and paragraph 3.112 |Please see our comment on 252
actuaires does not seem quite clear, could CEIOPS give more precisions :
should the internal model function by choosing the relevant
accounting basis for each use or by using a unique accounting basis
adequate to all uses?
What is required from the managers in order to demonstrate that
they understand the basis?
480. Legal & 3.112. This paragraph suggests that the model “shall produce output that | We have amended the text to
General is based on the relevant accounting basis for each use”. It would be |deal with this
Group helpful to include the examples given in 3.77 i.e. local GAAP, IFRS,
internal management accounting and Solvency II regulatory basis
as sometimes the term “accounting bases” is used to refer to bases
that exclude those used for regulatory reporting.
481. Link4 3.112. Not clear what the benefit is of producing output on several Please see our comment on 252
Towarzystw accounting bases. This comment should be removed.
o}
Ubezpieczen
SA
482. Pearl Group |3.112. Similarly to principle 2, Principle 5 will need to be applied with Please see our comment on 470
Limited some flexibility in order to avoid imposing the same approach to

every single entity within a group. It might be helpful to consider
this requirement at a cluster of entities level rather at the single
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entity level.
483. RSA 3.112. Not clear what the benefit is of producing output on several Please see our comment on 252
Insurance accounting bases. This comment should be removed.
Group PLC
484. RSA 3.112. Not clear what the benefit is of producing output on several Please see our comment on 252
Insurance accounting bases. This comment should be removed.
Ireland Ltd
485. RSA - Sun 3.112. Not clear what the benefit is of producing output on several Please see our comment on 252
Insurance accounting bases. This comment should be removed.
Office Ltd.
486. SWEDEN: 3.112. Not clear what the benefit is of producing output on several Please see our comment on 252
Trygg-Hansa accounting bases. This comment should be removed.
Férsakrings
AB (516401-
7799)
487. |Association |[3.113. It could be possible that the risk strategy and management may be | We agree, and may give more
of British defined higher up within the Group but that decision making within |guidance at level 3.
Insurers the set boundaries may be exercised at lower levels of
management in the group. This being the case, it should be
possible to meet the Use Test at these lower levels.
488. CEA, 3.113. Use tests only make sense at a level that has a defined risk We may be publishing more
ECO-SLV- o reresy models and fow they will be
09-451 The statement that use tests “shall always apply at least at the Y

level at which risk strategy and risk management are defined” will
usually include the group level since this is where the pillars of risk
strategy will be defined. However, some groups will chose to use a
standard model on group level and internal models for certain
subsidiaries. In those cases, the use test for the internal model will

treated in internal model
assessment as part of level 3.
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need to be limited to the subsidiaries that actually have internal
models implemented and approved.

489.

CRO Forum

3.113.

“The Use test shall always apply at least at the level at which risk
strategy and risk management are defined. If these are defined at
a group level, the Use test shall also apply at this level. The uses
included in the scope of the internal model shall then be assessed
by the supervisory authorities at a group level. In addition, the Use
test shall be assessed at the level of related undertakings.”

We understand that this paragraph effectively means that, as a
minimum, the Use Test will be applied at the undertaking level. It is
important to note that for smaller subsidiaries or in cases where
risk management expertise and responsibility is shared between a
parent and a subsidiary, the use test may need to be applied at a
level above the entity level.

Please see our comment to 488

490.

German
Insurance
Association

3.113.

Use tests only make sense at a level that has a defined risk
strategy

The statement that use tests “shall always apply at least at the

Please see our comment to 488
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Gesamtverb
and der D

level at which risk strategy and risk management are defined” will
usually include the group level since this is where the pillars of risk
strategy will be defined. However, some groups will chose to use a
standard model on group level and internal models for certain
subsidiaries. In those cases, the use test for the internal model will
need to be limited to the subsidiaries that actually have internal
models implemented and approved.

491. Groupe
Consultatif

3.113.

The Use test shall always apply at least at the level at which risk
strategy and risk management are defined. If these are defined at
a group level, the Use test shall also apply at this level. The uses
included in the scope of the internal model shall then be assessed
by the supervisory authorities at a group level. In addition, the Use
test shall be assessed at the level of related undertakings.

For clarity we suggest rephrasing this as:

The Use test shall always apply at least at the level at which risk
strategy and risk management are defined, and at a level where
risk related decisions are taken. If these are defined at a group

Please see our comment to 488
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level, the Use test shall also apply at this level. The uses included in
the scope of the internal model shall then be assessed by the
supervisory authorities at a group level. In addition, the Use test
shall be assessed at the level of related undertakings.

492, XL Capital 3.113. See comment on para 3.70 And our response
Ltd
493. |AAS BALTA |3.114. Principle 6. the words “and verify” should be replaced by “and Thank you, we have noted this.
inform”. “Verify” implies it is used as a check rather than a support
to decision making.
494, AB Lietuvos |3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
draudimas inform”. “Verify” implies it is used as a check rather than a support
to decision making.
495, Association |3.114. Principle 6 Please see our comment to 493
of British In order to be consistent with the proportionality principle laid out
Insurers . : N N ;
in para 3.115, we would interpret ‘verify’ as meaning ‘evaluate’.
This requirement will need to be linked to the materiality of the
decision.
It may be appropriate to change the wording “support and verify
the decision making” to read “support the decision making”.
496. Confidential comment deleted.
497. CEA, 3.114. (Use test - Principle 6: Support and verify decision making) Please see our comment on 271
ECO-SLV-
09-451

“Expected profit” does not seem the correct metric here

Internal models will not usually output expected profit or the
variability in the expected profit, but different related risk measures
that deliver insights on the risk-return profile of activities. It
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therefore seems inappropriate to focus on “expected profit” in this
paragraph.

Include a broader set of risk-return metrics or delete this
paragraph.

498. CODAN 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Forsikring inform”. “Verify” implies it is used as a check rather than a support
A/S to decision making.
(10529638),
Denmark
499, CODAN 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Forsikring inform”. “Verify” implies it is used as a check rather than a support
(Branch to decision making.
Norway)
(991 502
491)
500. CRO Forum |3.114. “The internal model shall be used in decision-making processes, Please see our comment to 271

including the setting of a business or risk strategy. Internal models
shall be able to give undertakings information that will allow then to
assess the expected profit from potential decisions and assess the
variability in the expected profit from potential decisions.”

The mention of expected profit is too specific, as a number of other
measures coming out of an internal model can be used to make
decisions. For example, an undertaking may look at the volatility of
available capital if it wanted to affect a hedge to limit this volatility.
We propose the following re-wording:

“The internal model shall be used in decision-making processes,
including the setting of a business or risk strategy. Internal models

and also to 493
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shall be able to give undertakings useful information to facilitate
this process and measure some of the implications of potential
decisions.”

In Principle 6 the word ‘verify’ seems too strong (and does not
appear in the following paragraphs, 3.114-3.117). The word
‘assess’ (used in 3.114) may be a better alternative. It is important
to make it clear that this would only apply to material decisions.

501.

EMB
Consultancy
LLP

3.114.

This principle overlaps with principle 3 to some extent, and echoing
the key point of the use test.

We would suggest the model facilitates decision making, rather
than verifies it.

It is unclear how much the model needs to be used to support and
verify decision making. We interpret this as undertakings need to
be able to show evidence that the principle has been met;; it is not
practical, proportionate or appropriate to bring the internal model
into all business decisions.

We welcome the mention of both the expected level of profits and
the variability. The phrase “variability in the expected profit” is
misleading and would suggest as a minimum “potential variability
in the profit”. However, talk of just variability is rather loose and
does not for example bring to mind the potential extreme
downside, so perhaps “full range of potential outcomes” would be
better. Ideally there would also be some consideration of period of
return, as this also forms an important component of business
decision making.

Please see our comment to 493.

We agree, however, we consider
that the internal model can be
used for decisions that were not
anticipated when the internal
model was first designed.
Furthermore we stress that we do
not expect the undertaking to use
the results for every small
decision (3.82).

Thank you
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502. German 3.114. (Use test - Principle 6: Support and verify decision making) Please see our comment to 271
Insurance and also to 493
Association
- Merge this principle (para 3.114-3.117) with principle 9 (para
Gesamtverb 3.123-3.124).
and der D
“Expected profit” does not seem the correct metric here
Internal models will not usually output expected profit or the
variability in the expected profit, but different related risk measures
that deliver insights on the risk-return profile of activities. It
therefore seems inappropriate to focus on “expected profit” in this
paragraph.
Include a broader set of risk-return metrics or delete this
paragraph.
503. Groupe 3.114. See our comments on 3.81. And our response
Consultatif
504. Legal & 3.114. In the definition of principle 6 “verify” should be replaced by Please see our comment to 493
General “evaluate”.
Group
505. Link4 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Towarzystw inform”. “Verify” implies it is used as a check rather than a support
o] to decision making.

Ubezpieczen
SA
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506. Pearl Group |3.114. In order to be consistent with the proportionality principle laid out Please see our comment to 493
Limited in para 3.115, we would interpret ‘verify’ as meaning ‘evaluate’.
This requirement will need to be linked to the materiality of the
decision.
507. Pricewaterho | 3.114. We did not understand why the internal model would always be We expect that internal models
useCoopers able to assess the expected profit from potential decisions. We will be able to produce estimates
LLP could see the internal model would be able to provide the capital of expected profit, in addition to
and risk management impact of a potential decision against which | capital requirements.
any assessed profit could be viewed.
508. RBS 3.114. We would prefer the word “inform” be used to replace the word Please see our comment to 493
Insurance “verify” in principle 6. We believe this puts a more proactive slant
on the principle.
5009. RSA 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Insurance inform”. “Verify” implies it is used as a check rather than a support
Group PLC to decision making.
510. RSA 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Insurance inform”. “Verify” implies it is used as a check rather than a support
Ireland Ltd to decision making.
511. RSA - Sun 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493
Insurance inform”. “Verify” implies it is used as a check rather than a support
Office Ltd. to decision making.
512. SWEDEN: 3.114. Principle 6. the words “and verify” should be replaced by “and Please see our comment to 493

Trygg-Hansa
Férsakrings
AB (516401-
7799)

inform”. “Verify” implies it is used as a check rather than a support
to decision making.
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513. EMB 3.115. This is a good rule of thumb but may not be practical in all cases, We would emphasise that the
Consultancy for example where analysis is highly difficult or where a decision internal model is a modelling
LLP has to be made in very tight timescales where the supporting framework and that may include
analysis is deemed highly questionable. techniques such as those outlined
in our discussion of principle 7,
which allow more speedy
analysis.
514. FFSA 3.115. CEIOPS writes that the analysis that supports decision-making shall | Thank you, we have made this
be proportionate to the outcome of the decision. change.
FFSA suggests rewriting §3.115 as follows: “The analysis that
supports decision-making shall be proportionate to the outcome of
the decision. This analysis shall be documented.”
515. Llody’s 3.115. The reference in this paragraph to the “outcome of the decision” Thank you, we have made this
should be to the “expected” outcome so that the paragraph would change.
read: “The analysis that supports decision-making shall be
proportionate to the expected outcome of the decision”.
516. EMB 3.116. We agree with this and would suggest that such discussions should |Thank you. We have amended
Consultancy have actions arising recorded. the text.
LLP
517. DIMA 3.117. “Undertakings shall not make decisions that blindly follow the Good suggestion — we have made
(Dublin output of the internal model.” This could be modified to: this change
International “Undertakings shall not make decisions that follow the output of the
Insurance & internal model without question”.
Management
518. EMB 3.117. We strongly support the ideas behind this paragraph. Thank you

Consultancy
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LLP

519.

Llody’s

3.117.

For consistency with what is said in para 3.84 about the
shortcomings of the internal model “as documented by the
undertaking”, the word “documented” could be added before the
word “shortcomings” in the second sentence of this paragraph so
that it would read: “Decision makers shall be aware of the
documented shortcomings of the internal model and tailor their
decisions accordingly.”.

Internal model output would not normally “indicate” a decision.
Rather, it will give insight into the risk and return implications of a
particular decision. The requirement should be for undertakings to
document the reasons why significant decisions are made, including
how the output of the internal model was factored into the eventual
decision

We do not agree.

Thank you, we have noted this.

520.

Confidential comment deleted.

521.

Association
of British
Insurers

3.118.

Principle 7

We agree with CEIOPS the full run of the model should not be
demanded too frequently because of the delays involved in
producing the full run and review of the model assumptions. This
would prevent firms from using the internal model as a timely
business tool. On a quarterly basis, it would be more relevant to
use certain simplifications, with a full review of assumptions
undertaken annually.

In addition, requiring the model to be run too frequently would also
interfere with the ability to progress model development /
enhancement.

Thank you. This was the
intention of our paper. However,
CEIOPS would like to see insurers
investing in improvements in
modelling that enable speedier
production of outputs from a full
run of the internal model.

522.

Confidential comment deleted.
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523.

CEA,

ECO-SLV-
09-451

3.118.

(Use test - Principle 7: Frequency of SCR recalculation)

Model applications will usually need more frequent output and will
therefore often not be based on the full SCR run, but use
approximation techniques.

Frequency of the full calculation of the SCR must consider
materiality and proportionality as laid out in the level 1 text that
requires quarterly MCR calculations, but allows for approximation of
SCR in between the annual full runs (see 3.91). It is also important
to note that model applications will often not be based on the full
calculations of the SCR - this should not be inconsistent with
meeting the requirements.

Add reference to materiality and proportionality.

We may produce more guidance
on “sufficiently sophisticated” at
level 3

524.

CRO Forum

3.118.

We agree with the ‘at least annual’ requirement in Principle 7, but
there should be flexibility to allow the annual cycle to be different
for different elements of the model. In other words no element of
the model should be more than 1 year since a full update at any
point in time. (provided this is conducted through a predefined time
scheme).

We do not agree, as the internal
model will need to assess
interactions between risks.

525.

EMB
Consultancy
LLP

3.118.

Principle 7 is reasonable and we understand it to reflect
requirements set out in the directive for the SCR.

We would point out that it is difficult to know when there has been
a significant change in the risk profile and therefore that a model
re-run is required, if the model is one of the key tools used to
understand the risk profile.

Thank you, we will bear this in
mind when drafing guidance
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526.

FFSA

3.118.

CEIOPS writes that undertakings shall calculate the Solvency
Capital Requirement using the internal model at least annually, and
may calculate the Solvency Capital Requirement more frequently.

FFSA thinks that the frequency of the full SCR must consider
materiality.

FFSA suggests rewriting §3.118 as follows: “Undertakings shall
calculate the Solvency Capital Requirement using the internal
model at least annually, and may calculate the Solvency Capital
Requirement more frequently if material.”

We consider our current draft to
be appropriate.

527.

Confidential comment deleted.

528.

German
Insurance
Association
Gesamtverb
and der D

3.118.

(Use test - Principle 7: Frequency of SCR recalculation)

Model applications will usually need more frequent output and will
therefore often not be based on the full SCR run, but use
approximation techniques.

Frequency of the full calculation of the SCR must consider
materiality and proportionality as laid out in the level 1 text that
requires quarterly MCR calculations, but allows for approximation of
SCR in between the annual full runs (see 3.91). It is also important
to note that model applications will often not be based on the full
calculations of the SCR - this should not be inconsistent with
meeting the requirements.

Add reference to materiality and proportionality.

We may produce more guidance
on “sufficiently sophisticated” at
level 3
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529.

Legal &
General
Group

3.118.

There is a move to use quarterly calculation runs to meet MCR and
SCR requirements. We believe that these runs should be done
using simplifications to produce more timely and cost effective
answers.

Thank you, that is the intention of
our paper.

530.

Llody’s

3.118.

Principle 7 is more of a treatise than a principle and could be
shortened to: “"The SCR shall be calculated at least annually and,
additionally, when there is a significant change to the undertaking’s
risk profile or to the model’s methodology, assumptions or data
inputs”.

The additional detail is superfluous in the principle itself and is
adequately addressed in the subsequent expansionary paragraphs.

We are satisfied with the current
wording.

531.

Pearl Group
Limited

3.118.

We agree with CEIOPS the full run of the model should not be
demanded too frequently because of the delays involved in
producing the full run and review of the model assumptions. This
would prevent us from making full use of the internal model as a
timely business tool.

On a quarterly basis, it would be more relevant to use certain
simplifications, with a full review of assumptions undertaken
annually.

We will produce more guidance
on “sufficiently sophisticated” at
level 3

532.

ROAM -

3.118.

CEIOPS writes that undertakings shall calculate the Solvency
Capital Requirement using the internal model at least annually, and
may calculate the Solvency Capital Requirement more frequently.

ROAM thinks that the frequency of the full SCR must consider
materiality.

We will produce more guidance
on “sufficiently sophisticated” at
level 3
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ROAM suggests rewriting §3.118 as follows: “Undertakings shall
calculate the Solvency Capital Requirement using the internal
model at least annually, and may calculate the Solvency Capital
Requirement more frequently if material.”

533. Confidential comment deleted.

534. CEA, 3.119. Circumstances that might require additional full SCR runs should be | CEIOPS is keen to learn from the
et Tl i one ke
09-451 Additional guidance should be provided on the circumstances where e P Y

. . authorities should be able to
a supervisory may deem it necessary to do a full run of the model L .
assess risk in undertakings
more frequently than annually. There seems to be only few . .

: . . X o quickly. This seems to us to be a
situations where the “use” of an internal model is improved by kev requirement. and also one
more frequent updates of the full SCR. One example could be a CAT whyereq rescri tién would be
risk limit that should be recalculated when new CAT data is P P

. unhelpful.
available.
“Supervisory authorities may require undertakings to calculate the
SCR using a full run of the internal model more frequently than
annually if necessary significant impact on the “use” can be
expected from the updated results. Examples include ...”.
The level 1 text says that the SCR has to be calculated once per Thank you we have noted this.
year. Thus supervisory authorities should only require a new full
run of the internal model if there is sufficient evidence that the risk
situation of the insurance undertaking has substantially changed.
535. EMB 3.119. We would express concern that undertakings could be forced down |Thank you, this is our intention.
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Consultancy
LLP

the route of frequent calculation (via the regulatory option) and
note that focus on the SCR rather than the economic capital is
against the point of the use test, diverting time and resources from
the more business-aligned activity.

However we recognise that this as this option is likely to be used
particularly where a firm is under highly stressed conditions and
hence economic capital calculations could become meaningful.
Focus at that point is on policyholder protection and regulators
have to be proactive.

536. European 3.119. See our comments on para. 3.90 And our response
Union
member
firms of
Deloitte
Touche To
537. FFSA 3.119. CEIOPS writes that supervisory authorities may require Please see our response to 534
undertakings to calculate the Solvency Capital Requirement using a
full run of the internal model more frequently than annually if
necessary.
FFSA would like Supervisory authorities to be very careful and not
to ask for a full run on the internal model too frequently. FFSA
thinks that an annual basis is a good basis, and would like CEIOPS
to precise on Level 2 the exceptional criteria that could lead to a full
run. And these exceptional criteria must remain exceptional.
538. Confidential comment deleted.
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539. German 3.119. Circumstances that might require additional full SCR runs should be | Please see our response to 534
Insurance limited.
éssomatlon Additional guidance should be provided on the circumstances where
a supervisory may deem it necessary to do a full run of the model
Gesamtverb
more frequently than annually. There seems to be only few
and der D . . . . o
situations where the “use” of an internal model is improved by
more frequent updates of the full SCR. One example could be a CAT
risk limit that should be recalculated when new CAT data is
available.
“Supervisory authorities may require undertakings to calculate the
SCR using a full run of the internal model more frequently than
annually if necessary significant impact on the “use” can be
expected from the updated results. Examples include ...”
The level 1 text says that the SCR has to be calculated once per
year. Thus supervisory authorities should only require a new full
run of the internal model if there is sufficient evidence that the risk
situation of the insurance undertaking has substantially changed.
540. Groupe 3.119. See our comments on 3.90. And our response
Consultatif
541. Institut des |[3.119. The complete calculation of the SCR by running the internal model |Please see our response to 534
actuaires can be time-consuming. It would be wiser if the supervisory

authority could provide objective reasons or if the situation of the
undertaking would satisfy particular criteria in order for the
authority control to ask an undertaking to make recalculations more
frequent than an annual frequency. It would avoid that those
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demands become too frequent and not always justified.

Moreover, according to 3.91, a quaterly calculation for the SCR is
required. It should be reminded here (in the blue box).

For example the paragraph could be modified in :

“Supervisory authorities may require undertakings to calculate the
Solvency Capital Requirement using a full run of the internal model
more frequently than annually provided that the undertaking justify
specific criteria for example... / if the authority provides objective
reasons for which the new calculation might have significant
impact.

Moreover the calculation of MCR requires a quaterly calculation for
the SCR. Under the principle of proportionality (see CEIOPS advice
on Proportionality), undertakings using an internal model shall
apply a quaterly calculation that is sufficiently sophisticated to
produce the quaterly SCR. However this doesn’t assume necessarily
a full model run, and approximations may be allowed”

542. Munich RE 3.119. The level 1 text says that the SCR has to be calculated once per Please see our response to 534
year. Thus supervisory authorities should only require a new full
run of the internal model if there is sufficient evidence that the risk
situation of the insurance undertaking has substantially changed.

543. ROAM - 3.119. CEIOPS writes that supervisory authorities may require Please see our response to 534

undertakings to calculate the Solvency Capital Requirement using a
full run of the internal model more frequently than annually if
necessary.

ROAM would like Supervisory authorities to be very careful and not
to ask for a full run on the internal model too frequently. ROAM
thinks that an annual basis is a good basis, and would like CEIOPS
to precise on Level 2 the exceptional criteria that could lead to a full
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run. And these exceptional criteria must remain exceptional.

544, XL Capital 3.119. We would welcome a flexible approach which would allow Please see our response to 534
Ltd undertakings to perform summarised or simplified model runs
outside the annual reporting periods.
545, EMB 3.120. This may not be appropriate. Depending on the structure of the We say “may” to reflect this.
Consultancy model it may not be possible to isolate effects, particularly if we
LLP consider a full integrated stochastic model that is not structured
around "risk modules™ as in the standard formula. An example
might be changing economic assumptions, which may affect not
only projections of asset returns, but also projections of liabilities
and hence the full projected balance sheet.
546. Groupe 3.120. We would add 3.92 to principle 7. We do not agree
Consultatif
547. Association |[3.121. Principle 8 Thank you
of British We are broadly ha with this principle
Insurers y happy P pie.
548. Confidential comment deleted.
549, EMB 3.121. This appears to strongly overlap with principle 4. Please see our comment on 40
Consultancy
LLP
550. Pearl Group |[3.121. We agree with Principle 8. Thank you
Limited
551. AAS BALTA [3.123. Amalgamate with principle 6. Please see our comment on 40
552. AB Lietuvos |3.123. Amalgamate with principle 6. Please see our comment on 40
draudimas
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553. |Association |3.123. Principle 9 Please see our comment on 40
of British We believe this principle to be redundant with principle 6.
Insurers
Furthermore, this might be in contradiction with the model change
policy.
554. Confidential comment deleted.
555. CEA, 3.123. (Use test - Principle 9: Facilitate analysis of business decisions) Please see our comment on 40
ECO-SLV-
09-451

We believe this principle to be redundant with principle 6. Indeed,
rather than the internal model “design”, the related
“communication and reporting processes” seem to be key in order
to facilitate the analysis of business decisions.

Principle 9 is less about the design of internal models, but about
communication and reporting. Internal communication processes
and reporting should be set up in a way that ensures administrative
and management bodies receive regular and comprehensive
internal model results that relate to the relevant business decisions.
This might mean that additional transformations of internal model
results are needed in order to make them “fit for management
decisions”.

Potentially move to the governance section and replace by
requirements that:

O The administrative body takes formal ownership for the uses
and results of the internal model, and that strategic decisions have
adequately taken into account the information provided by the
internal model.
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A process exists that helps the administrative body to take
ownership effectively.

556. CODAN 3.123. Amalgamate with principle 6. Please see our comment on 40
Forsikring
A/S
(10529638),
Denmark
557. CODAN 3.123. Amalgamate with principle 6. Please see our comment on 40
Forsikring
(Branch
Norway)
(991 502
491)
558. EMB 3.123. Principle 9 is very closely linked to 6. Please see our comment on 40
Eﬁ?sultancy We would suggest that saying only that results should be
communicated to the board so that they are able to take
responsibility for the results is too passive, and in fact the board
should ensure that they are comfortable with the results.
559. German 3.123. (Use test - Principle 9: Facilitate analysis of business decisions) Please see our comment on 40
Insurance
Association
- We believe this principle to be redundant with principle 6. Indeed,
Gesamtverb rather than the internal model “design”, the related
and der D “communication and reporting processes” seem to be key in order

to facilitate the analysis of business decisions.
Principle 9 is less about the design of internal models, but about
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communication and reporting. Internal communication processes
and reporting should be set up in a way that ensures administrative
and management bodies receive regular and comprehensive
internal model results that relate to the relevant business decisions.
This might mean that additional transformations of internal model
results are needed in order to make them “fit for management
decisions”.

Potentially move to the governance section and replace by
requirements that:

O The administrative body takes formal ownership for the uses
and results of the internal model, and that strategic decisions have
adequately taken into account the information provided by the
internal model

A process exists that helps the administrative body to take
ownership effectively

560.

Groupe
Consultatif

3.123.

See our comments on 3.96.

And our response

561.

Legal &
General
Group

3.123.

This can be incorporated into principle 6

Please see our comment on 40

562.

Link4
Towarzystw
o]
Ubezpieczen
SUPERVISO

3.123.

Amalgamate with principle 6.

Please see our comment on 40
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563. Pearl Group |3.123. Principle 9 seems to be covered by Principle 6, which is a broader Please see our comment on 40
Limited requirement, and so isn’‘t required.
564. RSA 3.123. Amalgamate with principle 6. Please see our comment on 40
Insurance
Group PLC
565. RSA 3.123. Amalgamate with principle 6. Please see our comment on 40
Insurance
Ireland Ltd
566. RSA - Sun 3.123. Amalgamate with principle 6. Please see our comment on 40
Insurance
Office Ltd.
567. SWEDEN: 3.123. Amalgamate with principle 6. Please see our comment on 40
Trygg-Hansa
Forsakrings
AB (516401-
7799)
568. XL Capital 3.123. Principle 9 (“Design the internal model in such a way that it Please see our comment on 40
Ltd facilitates analysis of business decisions”) appears to overlap with
Principle 6 ("The Internal Model shall be used to support and verify
decision making in the undertaking”)
569. CEA, 3.124. This paragraph seems obsolete since it provides no apparent Please see our comment on 40
ECO-SLV- guidance to implementation.
09-451 Earlier paragraphs make clear that the internal model should be

used beyond risk management and that the applications should be
sufficiently broad that it will result in the business challenging the
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model. This paragraph does not add any guidance.

Delete paragraph.

570.

FFSA

3.124.

CEIOPS says that undertakings may use the results of the internal
model for (1) their development plan for the internal model, (2)
internal project plans, (3) their governance strategy, and (4) their
model change and data policy.

FFSA thinks it should be clear that it is not required for the model
to be used at every level of the organisation. However, it should
also be clear that it should be used beyond risk management and

that the applications should be sufficiently broad that it will result in

the business challenging the model

We consider that this is clear
from our paper.

571.

German
Insurance
Association
Gesamtverb
and der D

3.124.

This paragraph seems obsolete since it provides no apparent
guidance to implementation.

Earlier paragraphs make clear that the internal model should be
used beyond risk management and that the applications should be
sufficiently broad that it will result in the business challenging the
model. This paragraph does not add any guidance.

Delete paragraph.

We consider that the paragraph
gives useful guidance

572.

ROAM -

3.124.

CEIOPS says that undertakings may use the results of the internal
model for (1) their development plan for the internal model, (2)
internal project plans, (3) their governance strategy, and (4) their
model change and data policy.

ROAM thinks it should be clear that it is not required for the model
to be used at every level of the organisation. However, it should

Please see our comment on 570
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also be clear that it should be used beyond risk management and
that the applications should be sufficiently broad that it will result in
the business challenging the model

573.

AAS BALTA

Section is sensible

Thank you

574.

AB Lietuvos
draudimas

Section is sensible

Thank you

575.

Association
of British
Insurers

We are broadly happy with the framework set out for internal
models governance. This is consistent with CP 33 on System of
governance.

Thank you, that is our intention

576.

CODAN
Forsikring
A/S
(10529638),
Denmark

Section is sensible

Thank you

577.

CODAN
Forsikring
(Branch
Norway)
(991 502
491)

Section is sensible

Thank you

578.

CRO Forum

As a general comment: This section misses a differentiation
between requirements that need to be met at Group level and that
need to be met at the level of a single undertaking.

It is not clear how a system of governance would work at the level
of a solo undertaking whose SCR is calculated using a group
internal model. Presumably the solo undertaking can rely on the
group system to a large extent. Further advice on this area would
be welcome.

Thank you, this will be helpful if
we develop guidance on assessing
group internal models.
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In the case of a Group model, the model governance (both high
level governance and detailed governance) may be performed
primarily at Group level. At the level of single undertakings the
governance may be limited to assessing at the high level whether
the Group model is appropriate for the risk profile of the
undertaking.

This section covers methodology governance only (design,
implementation, validation documentation). Production governance
(sign-off, reporting procedures) is not covered and companies are
free in determining appropriate production governance procedures.

579. German (Internal Model Governance) Please see our comment on 578
Insurance
Association
- The section misses differentiation between requirements that need
Gesamtverb to be fulfilled at the group level or the solo level.
and der D
580. Link4 Section is sensible Thank you
Towarzystw
o}
Ubezpieczen
SA
581. Llody’s The requirement to have policies in place to cover various aspects |Thank you

of the internal model (including data, validation and
documentation) and the requirement to have checks in place to
ensure that policy is being carried out is good governance practice
and is a reasonable expectation of undertakings seeking internal
model approval.

The requirement for the model to be updated as the business risks
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change and as more recent data becomes available is likely to
mean that models are being updated almost continually. For the
governance to ensure that the model remains appropriate, it is
reasonable to require the governance process to monitor the
compliance of the model on an ongoing basis.

Yes, the is our intention - please
see paragraph 4.20

582. Munich RE 4. It is not clear how the system of governance would work in the Please see our comment on 578
group context. Presumably the solo undertaking can rely on the
group system to a large extent. Further advice on this area would
be welcome.
583. Pearl Group |4. We are broadly happy with the framework set out for internal Thank you
Limited models governance. This is consistent with CP 33 on System of
governance.
584. RSA 4, Section is sensible Thank you
Insurance
Group PLC
585. RSA 4, Section is sensible Thank you
Insurance
Ireland Ltd
586. RSA - Sun 4, Section is sensible Thank you
Insurance
Office Ltd.
587. SWEDEN: 4, Section is sensible Thank you
Trygg-Hansa
Forsakrings
AB (516401-
7799)
588. Institut des |[4.5. We ask to CEIOPS a clarification of the differences between the In 4.5, we are keen to make clear
actuaires internal model matches the undertaking’s risk profile and the that undertakings should not only
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outputs reflect the risk profile?

review the appropriateness of the
internal model, but also validate
the output.

589. Dutch 4.7. In this paragraph, CEIOPS presents their view of the tasks and We consider that this is too
Actuarial responsibilities of the risk-management function. Because of the detailed for level 2 measures,
Society - detailed level of the operation of the risk-management function, we |although CEIOPS may produce
Actuarieel suggest to include also the professional qualifications that the level 3 guidance on this. CHECK
Genootscha personnel carrying out the risk-management function should meet. | WITH PV
p( For example, by analogy with the definition of the ‘Actuarial

function’ (Level 1 text, Article 47):

“The risk-management function shall be carried out by persons who
have knowledge of risk management mathematics and risk
management standards, commensurate with the nature, scale and
complexity of the risks inherent in the business of the insurance or
reinsurance undertaking, and who are able to demonstrate their
relevant experience with applicable professional and other
standards.”

590. KPMG ELLP (4.7. The list of responsibilities given for the risk management function We regards this as taking
includes designing and implementing the internal model and testing | responsibility for making sure the
and validating the internal model. There is a conflict of interest validation happens. We cover
here, as the risk management function will effectively be reviewing |validation and independence in
their own work. chapter 8, and have also clarified

this point in 4.24.

591. Confidential comment deleted.

592. KPMG ELLP [4.9. We consider the feedback loop to be particularly important and Thank you, this is helpful. We
would even suggest that each (re)insurance undertaking sets out a | have amended the text.
process in order to facilitate this feedback.

593. CRO Forum [4.10. On the high-level governance: Decisions at the high level should be | We disagree, as a series of minor
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taken for material changes to the model rather than any changes to
the model.

changes can accumulate to a
major change. We consider that
the high-level governance should
have a process for approving
those changes.

594. Groupe 4.10. Internal model governance: Please see comment to 593
Consultatif Third bullet point:
Deciding on the strategic direction of the model and hence any
changes to the model
We would suggest rephrasing this as:
Deciding on the strategic direction of the model and hence material
changes to the model.
595. |Institut des |4.10. The CEIOPS shall be more precise about the role and We may issue level 3 guidance on
actuaires responsibilities of the actuarial function in the model governance. this.
Resuming these by a communication loop seems inadequate
regarding the i point of the 47th article of the Solvency 2 directory
We advice the CEIOPS to clarify these points
596. KPMG ELLP |4.10. The definition of the “risk management function” does not seem The risk management function is

clear. In particular, whether this is the same as the “risk
management system” defined in Article 43 and CP33. We would
expect the list of tasks for “Detailed internal model governance”
may be the responsibility of the actuarial function, which is defined
separately to the “risk management system” in CP33. Clarification
of the responsibility of these tasks would be useful.

defined in Article 43 of the
Framework Directive. The
responsibilities in respect of the
internal model are laid out there.
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597. Confidential comment deleted.

598. Groupe 4.11. A dialogue should be encouraged between users of the model about | Yes, this is an important point,
Consultatif aspects of the internal model relevant to them. and we covered it in the use test

We would also note that the actuarial function is likely to be a section.
significant user of the internal model. We have amended 4.35 to reflect
this.

599. DIMA 4.12. An internal model committee would be part of the model We say that undertakings may
(Dublin governance structure. set up such a committee as this
International For entities that are part of overall groups, should this be at an m!ght be useful. With this in
Insurance & . mind, we would regard the

entity level of a group level or both? ! .
Management location of such a committee as
the decision of the undertaking.

600. CRO Forum [(4.14. We consider the approval by the entire management or Fair point. However, CEIOPS
administrative body to be overly burdensome, it is not clear expects to see decisions ratified
whether this is implied here. It should be possible to delegate the by the full administrative or
approval to at least two members of the Board (e.g. the CRO and management body.
the CFO).

601. KPMG ELLP |4.15. We agree that a system should be in place to decide whether a The internal model change policy
change is considered major or minor. However, although some must be developed by the
guidance was provided in CP37, we believe further guidance on how | undertaking (Please see CP37),
major and minor are defined would be useful. and this has to include a

mechanism for classing changes
as major or minor. CEIOPS may
be providing more guidance at
level 3.

602. Groupe 4.16. We believe that high level governance should decide on any Please see our comment on 600
Consultatif necessary material changes to the model.
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603. KPMG ELLP |4.16. We feel that not every change to the internal model necessarily Please see our comment on 593
needs the approval of the administrative or management body. For |and 600
example, simple coding changes to the actuarial valuation models
that have minimal impact on the results would not need this level
of approval.
604. CEA, 4.17. It should be stressed that the monitoring of the alignment of the CEIOPS does not consider that
internal model with the risk profile of the undertaking will in general | this needs to be a sophisticated
ECO-SLV- o . . Z- o
09-451 be a more qualitative process. Requiring sophisticated quantitative quantltatl_ve process, but does
processes may come close to the development of a second regard this as important.
modelling framework which would contradict section 3.11. Undertakings should be
considering now how to
implement this.
605. German 4.17. It should be stressed that the monitoring of the alignment of the Please see our comment on 604
Insurance internal model with the risk profile of the undertaking will in general
Association be a more qualitative process. Requiring sophisticated quantitative
- processes may come close to the development of a second
Gesamtverb modelling framework which would contradict section 3.11.
and der D
606. Munich RE 4.17. It should be stressed that the monitoring of the alignment of the Please see our comment on 604
internal model with the risk profile of the undertaking will in general
be a more qualitative process. Requiring sophisticated quantitative
processes may come close to the development of a second
modelling framework which would contradict section 3.11.
607. Association |4.18. This text appears to go further than the Use Test. In addition, it is |Please note that this is different
of British important that these time lags are notified to the industry as soon | point to Principle 9 of the use
Insurers as possible as they may have consequences for the technology test. Principle 9 deals with the

solutions undertakings are planning to put in place.

frequency of calculation. This
point deals with the time lag
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between deciding to re-run the
internal model and getting some
results. CEIOPS is keen that
undertakings develop solutions
that speed up this process, and
can form part of the internal
model framework. In our
discussion of principle 7 we
included details of some of the
techniques that we have seen
being used currently. We may
provide further guidance when
developing level 3 guidance.

608.

Institut des
actuaires

4.18.

What is an acceptable time lag?

Considering that the internal models outputs reflect correctly the
risk profile of the undertaking at the beginning of the year, the time
lag of one year seems to be reasonable enough, except for
variables which movements have great impact. That sort of
variables is outlined throughout the sensitivity test.

We propose that CEIOPS give us a rule that specify an acceptable
time lag fur hypothesis update according to sensitivity tests
performed during model development

Please see our comment on 607

609.

KPMG ELLP

4.21.

We would expect the use of external models to be explicitly
included in this list so that the administrative or management body
fully understand and review the level of materiality and reliance on
external models, as well as the limitations of the external model.

We consider that this is implicit in
the other requirements - the
requirements for approval cover
the tests and standards specified,
and these apply equally to
internal and external models and
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610. DIMA 4.22. Adequate independent review procedures need to be in place. This | We cover this in chapter 8 on
(Dublin should include an assessment of potential conflicts of interest. How | validation.
International often does this review need to take place?
Insurance &
Management
611. European 4.22. We suggest CEIOPS expands the details on “adequate independent |We cover this in chapter 8 on
Union review procedures” beyond the example of “possible conflict of validation.
member interests”: what is required at a minimum in terms of processes,
firms of calculations, etc. to be reviewed and what should be an appropriate
Deloitte frequency for the review? For example, we understand that the
Touche To validation process envisioned in section 8 would be in the scope of
such independent review.
612. | Groupe 4.22. More details would be useful on the “adequate independent review |We cover this in chapter 8 on
Consultatif procedures” to avoid any misunderstanding of the supervisor’s validation. VALIDATION
expectations. What exactly will be required in terms of processes,
calculations, frequency etc to be reviewed?
613. Institut des |4.22. The model governance can have use of professionals that already Thank you, this is helpful
actuaires share a professional practice agreement. Actuaries have to comply |information.
with professional standards that promote independence.
614. Confidential comment deleted.
615. CRO Forum |4.26. There is a reference error in the CP document. Thank you
616. KPMG ELLP [4.26. There is a reference error in this paragraph. Thank you
617. Llody’s 4.26. There is an error in the referencing. Thank you
618. KPMG ELLP |4.27. It would be useful to give an indication of how regularly CEIOPS CEIOPS considers that

consider the reports on the performance of the model should be

undertakings are best placed to
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presented to the administrative or management body.

develop this, reflecting the
structure of the internal model
and the uses made of it.

619. Institut des |4.35. The CEIOPS shall be more precise about the role and Please see our comment on 595
actuaires responsibilities of the actuarial function in the model governance.
Resuming these by a communication loop seems inadequate
regarding the i point of the 47th article of the Solvency 2 directory
We advice the CEIOPS to clarify these points
620. KPMG ELLP |4.35. We agree that communication between the risk management Please see our response to 595
function and the actuarial function is key, but as noted elsewhere,
we feel that there is some significant overlap of responsibilities in
the way that the governance is currently set out.
621. Confidential comment deleted. Confidential comment deleted.
622. |CEA, 4.37. 16.
ECO-SLV-
09-451
623. CRO Forum [4.37. We do not consider Level 3 to be appropriate for such more We prefer detail to be at level 3.
detailed regulation and would recommend having such regulation
entirely in Level 2.
624. |German 4.37. Details should be provided under level 2. Please have look at our comment
Insurance on 623
Association
Gesamtverb
and der D
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625. Groupe 4.37. Level 3 would be appropriate for a more detailed elaboration of the |Thank you. We have no intention
Consultatif risk management responsibilities described in 4.30 and 4.47. of adding more responsibilities,
However, additional responsibilities should not be added in Level 3. |just more detail.
626. KPMG ELLP |4.38. We support the consistent approach for ‘group models’ and ‘solo Thank you, that is our intention.
entity’ models.
627. Groupe 4.40. It would be useful if CEIOPS could clarify whether subsidiaries’ To be honest, that is up to the
Consultatif internal models are necessarily deemed part of the group internal undertaking and how it designs
model or not. its group internal model. CEIOPS
may be producing more guidance
on group internal models.
628. Association [4.42. Although there is no prescribed method, and a distribution with few |I think this is a SQS comment......
of British data points (selected quartiles) might be accepted, we believe the
Insurers criteria to be met by a business such as payment protection and
mortgage insurance are quite onerous.
629. CRO Forum [4.42. The parent undertaking will in many cases exercise most of the Please see our comment on 627
model governance and not just the items mentioned here (see
general comment above).
630. CRO Forum |(4.44. Lit e and lit h: There may not be an internal model for the Please see our comment on 627
subsidiary and an internal model for the Group. In most cases there
will be only one model, which will be applied at the subsidiary level
and at the Group level. Subsidiaries may report results of their
internal model to the Group, or they may submit data and
parameters to the Group model, which will then produce results at
the subsidiary level. The exact approach differs per company.
631. | XL Capital 4.44. We would welcome clarification on how Groups should be defined. |This is covered in CP 60
Ltd In particular, we would suggest that the following permutations be

considered:
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O Non EEA group with combination of non EEA and EEA
subsidiaries

O EEA group with combination on non EEA and EEA
subsidiaries

632. Groupe 4.45, We suggest stressing the importance of the communication relating | Thank you — we have made this
Consultatif to the internal model to ensure there is an appropriate level of helpful change (with a small
understanding of the relevant requirements: amendment), and also changed it
. ] in the advice section. Groups

We suggest rephrasing as:

The parent undertaking will formalise and inform all the related
undertakings and entities within the group that are covered by the
group internal model about the internal model criteria used to
identify, measure, manage and control their risks. The parent
undertaking shall make sure the process is communicated
effectively and the related undertakings have the appropriate level
of understanding of the relevant requirements.

633. Confidential comment deleted.
634. Association |[4.46. c) We welcome the collective responsibility of Senior management. |Please also see our amendments
IO;SI?JrrIErssh d) We would interpret this requirement as allowing for some to Principle 1 of the use test
flexibility when applied to recently employed personnel. Their Thank you, this is what we mean.

responsibility will grow whilst they gain appropriate skKills,
knowledge and expertise. In the meantime, we would expect them
to be adequately supervised.

g) We would assume the performance of ‘multiple tasks’ is more
relevant for smaller undertakings.

635. Confidential comment deleted.

636. CEA, 4.46. (Model Governance) CEIOPS considers that
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ECO-SLV- professional qualificati_on; are
09-451 _ _ important and are an indicator of
General comment: The described model governance in the knowledge.
paragraphs 4.46-4.53 appears prescriptive rather than principle

based.

c. We would like to point out that top management would rather
base its judgment on the basis of its experience and knowledge
more than on its professional qualifications, for which a diploma is
not always a good indicator. Delete: ... professional qualifications

637. |CRO Forum [4.46. Lit e: All relevant personnel ... The requirements listed do seem Please see our comment on 633
equally relevant to groups as to solo entities (e.g. branches).

In particular the ‘collective’ responsibility on the management body
(para c) should be emphasised. This did not always come across
from other parts of the CP. Para | should allow for appropriate
flexibility in how the different functions listed are defined and their
responsibilities covered.

638. EMB 4.46. The proposals seem sensible and well-worded. When read with the |Thank you
Consultancy principle of proportionality in mind these proposals make sense for
LLP most conceivable undertakings.
639. FFSA 4.46. CEIOPS says that the overall governance of the undertaking shall in | Please see our comment on 636

respect of the internal model [...] c. ensure that the members of the
administrative or management body possess sufficient professional
qualifications, knowledge and experience...

FFSA stresses that it could appear that top management could
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based its judgment on the basis of its experience and knowledge
more than on professional qualifications, for which a diploma is not
always a good indicator. As a consequence, FFSA suggests
rewriting this sentence has follows: “c. ensure that the members of
the administrative or management body possess sufficient
knowledge and experience...”

640. Confidential comment deleted.
641. German 4.46. (Model Governance) Please see our comment on 636
Insurance
Association
- General comment: The described model governance in the
Gesamtverb paragraphs 4.46-4.53 appears prescriptive rather than principle
and der D based.
c. We would like to point out that top management would rather
base its judgment on the basis of its experience and knowledge
more than on its professional qualifications, for which a diploma is
not always a good indicator. Delete: ... professional qualifications
642. Groupe 4.46. e.: We suggest adding: All relevant personnel ... We have made this change and
Consultatif now need to check with PV
643. Legal & 4.46. We support the collective nature of the responsibility (4.46 c) Thank you
General
Group
644. Pearl Group |4.46. c) We agree that Senior management responsibilities should be Thank you
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Limited

collective rather than expecting every member of the senior
management team have the responsibility individually.

d) We would interpret this requirement as allowing for some
flexibility when applied to recently employed personnel. Their
responsibility will grow whilst they gain appropriate skKills,
knowledge and expertise. In the meantime, we would expect them
to be adequately supervised.

Please see our comment on 634

645.

ROAM -

4.46.

CEIOPS says that the overall governance of the undertaking shall in
respect of the internal model [...] c. ensure that the members of the
administrative or management body possess sufficient professional

qualifications, knowledge and experience...

ROAM stresses that it could appear that top management could
based its judgment on the basis of its experience and knowledge
more than on professional qualifications, for which a diploma is not
always a good indicator. As a consequence, ROAM suggests
rewriting this sentence has follows: “c. ensure that the members of
the administrative or management body possess sufficient
knowledge and experience...”

Please see our comment on 636

646.

CEA,

ECO-SLV-
09-451

4.47.

Companies should not be required to create overly formal structural
divisions.

In particular, it should be possible to run both high-level and
detailed internal model governance from within risk management -
with suitable separation between model developers and
independent audit. (Sentence | requires to “establish and maintain
adequate risk management, compliance, internal audit and
actuarial functions”).

CEIOPS is very clear that we do
not wish to prescribe organisation
designs for undertakings.
However, we have set put the
responsibilities of the various
functions and point out in 4.4 that
the internal model governance is
part of the overall governance of
the undertaking.
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Clarify that no separate organizational unit is needed to support
administrative and management bodies with the high-level
governance tasks.

647.

CRO Forum [4.47. On the high-level governance: Decisions at the high level should be |Please see our comment on 593
taken for material changes to the model rather than any changes to
the model.

Our point here is that CEIOPS
expects that the internal model
will be used at Board level, as
well as at other levels of the

It is important to note that information produced by the internal undertaking.

model will, in practice, be used at a number of levels in an
organisation and not limited to decision-making only at board level.
We suggest the following wording:

“Ensuring that outputs are aligned with use - i.e. that
management information produced by the model assists in
decisions made at board level”

Ensuring that outputs are aligned with use - i.e. that management
information produced by the model assists in decision-making,
including where relevant at board level.

648.

EMB 4.47. We feel that the diagram will be of use to undertakings to help Thank you.
Consultancy them think through the range of governance tasks and
LLP responsibilities.

We welcome the presentation as a control cycle rather than simply
setting out a rigid list of tasks.

Arguably the diagram should set out some responsibilities Yes, that is implicit in the
regarding the scope of the model: we would suggest that the approval of the application.
management agrees the scope of the model and the risk
management function monitors how the model adheres to that
scope.
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649. FFSA 4.47. CEIOPS describes here the required governance of an internal Please see our comment on 646
model.

FFSA stresses that companies should not be required to create
overly formal and uniform structural divisions.

650. German 4.47. Companies should not be required to create overly formal structural | Please see our comment on 646
Insurance divisions.
éssomatlon In particular, it should be possible to run both high-level and
detailed internal model governance from within risk management -
Gesamtverb - . .
and der D ywth suitable sep_aratlon between mc_JdeI developers and o
independent audit. (sentence | requires to “establish and maintain
adequate risk management, compliance, internal audit and
actuarial functions”).
Clarify that no separate organizational unit is needed to support
administrative and management bodies with the high-level
governance tasks.
651. Groupe 4.47. See our comments on 4.10. and 4.16. And our responses
Consultatif
652. Institut des |4.47. The CEIOPS shall be more precise about the role and Please see our comment on 595
actuaires responsibilities of the actuarial function in the model governance.

Resuming these by a communication loop seems inadequate
regarding the i point of the 47th article of the Solvency 2 directory
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We advice the CEIOPS to clarify these points
653. Investment |4.47. The table puts the risk management function responsible for the We consider that this reflects
& Life internal model governance. Article 43 about the risk
Assurance management function
Group
(ILAG) o] This creates a significant role for the risk function which may

not have been there in the past. It may be difficult for firms to
resource independent risk functions with suitable professionals.

o] For many firms the actuarial function would be the natural
home of the internal model calculation engines (‘calculation
kernel’). Moving the responsibility for these models out of the
actuarial function will create issues.

o] The requirement for a communication loop between risk and
actuarial is welcomed.
654. Pearl Group [4.47. In the diagram it isn't clear what the end of the last bullet point CEIOPS considers that Article 43
Limited under Risk Management is trying to say. and Article 47 set out the
responsibilities of the risk
management and actuarial
functions in respect of the
internal model, and that there
hence needs to be a link between
these two functions. The aim of
the bullet is to ensure that this
link is there.
655. Pricewaterho | 4.47. There is to be further Level 3 guidance on the responsibilities of We have reflected the level 1 text
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useCoopers among others, the risk management function. We are concerned as |in our paper.
LLP to how the risks management function can properly be responsible

for the “design and implementation of the internal model” as well
as “testing and validation of the internal model” and “analysing the
performance of the internal model”. We feel there needs to be more
clarity over how the typical lines of defence are expected to

perform in this governance structure.

656. ROAM - 4.47. CEIOPS describes here the required governance of an internal Please see our comment on 646
model.

ROAM stresses that companies should not be required to create
overly formal and uniform structural divisions.

657. Association [4.48. We agree with the principle that key users of the model maintain a | CEIOPS considers that all users
of British dialogue in order to increase understanding about the model but need an understanding that is
Insurers feel that the wording “all users” is too strong. It would for example | proportionate to their use. We

capture junior members of staff carrying out routine technical work |have added a sentence to make
on the model - such users would not need to be engaged in such this clear.
dialog. It could instead be replaced by “key users” or a similar

term.
658. CEA, 4.48. The requirement for formal dialogues with all users might lead to Please see our comment on 657
ECO-SLV- unnecessary processes; however it should be ensured that all users

09-451 understand the outputs of the models and their limitations.

Requirements for formal dialogue between every user of the model,
as well as requirements for discussions forming part of the
feedback loop between high-level governance and the risk function
seems onerous and unnecessary.

Ensure that users have access to and understand the model
outputs and its limitations. Encourage feedback from users.
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659. EMB 4.48. This is a useful point to show the degree to which governance Thank you, this is very helpful
Consultancy should be in place. and reflects our intention

LLP If the governance encourages healthy internal debate and objective

challenge then it is clear to see that there will be business benefits
through continual learning and deepening understanding.

If the governance in place were so rigid or stringent as to be a
burden on everyday business activity and to discourage wider
thinking then the situation would become unworkable and any
attempt at using the model would likely result in failure.

660. German 4.48. The requirement for formal dialogues with all users might lead to Please see our comment on 657
Insurance unnecessary processes; however it should be ensured that all users
Association understand the outputs of the models and their limitations.
Gesamtverb
and der D

Requirements for formal dialogue between every user of the model,
as well as requirements for discussions forming part of the
feedback loop between high-level governance and the risk function
seems onerous and unnecessary.

Ensure that users have access to and understand the model
outputs and its limitations. Encourage feedback from users.

661. Legal & 4.48. We agree with the principle that key users of the model maintain a |Please see our comment on 657
General dialogue in order to increase understanding about the model but
Group feel that the wording “all users” is too strong. It would for example
capture junior members of staff carrying out routine technical work
on the model - such users would not need to be engaged in such
dialog. It could instead be replaced by “key users” or a similar
term.
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662. |Association |4.49. The list of responsibilities of the Board is quite significant. We Yes, and we make this suggestion
of British therefore welcome the possibility for Senior management to in 4.12 and 4.49
Insurers delegate some of these tasks to an internal control committee.
663. CEA, 4.49, Agreed, but no separate committee should be needed for internal We consider that this is clear
ECO-SLV- model control. i;ot?]'\e:htiau:isohfatlp’e word “may
09-451 The internal control committee mentioned in this paragraph should '
not result in a separate committee. It should be made clear that
existing committees (e.g. Risk Committee) can fulfil those tasks.
Clarify that no separate Internal Model Control Committee is
required.
664. German 4.49, Agreed, but no separate committee should be needed for internal Please see our comment on 663
Insurance model control.
f\ssoaatlon The internal control committee mentioned in this paragraph should
Gesamtverb not result in a separate committee. It should be made clear that
and der D existing committees (e.g. Risk Committee) can fulfil those tasks.
Clarify that no separate Internal Model Control Committee is
required.
665. KPMG ELLP |4.49. It is unclear what the role of the ‘Internal Control Committee’ and Please see our comment on 663.
what recommendations this committee is charged with. This should | We may also give more guidance
be clarified. in level 3.
666. Llody’s 4.49. “Advice” has been capitalised. Please clarify whether “Advice” has |Thank you, we have “lower-
a specific meaning here and, if so, what. cased” it
667. Pearl Group |4.49. The list of responsibilities of the Board is quite significant. So we Thank you
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Limited appreciate the scope for Senior management to delegate some of
these tasks to an internal control committee.
668. Association [4.51. We believe the responsibilities of Senior management and the risk | We have noted this point.
of British management function to be already sufficiently comprehensive at However, comments are mixed on
Insurers level 2 and do not think it is therefore necessary to prescribe more |this.
at level 3.
669. Confidential comment deleted.
670. CEA, 4.51. Details should be provided under level 2. Please see our comment on 589
ECO-SLV-
09-451
671. |CRO Forum ([4.51. The guidance given here is quite detailed - it is difficult to see what | Please see our comment on 589
remains to be defined further in level 3 guidance.
672. German 4.51. Details should be provided under level 2. Please see our comment on 589
Insurance
Association
Gesamtverb
and der D
673. Llody’s 4.51. There has already been a great deal of detail provided. We are We will bear this in mind
concerned that more detail may result in being over-prescriptive.
674. Pearl Group |4.51. The responsibilities of Senior management and the risk Please see our comment on 589
Limited management function are already sufficiently comprehensive at
level 2 that it is not necessary to provide more detail at level 3.
675. Pricewaterho | 4.51. See comments on paragraph 4.47 And our response

useCoopers
LLP
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676. |Association |4.52. First and third bullets We may provide more guidance

of British We are concerned that these requirements might be interpreted too _about the assessment of group .
Insurers internal models that should clarify

narrowly and are applied at the lowest entity level. We believe that these points
the degree of granularity for the definitions of entities and P ’
undertakings should be agreed between the regulator and the firm.

677. |CEA, 4.52. (Group model governance) Please see our comment on 676

ECO-SLV-

09-451 Agreed, but there seems to be a risk for a very narrow

interpretation of this paragraph which could result in excessive
effort on group level, e.g. trying to fully align model inputs and
outputs on group and solo levels.

678. CRO Forum |4.52. 3rd and 6th bullet: There may not be an internal model for the Please see our comment on 676
subsidiary and an internal model for the Group. In most cases there
will be only one model, which will be applied at the subsidiary level
and at the Group level. Subsidiaries may report results of their
internal model to the Group, or they may submit data and
parameters to the Group model, which will then produce results at
the subsidiary level. The exact approach differs per company.

679. EMB 4.52. The suggestions regarding group governance are sensible. Thank you, and please see our
Consultancy comment on 676

LLP We see the logic for the parent undertaking having responsibility

for putting the governance in place, and understand that this fits
well with group supervision. However, we would point out that in
some groups there may be specific business units that are
particularly prominent when it comes to the internal model, and
because of their expertise it makes sense for that business unit to
take on a lot of the detailed governance responsibilities for the
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whole group. We have seen this working in practice in a number of
instances.

Some clarification should be provided as to how the situation would
be dealt with where the parent sits outside Europe.

680. German 4.52. (Group model governance) Please see our comment on 676
Insurance
Association
- Agreed, but there seems to be a risk for a very narrow
Gesamtverb interpretation of this paragraph which could result in excessive
and der D effort on group level, e.g. trying to fully align model inputs and
outputs on group and solo levels.
681. Legal & 4.52. The definitions of entities and undertakings may be too granular Please see our comment on 676
General and we believe that the degree of granularity should be agreed
Group between the regulator and the firm.
682. Pearl Group |4.52. First and third bullets Please see our comment on 676
Limited We are concerned that these requirements might be interpreted too
narrowly and are applied at the lowest entity level.
683. |Association |[4.53. This will need to be adapted to reflect the specificities for groups Please see our comment on 676
of British based outside the EU. The text seems to assume the parent will be
Insurers within the EU. Non EU groups should not be required to create an
EU subgroup in order to meet model requirements
684. CEA, 4.53. This will need to be adapted to reflect the specificities for groups Please see our comment on 676
ECO-SLV- based outside the EU.
09-451

Furthermore, this provision seems to be implying all groups have a
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centralised governance model, where the parent undertaking
decides and defines standards. As a consequence, this sentence
could exclude other organisational model.

We suggest the following rewording for §4.53: “A group
formalisation and information about the internal model criteria used
to identify, measure, manage and control risks at group and
affiliates level has to be defined. This information has to be sent to
the related undertakings and entities within the group that are
covered by the group internal model.”

685. FFSA 4.53. CEIOPS writes that the parent undertaking will formalise and inform | Please see our comment on 632
all the related undertakings and entities within the group that are
covered by the group internal model about the internal model
criteria used...

FFSA believes that this sentence would conduct groups to a
centralised governance model, where the parent undertaking
decides and defines standards. As a consequence, this sentence
could exclude other organisational model.

FFSA suggests the following rewording for §4.53: “A group
formalisation and information about the internal model criteria used
to identify, measure, manage and control risks at group and
affiliates level has to be defined. This information has to be sent to
the related undertakings and entities within the group that are
covered by the group internal model.”

686. German 4.53. This will need to be adapted to reflect the specificities for groups Please see our comment on 685
Insurance based outside the EU.
Association
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Gesamtverb
and der D

Furthermore, this provision seems to be implying all groups have a
centralised governance model, where the parent undertaking
decides and defines standards. As a consequence, this sentence
could exclude other organisational model.

We suggest the following rewording for §4.53: “A group
formalisation and information about the internal model criteria used
to identify, measure, manage and control risks at group and
affiliates level has to be defined. This information has to be sent to
the related undertakings and entities within the group that are
covered by the group internal model.”

687.

Groupe
Consultatif

4.53.

See our comments on 4.45.

And our response

688.

ROAM -

4.53.

CEIOPS writes that the parent undertaking will formalise and inform
all the related undertakings and entities within the group that are
covered by the group internal model about the internal model
criteria used...

ROAM believes that this sentence would conduct groups to a
centralised governance model, where the parent undertaking
decides and defines standards. As a consequence, this sentence
could exclude other organisational model.

ROAM suggests the following rewording for §4.53: “A group
formalisation and information about the internal model criteria used
to identify, measure, manage and control risks at group and
affiliates level has to be defined. This information has to be sent to
the related undertakings and entities within the group that are

Please see our comment on 685
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covered by the group internal model.”

689.

CRO Forum

5A; Overly onerous process and documentation requirements
(priority: high)

In a number of areas the requirements on processes and
documentation are overly onerous, especially in comparison to the
requirements for standard models. For example with respect to the
use of expert judgment.

We disagree with the implicit assumption that approaches and
assumptions of Basle II are correct and a standard to rely on when
formulating advice on “Statistical Quality Standards”. For instance,
the importance of having “complete data” is mentioned (e.g. 5.123)
but this ignores the fact that one of the main tasks of insurance
modellers is to overcome missing data, as exemplified with IBNR
and other reserving methods. Equally, one can get the impression
that the implicit assumption of CEIOPS’ authors is that this
“complete set of data” allows to design models which can predict
the future. Quite contrarily, actuarial methods deal with the
question to what extent such an assumption can be trusted and
which professional judgement has to be applied to arrive at credible
predictions.

5B; Unclear use of ‘validate’ through this section (priority: high)

Section 5 makes a reference a reference several references to
“validation” in various different context as a result of which the
definition of validation is unclear.

Interpretation of validation can include;

O Benchmarking against censuses view,

All requirements are subject to
the proportionality principle.

Regarding expert judgement,
please refer to our more detailed
remarks on the specific
comments.

CEIOPS is aware of the fact that
in reality data is seldom
absolutely complete. Hence, the
data quality criteria need to be
put into perspective: In assessing
data quality, a meaningful
statement is that data is
sufficiently complete with respect
to the current purpose under
consideration.

CEIOPS explicitly considers the
use of expert judgement in
connection with data.

Regarding validation and
demonstration in general, the
undertaking should choose the
appropriate methodology to
achieve the desired goal.
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O Testing against historical data,
O Testing relevance (of an assumption) against consensus
view,
O Oversight by an independent knowledgeable reviewer

We propose that the paper should adopt a proportionality based
approach and allow for the most appropriate validation method
applicable for a given data set or situation.

A similar argument can be extrapolated for "demonstrate” which is
also used without much consideration to the context it being
discussed in this paper. We propose that principles of
proportionality are also applied when there is a requirement to
demonstrate something.

690. | Dutch Although we agree with the principles of the Statistical Quality Test | Noted
Actuarial we would like to stress that it is important to keep following the
Society - principle based basic assumptions.

Actuarieel - - . . .
Not only defining and building the model with all its aspect is
Genootscha . o
important, but also, and even more, the plausibility and the
p( predictive power of the results,

691. | German (Statistical quality standards) A principle-based approach by its
Insurance nature requires more effort to
Association achieve harmonization and leaves
- Reviews of statistical quality standards shall be harmonized. more discretion to individual
Gesamtverb supervisors while providing less
and der D legal certainty. One important

The features of statistical quality standards, which are difficult to
measure, cannot be fixed in a set of rules so that the application of
these rules automatically leads to similar quality results in different

tool to enhance harmonization
and increase legal certainty are
the Level 3 measures.
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undertakings. Therefore, there might be difficulties in practice with
respect to the comparability of the results achieved within the
scope of certification reviews and reviews of model changes.

Therefore, harmonization of the supervisory review practice of
calculation kernels of internal models at European level seems
necessary in order to guarantee convergence with respect to the
approval of internal models at national as well as at international
level. Regular exchange within the national supervisory authority
but also at international level could facilitate harmonization of the
perspectives and thus may result in the fact that undertakings and
their customers are able to compare the standards applied.

Some requirements are not specific enough to ensure legal
certainty for the undertakings. There is a danger that the
undertaking does not know how to fulfil the statistical quality test.

692. | Groupe 5. Very important for the quality of an internal model is that the Noted
Consultatif undertaking and the supervisor know the limitations of the model.
There is no such a thing as a perfect model.

Paragraphs 5.3.6-5.3.8 contain numerous references to issues
affecting technical provisions rather than the SCR and CEIOPS
should ensure that these comments remain consistent with those
made in other CPs.

693. |Llody’s 5. The CP makes numerous references to “expert judgement”. In CP56, expert judgement is
Interpreted widely, we feel the expert judgement has to enter at all | discussed in section 5.3.3 Data,
stages of an internal model, from design (what risks are modelled and therefore is discussed solely
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and how), through statistical analysis (what data is used, how it is
analysed and what conclusions are drawn), to model
parameterisation and summary. Perhaps CEIOPS are using the
term in a narrower sense to mean over-riding analysis or setting
assumptions judgementally. We have left the individual comments
in but would welcome clarification.

as a complement to existing data
or a substitute for missing data.
Model assumptions are discussed
in section 5.3.2 Calculation
methodology and assumptions.

694. | CEA, 5.8. The level of granularity for the group level might be less detailed in | Noted
ECO-SLV- proportion to the risks relevant at the group level.
09-451
695. |EMB 5.8. In the case where a subsidiary is a third country under a regime Please refer to CP 60 Assessment
Consultancy deemed equivalent, would the standards be deemed to be met for |of Group Solvency.
LLP the subsidiary model (if approved by the subsidiary”’s local
regulator), or would they have to be separately verified for
Solvency II purposes?
696. | German 5.8. The level of granularity for the group level might be less detailed in | Please see reply to comment no.
Insurance proportion to the risks relevant at the group level. 694.
Association
Gesamtverb
and der D
697. | XL Capital 5.8. See comment on para 4.44 Please see reply to comment no.
Ltd 4.44. and cf. CP 60 Assessment
of Group Solvency.
698. |Institut des |5.10. It is true that the definition allows many ways of interpretation. Noted

actuaires

This could prejudice the quality and comparability of results. It
would be gainful if the definition would be more précised.

In its Level 2 Advice CEIOPS did
provide much additional
information on the probability
distribution forecast (Please see
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5.47 - 5.57)
699. | Institut des |5.12. In of fact, statistical quality standards should not be limited to the |Noted
actuaires calculation of a probability distribution forecast because the internal
model is not limited to it. The quality of results concerning the
economic loss is also important.
700. |Institut des |5.14. It seems to be not always possible to distinguish the risk-factor Noted
actuaires distribution forecast from the economic loss distribution forecast. In CEIOPS stated that the two-step
fact, in a Monte-Carlo simulation context, the distribution of risk :
factors is inherent to the model and it is therefore not obvious to process to cqlculatg economic
- . o : capital is a kind of idealisation.
put forward. This confirms the fact that it is not appropriate to
restrict the statistical quality requirements to the projection step. In agreement to CEIOPS
conclusion in paragraph 5.20.
701. | KPMG ELLP |5.20. CEIOPS has taken the position that statistical quality standards Noted
should not only apply to the risk model, but also to the valuation
model used to evaluate the financial impact of modelled risks. We
agree to this advice excluding the valuation model, especially for
life business, would fail to achieve the desired objectives of high
quality modelling results.
702. | German 5.27. Whilst we see this point, there is a danger that the undertaking Not agreed
Insurance does not know how to fulfil the statistical quality test. .
Association The unde;rta_kmg should oversee
~ all quantitative methods and
techniques that are associated
Gesamtverb . i
and der D with th_e-calc.ula_tlon-of the
probability distribution forecast.
Examples are given in paragraph
5.24.
703. | Munich RE 5.27. Whilst we see this point, there is a danger that the undertaking Please see reply to comment no.

does not know how to fulfil the statistical quality test.

702.
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704. |KPMG ELLP |5.28. We are supportive of the view that a ‘risk distribution’ provides Noted
more information than single numbers.
705. | Association |5.33. We agree less rich probability distribution forecast should be Noted
of British allowed for and we therefore welcome the flexible approach taken
Insurers by CEIOPS.
706. | CRO Forum |[5.33. “... Supervisory authority should always have the opportunity to Noted
also approve internal models that generate a less-rich probability
distribution forecast.”
We welcome the flexible approach taken by CEIOPS on recognition
of the value provided by a less-rich probability distribution
forecasts.
707. | Groupe 5.33. We welcome that CEIOPS advocates some flexibility in this matter. |Noted
Consultatif For th_e purpose of_calc_ulatmg solvency c_ap|tal, puttl_ng a .Iot of Cf. also the criteria to assess the
effort in a full distribution can be excessive and can impair the )
L adequacy of the techniques used
communication of the results. o
to calculate the probability
distribution forecast in chapter
5.3.2.1.
708. | KPMG ELLP |[5.33. Given the technical difficulties that surround the modelling of many | Noted
risks we are supportive of the flexibility proposed by CEIOPS to
approve ‘less rich’ pdfs.
709. | Pearl Group |5.33. We agree less rich probability distribution forecast should be Please see reply to comment no.
Limited allowed for and we therefore welcome the flexible approach taken 705.
by CEIOPS.
710. | Groupe 5.37. A general problem of data availability over the whole distribution is | Noted
Consultatif that most data will be available around the mean, while we need to

put as much effort as possible into estimating the tail. In most
cases expert judgement is needed. This observation is relevant to

In fact, expert judgement may be
needed, especially in order to
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the whole of chapter 5.3.1.3.

come up with an estimate of the
tail of the probability distribution
forecast in the absence of data.

Chapter 5.3.3.5. deals with the
use of expert judgement as a
complement to or substitute for
data.

711. | Groupe 5.39. See also our comments on 5.37. Furthermore, the limitation Noted
Consultatif rgcognls_ed.by _CEIOPS in 5.39/_40 is very common and the reliable, CEIOPS agrees that a “full
richer distribution forecast envisaged is relatively rare. distribution” i
istribution” is not the common
case. However, the situation may
change with time due to
innovations in internal modelling.
Therefore, CEIOPS’ statement
and preference for modelling
approaches providing a richer
distribution forecast does make
sense.
712. |Institut des |5.41. Considering the complexity of insurance activities, the process of In the paragraphs 5.42 - 5.46 or
actuaires determining the complete probability distribution forecast is 5.54, respectively, the procedure
extremely long and difficult. The control authorities will be that supervisory authorities will
confronted to partial distributions or approximated distributions follow is described. CEIOPS
made by simulation. It is necessary to define precisely envisages to provide further
supplementary approval measures in order to satisfy statistic guidance in Level 3 measures.
quality standards.
713. | Association |5.42. This criteria pushes you to follow leading developments as soon as |In paragraph 5.42 it is not said
of British is really practical. We think this paragraph needs to be measured that any development in
Insurers against a cost-benefit analysis. The cost of any major development | modelling must be implemented

of the model should be balanced against other competing business

in the internal model.
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needs for the resource. We believe disclosure and market pressures
would give enough commercial interest to develop models at an
appropriate pace.

Furthermore, reference is made
to the proportionality principle.
CEIOPS is also aware that
undertakings are subject to
constraints in resources.
Therefore, CEIOPS has clarified
its intention as follows: “This is to
prevent undertakings from
lagging behind what is technically
and economically feasible for
them in the long term.”
Accordingly, here and in the
remaining of the paragraph
reference is made to a cost-
benefit-analysis taken into
account by supervisory
authorities in their assessment..

714,

CRO Forum

5.42.

We understand CEIOPS concerns about using outdated approaches
however it is impractical for undertakings to determine (and
supervisors to assess) instances where an approach is outdated.
We propose that the undertaking be required to assess that the
approach being used is still appropriate.

Exactly this is required by the
validation standards, Article 122.

Supervisory authorities will take
notice of new methods. If a new
method seems to be practicable
(e.g. it used by several
undertakings successfully) as well
as superior with respect to the
richness of the probability
distribution forecast, then
supervisory authorities will assess
whether the method used by the
undertaking is still appropriate or
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has to be regarded as outdated.

715. Confidential comment deleted.
716. | German 5.42. It will be difficult to determine when an approach is outdated. It Please see reply to comment no.
Insurance would be better to check when an approach becomes inappropriate |714.
Association to the risks in question.
Gesamtverb
and der D
717. | Groupe 5.42. It will be difficult to determine when an approach is outdated. It Please see reply to comment no.
Consultatif would be better to check when an approach becomes inappropriate |714.
to the risks in question.
718. Confidential comment deleted.
719. | Munich RE 5.42. It will be difficult to determine when an approach is outdated. It Please see reply to comment no.
would be better to check when an approach becomes inappropriate |714.
to the risks in question.
720. |CRO Forum |[5.43. See comment 5.42 Please see reply to comment no.
714.
721. Confidential comment deleted.
722. | Association |5.44. We welcome that Generally Accepted Market Practice can be CEIOPS is well aware that a
of British accepted but note that such a wide recognition of a market practice | generally accepted market
Insurers does not always exist, for example for capital allocation or tail practice does not always exist.
correlation factors. Accordingly, paragraph 5.44 says
“When and where a generally
accepted market practice has
been established ...".
723. |CRO Forum |5.44. Whilst we agree that generally accepted market practice may be a | Agreed. CEIOPS stresses that
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good guide, we caution against an uncritical use of such market
practices or an uncritical qualification of generally accepted market
practices as “good practice”. Market practices may evolve which do
not adequately capture the risks - the 2008 financial crisis
may be a case in point - and undertakings should not be punished
for seeking to avoid such trends (“herding”) by justifiably deviating
from those practices (cf. para 5.166 b where this point is
acknowledged by CEIOPS).

“undertakings shall not be forced
to follow exactly the generally
accepted market practice” and
points out that “"undertakings may
have to deviate” (Please see 5.44
and 5.55)

724. Confidential comment deleted.
725. |German 5.44, Whilst we agree that generally accepted market practice may be a |Please see reply to comment no.
Insurance good guide we caution against an uncritical use of such market 723.
Association practices or an uncritical qualification of generally accepted market
- practices as “good practice”. Market practices may evolve which do
Gesamtverb not adequately capture the risks - the 2008 financial crisis
and der D may be a case in point - and undertakings should not be punished
for seeking to avoid such trends (“herding”) by justifiably deviating
from those practices (cf. para 5.166 b where this point is
acknowledged by CEIOPS).
726. | Groupe 5.44, Generally accepted market practices may be a good guide, but Please see reply to comment no.
Consultatif there is a danger that undertakings are not critical enough and 723.
make the same mistake i.e. increasing systemic risks. Therefore
finding the appropriate balance to promote own models with own
thinking are important.
727. |KPMG ELLP |5.44. It is unclear how this ‘generally accepted market practice’ will be CEIOPS might develop guidance
agreed. This should be clarified by CEIOPS. in Level 3 measures.
728. | Munich RE 5.44. Whilst we agree that generally accepted market practice may be a |Please see reply to comment no.

good guide we caution against an uncritical use of such market

723.
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practices or an uncritical qualification of generally accepted market
practices as “good practice”. Market practices may evolve which do
not adequately capture the risks — the 2008 financial crisis may be
a case in point — and undertakings should not be punished for
seeking to avoid such trends (“herding”) by justifiably deviating
from those practices (cf. section 5.166 b where this point is
acknowledged by CEIOPS)

729. |RBS 5.44, We feel that this criterion could cause difficulties to companies in Please see reply to comment no.
Insurance that it is difficult to know where a generally accepted market 727.
practice exists (e.g. how many companies must accept it for it to be
market practice)
730. | Association |5.45. Supervisors will need to evaluate the shortcoming of fewer data Noted
of British points. The resulting need by companies to make use of validation
Insurers techniques (stress test, scenario etc.) for the supervisor could be
extensive.
731. |CRO Forum |5.45. In practice it will be impractical to identify “all” shortcomings. We Not agreed
propose that or]ly the key/_materlal shor‘tcomlngs are |dent|f|ed that At first, all shortcomings have to
would likely to impact the internal model effective operation . .

. - . . be identified. In a second step,
accompanies by an explanation why the undertaking believes that £ all sh . identified
the model works appropriately for the purposes it was built for outofa s ortcomings identifie

the material ones have to be
determined.
732. Confidential comment deleted.
733. |German 5.45. In practice it will be impossible to identify “all” shortcomings. We Please see reply to comment no.
Insurance would find it useful to explain why the undertaking believes that the | 731.
Association model works appropriately for the purposes it was built for.
Gesamtverb
and der D
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734. | Groupe 5.45. We disagree. We would expect the same validation standard for all |Please see also reply to comment
Consultatif distribution forecasts. See also our comments on 5.39. In practice |no. 731.
it will be impossible to address “all” shortcomings. Agreed, the standards are the
same. In order to comply,
however, a more intensive
validation process may be
necessary in case of a model with
key points as probability
distribution forecast.
735. | Munich RE 5.45. In practice it will be impossible to “all” shortcomings. We would find | Please see reply to comment no.
it useful to explain why the undertaking believes that the model 731.
works appropriately for the purposes it was built for.
736. | Association |5.47. We find the definition of probability distribution forecast quite Not agreed
of British opaque. This could be taken to mean that future business Assumptions or plans regardin
Insurers projections could be subject to statistical quality standards, which ptiol p garding
- future business (“future business
we would not support. It would be clearer to have a table setting . "
i : . i projections”) where used as an
out the differences between it and an economic profit and loss ; .
S input for the internal model, may
distribution forecast. o
have a material impact on the
probability distribution forecast
and are therefore subject to the
requirements of sections 5.3.2.
and 5.3.3.
737. | CEA, 5.47. We believe that the reference to profits and losses is too restrictive, | Not agreed
ECO-SLV- and not re_aIIy .conS|stent with the notion of probability distribution In paragraph 5.47 “profits and
forecast, since: o .
09-451 losses” is given just as an

O The internal model projects cash flows and reserves which
depends on risk factors;

example for a quantity of
monetary value that should
underlie the probability
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O It is this projection which constitutes the probability
distribution forecast; and

O The delta-NAV which is used for SCRs calculation is done
with the difference among two different distribution forecasts,
which is not exactly a profit or a loss.

29.

We suggest rewriting this sentence as follows: “The probability
distribution forecast shall refer, among other things, to a quantity
of monetary value.”

distribution forecast. Alternative
quantities of monetary value are
admissible.

738. |CRO Forum |5.47. “The probability distribution forecast shall refer, among other CEIOPS follows a principle-based
things, to a quantity of monetary value such as profits and losses. |approach and deliberately leaves
Accordingly, any methodology that valuates the financial impact of |the exact form of the probability
future events is also subject to statistical quality requirements.” distribution forecast open so that
The definition of probability distribution forecast is vague. We unglertaklngs can choose a form
. : S . - which best corresponds to their
interpret this as a principles based approach to defining probability individual needs
distribution forecast and would welcome CEIOPS to confirm our )
interpretation.

739. | FFSA 5.47. CEIOPS writes that the probability distribution forecast shall refer, Please see reply to comment no.

among other things, to a quantity of monetary value such as profits
and losses.

FFSA believes that the reference to profits and losses is too
restrictive, and not really consistent with the notion of probability
distribution forecast, since: (1) the internal model projects cash
flows and reserves which depends on risk factors, (2) it is this
projection which constitutes the probability distribution forecast,
and (3) the delta-NAV which is used for SCRs calculation is done
with the difference among two different distribution forecasts,

737.
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which is not exactly a profit or a loss.

As a consequence, FFSA suggests rewriting this sentence as
follows: “"The probability distribution forecast shall refer, among
other things, to a quantity of monetary value.”

740. | German 5.47. We believe that the reference to profits and losses is too restrictive, | Please see reply to comment no.
Insurance and not really consistent with the notion of probability distribution 737.
Association forecast, since:
_ (1) the internal model projects cash flows and reserves which
Gesamtverb -
depends on risk factors,
and der D
(2) it is this projection which constitutes the probability distribution
forecast, and
(3) the delta-NAV which is used for SCRs calculation is done with
the difference among two different distribution forecasts, which is
not exactly a profit or a loss.
We suggest rewriting this sentence as follows: “The probability
distribution forecast shall refer, among other things, to a quantity
of monetary value.”
741. | Legal & 5.47. The probability distribution forecast is not a very clear definition. It |Please see reply to comment no.
General would be clearer to have a table setting out the differences 736.
Group between it and an economic profit and loss distribution forecast
742. | Pearl Group |5.47. We find the definition of probability distribution forecast quite Please see reply to comment no.
Limited opaque. This could be taken to mean that future business 736.
projections could be subject to statistical quality standards, which
we would not support.
743. |CRO Forum |5.48. “The criteria set out in Article 119 paragraphs (2)-(9) apply to the |Not agreed
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calculation framework of the probability distribution forecast as well
as to all quantitative methods and techniques associated with it.”

There may be methods and techniques not fully justified by
statistical data, as they include significant elements of judgement
(e.g. operational risk modelling). We propose that this paragraph
should be altered to accommodate for such instances and only be
applicable “whenever possible”.

The advice on 119(2)-(9) includes
the issue of missing data and
expert judgement (5.159-5.169
as well as 5.183-5.184) and also
refers to “credible information”
(5.77 ff).

744. | Pricewaterho | 5.48. The paragraph sets out a desire for as full as possible a distribution | Not agreed
useCoopers of required capital by percentile — as full as the distribution of . .
. ; . ) . The issue of false accuracy is
LLP underlying risks. The reasoning for the necessity of such detailed .
. . . . - ; addressed in 5.40 and 5.53
output is quite briefly described. In practical terms the production .
ao . ; . - (unfounded richness of the
of a full distribution of capital will be impeded by a) the underlying robability distribution forecast)
risk distributions being limited to a few single point estimates, b) P Y '
the complexity that diversification parameters and non-linearity Your proposal is in contradiction
effects vary by percentile, c) partial model situations having only to the Level 1 Text.
one estimate of capital - that at the standard calibration.
We believe this requirement may lead to false accuracy being
imputed to the model, to the detriment of the understanding by
senior management of the model. We suggest a more balanced
requirement would be to look for three estimates from the model,
at the risk appetite of the firm, at the calibration of the standard
formula, and at the level of typical business planning risk stresses,
perhaps 1 in 20.
745. | Association |5.49. We believe the heading should read “Probability distribution Agreed
of British forecast” in the title .
Heading to be changed
Insurers

We also believe that the level of application within a firm(i.e. the
level where it is set) should capture the appropriate structure to

accordingly.
Aspects concerning
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asses the major risks of the firm as a whole. i.e. it should be
proportionate for smaller firms within a group unless they contain
risks that could have a material impact on the group.

proportionality are included in
5.54.

746. | Legal & 5.49. We believe the heading should read “Probability distribution Please see reply to comment no.
General forecast” in the title 745.
Group We also believe that the level of application within a firm(i.e. the
level where it is set) should capture the appropriate structure to
asses the major risks of the firm as a whole. i.e. it should be
proportionate for smaller firms within a group unless they contain
risks that could have a material impact on the group.
747. Confidential comment deleted.
748. | Association |5.50. This might be difficult to apply for group structures which are more |Paragraph 5.50 refers to
of British flexible than heavily centralised groups. Groups may construct probability distribution forecast
Insurers internal models in different ways that reflect the way they run their | (pdf) in the group context without
businesses and it is therefore not appropriate or desirable to further specification of the term.
impose a uniform probability distribution forecast across the The following paragraphs deal
business. Certain groups may have a single group internal model with the nature of the pdf. In
and, at the same time, not impose the same probability distribution | CEIOPS view it should be possible
forecast method to every entity. Whilst consistency should be and reasonable to aggregate solo
ensured between undertakings within a group, we do not believe undertakings’ results if
there should be a formal requirement to have a fully populated consistency is ensured across the
probability distribution forecast at the topmost level of the group. group. The pdf at group level may
Further, we believe that whilst aggregation (and allocation) is consist of o.nly key points su'b]ect
. - ; . “ to the requirements set out in
desirable, it is not easy to achieve, especially when based on “few
o ) . . . paragraph 5.54. Please cf. also
key points”. Article 5.29 mentions that Solvency II “ultimately aims “ .
T " chapter 5.3.5.3 “Aggregation of
at an overall distribution forecast for the topmost level...”, but how | . " ° . .
; : distributions with only key points
far the aim becomes mandatory is not fully clear. "
known”.
749. | CEA, 5.50. (Overall probability distribution forecast at the topmost (i.e. group) |Please see reply to comment no.
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ECO-SLV- level) 748.

09-451

Effort to determine overall probability distribution forecast does not
seem appropriate for all instances, especially for groups.

Overall probability distribution should not be the required output
(or intermediary output) of an internal model. Therefore,
companies (especially groups) should not be required to put
excessive effort into those probability distributions where not
necessary.

The methodology to sum up probability distribution forecast at a
group level may be very complicated when, as §5.52 stresses, the
exact nature of the probability distribution forecast may include a
wide range of distribution from continuous distributions to ones
with few data points. Relevant simplifications proportional to the
risk profile at the group level should be taken into account.

Soften the requirement for overall probability distributions,
especially for groups.

750. | CRO Forum |5.50. “ ... aim to arrive at a probability distribution forecast wherever the |Please see reply to comment no.
internal model is used at the level of individual solo undertakings of | 748.
the group, ...”

This advice might be difficult to apply for group structures which
are more flexible than heavily centralised groups. Additionally,
certain groups may have a single group internal model and, at the
same time, not impose the same probability distribution forecast
method to every entity.

Whilst consistency should be ensured between undertakings within
a group, we do not believe there should be a formal requirement to
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have a fully populated probability distribution forecast at the
topmost level of the group.

This paragraph states that “groups shall aim to arrive at a
probability distribution forecast whenever the internal model is
used at the level of individual solo undertakings of the group”. In
practice, if the same internal model is used at a group and a solo
undertaking level, it may be necessary to include some
simplifications at the level of the solo undertaking to prevent the
model becoming extremely complex and cumbersome at group
level. This should be recognized by supervisory authorities.

751. | FFSA 5.50. CEIOPS says that the aim of Solvency II is for group internal model | Not agreed
to arrive at a probability distribution forecast at the topmost (i.e. CEIOPS believes that a probability

group) level. distribution forecast (pdf) at the
FFSA disagrees with this element, since what is expected group model (and in accordance
throughout Solvency II is to define whether the solvency margin is |to the model scope) is useful,
to be calculated. Since a probability distribution forecast could be even if the pdf consists of a few
created for each subsidiary of a group and for each risk factor (e.g. | points only.

central scenario + shocked scenario for a specific SCR such has
mortality risk estimation), the consolidation of these elements
would be unreasonable for Solvency II purposes, since it is not
directly useful. Moreover, the methodology to sum up probability
distribution forecast at a group level is to be defined, which could
be very complicated when, as §5.52 stresses, the exact nature of
the probability distribution forecast may include a wide range of
distribution from continuous ones to ones with few data points.

As a consequence, FFSA suggests this §5.50 to be deleted.

752. Confidential comment deleted.

753. Confidential comment deleted.
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754. | German 5.50. (Overall probability distribution forecast at the topmost (i.e. group) |Please see reply to comment no.
Insurance level) 749.
Association
Gesamtverb Effort to determine overall probability distribution forecast does not
and der D seem appropriate for all instances, especially for groups.
In principle, overall probability distributions are the desired output
for groups, too. However, companies (especially groups) should not
be required to put excessive effort into those probability
distributions where not necessary.
The methodology to sum up probability distribution forecast at a
group level may be very complicated when, as §5.52 stresses, the
exact nature of the probability distribution forecast may include a
wide range of distribution from continuous distributions to ones
with few data points. Relevant simplifications proportional to the
risk profile at the group level should be taken into account.
Soften the requirement for overall probability distributions,
especially for groups.
755. | Legal & 5.50. As the structures of firms are different, the approach taken by a Noted
General regulator needs to reflect and capture this within the context of
Group ensuring that all material risks are appropriately captured.
756. | Pearl Group |5.50. Whilst consistency should be ensured between undertakings within |Please see reply to comment no.
Limited a group, we do not believe there should be a formal requirement to | 748.
have a fully populated probability distribution forecast at the
topmost level of the group.
757. | XL Capital 5.50. See comment on para 4.44 about Group. Also, we question the Please cf. paragraph 5.61.
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Ltd practicality of enforcing a single approach to distribution of profit
and losses across all group subsidiaries.
758. | Association |5.51. It would be better to base this on a “fit for purpose” criteria rather |Not agreed
of British than using “as much relevant information as possible”.
Please see also reply to comment
Insurers
no. 760.
759. Confidential comment deleted.
760. |CRO Forum |5.51. It is unclear what the advice implies when it states that the forecast | Agreed
should be based on ‘as much relevant information as possible’. This . . .
. , Wording revised: “as much
could be impractical. . . I
relevant information as possible
We propose that the undertaking documents why it believes that replaced by “all relevant
the data used for forecasts is appropriate. information available”
761. |KPMG ELLP |5.51. CEIOPS advises to use as much relevant information as possible for | Not agreed
the probability distribution forecast. We suggest this information The suagested data ranking is
should be ranked in the order of preference, i.e. own data, group im rac(:c;i%:al 9
data, domestic industry data, global industry data, subject to P '
credibility considerations.
762. |EMB 5.52. The text refers to “data points” but we believe this is misleading Not agreed
Consultancy and should say “forecast points What is meant here by data
LLP . X
points should be obvious.
763. | Institut des |5.52. The definition of the exact nature of the probability distribution CEIOPS wants to avoid to restrict
actuaires forecast given by the CEIOPS is not more explicit than the one modelling freedom by providing a
given by the directive (“a wide range of distribution”, “few data”). too precise definition in this
It would be gainful if the notion would be defined with explicit respect. The nature of the
quantitative aspects. probability distribution forecast
varies for some good reasons.
764. | AAS BALTA |5.53. We agree that more data points produce a stronger basis for risk Noted
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management.

765. | AB Lietuvos |5.53. We agree that more data points produce a stronger basis for risk Noted
draudimas management.

766. | Association |5.53. We welcome the flexible and proportionate approach taken by Throughout the whole chapter
of British CEIOPS which links the probability distribution forecast with 5.3.1.3 CEIOPS does not
Insurers decision-making processes. We are concerned however that the distinguish between (full)

conditions laid out in 5.54 might only allow for full stochastic stochastic and deterministic
models and render deterministic approaches no longer acceptable. |approaches in the first place.
The fact that a stochastic method has been used to simulate a full |Instead, the internal model is
distribution does not necessarily make the answer more robust. discussed solely form the
perspective of its main output,
the probability distribution
forecast (pdf). As obvious from
paragraph 5.54, the richness of
the pdf will be one key aspect in
the assessment of model
compliance with the statistical
quality standards. Models with a
less rich pdf are subject to the
requirements listed in 5.54.
CEIOPS wants to point out that
with the preference stated in 5.39
it has not been intended to
contrast stochastic and
deterministic modelling
approaches in any way.

767. Confidential comment deleted.

768. | CEA, 5.53. The paragraphs 5.53 and 5.56 seem to contradict each other Not agreed
ECO-SLV- regarding the use of fewer data points for a distribution. 5.53 and 5.56 cover different
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09-451 While 5.53 agrees that it is not necessary to introduce unfounded .tOD'CS' 5'.53 is about the
introduction of unfounded

richness into the forecast when only few data points are available, richness to the probabilit
5.56 highlights that in this case intensive validation and stricter o P y
distribution forecast (pdf) whilst

governance may be required. 5.56 is about validation of models
Align 5.56 with 5.53 or delete 5.56. with only key points as pdf.

It has to be noticed that
validation is not restricted to
quantitative techniques which
require the availability of data.
CEIOPS has a broad notion of
validation (cf. chapter 8).

769. | CODAN 5.53. We agree that more data points produce a stronger basis for risk Noted
Forsikring management.
A/S
(10529638),
Denmark

770. | CODAN 5.53. We agree that more data points produce a stronger basis for risk Noted
Forsikring management.
(Branch
Norway)
(991 502
491)

771. |CRO Forum |5.53. We welcome this advice by CEIOPS. We understand that Noted
“unfounded richness” can be interpreted to mean a level of
sophistication or detailed data used in the derivation of a
distribution which produces dubious accuracy and a false sense of
security in the results of al model. An undertaking may produce a
higher quality result (and make better decisions) from a robust
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method of choosing a few points on a distribution, compared to
another undertaking which uses highly sophisticated methods but
for which the underlying assumptions/parameters are not robust. '

772. |EMB 5.53. Again the phrase “'data points” is used and we believe this should Please see reply to comment no.
Consultancy say “forecast points”. 762.
LLP We would also point out that a larger number of forecast points

does not necessarily indicate higher quality: for example a high A

- ) . RS greed
number of simulations will not compensate for a poor distributional
choice.

773. Confidential comment deleted.

774. | German 5.53. The paragraphs 5.53 and 5.56 seem to contradict each other Please see reply to comment no.
Insurance regarding the use of fewer data points for a distribution. 768.
éssouatlon While 5.53 agrees that it is not necessary to introduce unfounded
Gesamtverb richness into the forecast when only few data points are available,

5.56 highlights that in this case intensive validation and stricter
and der D .

governance may be required.

Align 5.56 with 5.53 or delete 5.56.

775. | Link4 5.53. We agree that more data points produce a stronger basis for risk Noted
Towarzystw management.

o}
Ubezpieczen
SA

776. |RSA 5.53. We agree that more data points produce a stronger basis for risk Noted
Insurance management.

Group PLC
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777. |RSA 5.53. We agree that more data points produce a stronger basis for risk Noted
Insurance management.
Ireland Ltd
778. |RSA - Sun 5.53. We agree that more data points produce a stronger basis for risk Noted
Insurance management.
Office Ltd.
779. | SWEDEN: 5.53. We agree that more data points produce a stronger basis for risk Noted
Trygg-Hansa management.
Férsakrings
AB (516401-
7799)

780. | AAS BALTA |5.54. There would need to be a time lag between when a method became | Agreed, as a generally accepted
“generally accepted market practice” and when it would be market practice does not
expected to be present in all undertakings models. establish instantaneously and will

evolve over time. Please cp.
paragraph 5.43.

Please note that it is not the
market practice itself that is
expected to be present in the
insurance undertakings, but
rather the minimum quality
standard that is associated with
this practice.

781. | AB Lietuvos |5.54. There would need to be a time lag between when a method became | Please see reply to comment no.

draudimas “generally accepted market practice” and when it would be 780.
expected to be present in all undertakings models.
782. | Association |5.54. See comments under 5.53 Please see reply to your comment
of British no. 766.
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Insurers We have a concern that the guidance here may mean they there is
a presumption that stochastic methods will be used for all
purposes. In practice depending upon the materiality and nature of
the statistics it may be more appropriate to use a deterministic
approach.

783. | CEA, 5.54. Agreed, but this paragraph should not result in situations where Agreed. Paragraph 5.54 should
ECO-SLV- stochastic approaches are generally preferred compared to not be interpreted as a general
09-451 determ|_n|st|c ones in all cases. Some determmlstlc; methods (e.g. preference of stochastlc_ o

calculation of technical provisions based on loss triangles) are approaches over deterministic
appropriate and widely use and should therefore also form the basis | ones, Please cf. reply to comment
for risk measurement. no. 766.
[Your example is misleading as it
is relates to the calculation of
technical provisions.]

784. | CODAN 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Forsikring “generally accepted market practice” and when it would be 780.

A/S expected to be present in all undertakings models.
(10529638),
Denmark

785. | CODAN 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Forsikring “generally accepted market practice” and when it would be 780.

(Branch expected to be present in all undertakings models.
Norway)
(991 502
491)
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786. | CRO Forum |5.54. We welcome the flexible and proportionate approach taken by Please see reply to comment no.
CEIOPS which links the probability distribution forecast with 766.
decision-making processes.
However, we are concerned that the conditions laid out in this
paragraph might only allow for full stochastic models, rendering
deterministic approaches to estimate points on the pdf
unacceptable going forward.
787. |EMB 5.54. We recognise the need to allow for simple techniques such as As stated in 5.40, the key points
Consultancy aggregation of key points, but would warn that this is not conducive | generated by the internal model
LLP to understanding of the full risk profile. With such methods, in our |should provide the undertaking
view, there is too much focus on the “final number” rather than with information about the shape
understanding the process of getting to the result. and tail of the (potential full)
Proportionality is mentioned, but we would suggest that even distribution.
simple undertakings should aim to have an idea of the full Furthermore, models should
distribution of their risk profile, not just what a particular point in never result in one “final number”
the upper tail looks like. only. Please cf. chapter 5.3.2.1,
and the transparency criterion in
particular.
788. | FFSA 5.54., Internal models typically generate a probability distribution forecast | Please see reply to comment no.

- either directly generating the entire distribution or through the
fitting a curve where only specific points are run. Both approaches
are based on a number of assumptions and the limitations of both
should be recognised. The advice seems to imply that the latter
approach is weaker.

FFSA thinks that Level 2 should recognise that pragmatic
approaches to estimating risks are accepted in internal models.

766.
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789. | German 5.54. Agreed, but this paragraph should not result in situations where Please see reply to comment no.
Insurance stochastic approaches are generally preferred compared to 783.
Association deterministic ones in all cases. Some deterministic methods (e.g.
- calculation of technical provisions based on loss triangles) are
Gesamtverb appropriate and widely use and should therefore also form the basis
and der D for risk measurement.
790. | Investment |5.54. We welcome the recognition that certain risks may only have point | Noted
& Life estimates.
Assurance
Group
(ILAG)

791. | KPMG ELLP |5.54. Among other measures for determining adequacy of a probability CEIOPS expects that generally
distribution forecast’s richness, the CP suggests taking into account |accepted market practices are
current industry developments in internal modelling. We suggest indeed well-known in the industry
stipulating that these developments must be well-known in the and also accepted by the actuarial
industry and generally acceptable to the local actuarial professional | community, and that views
body. regarding these practices are

exchanged between industry,
actuarial community and
supervisors. In CEIOPS view a
formal requirement regarding the
acceptance by actuarial bodies is
not adequate.

792. | Legal & 5.54. Whilst we use stochastic models for appropriate material risks we Paragraph 5.54 exclusively refers

General have a concern that the guidance here may mean they there is a to internal models that generate
Group presumption that they will be used for all purposes. In practice only key points of the probability

depending upon the materiality and nature of the statistics it may
be more appropriate to use a deterministic approach.

distribution forecast. Taking into
account the proportionality
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principle (cf. second bullet point
in 5.54) it has to be assessed
case-by-case if such a model can
be approved.

793. | Link4 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Towarzystw “generally accepted market practice” and when it would be 780.
o] expected to be present in all undertakings models.
Ubezpieczen
SA
794. | Pearl Group |5.54. We welcome the flexible and proportionate approach taken by Please see reply to comment no.
Limited CEIOPS which links the probability distribution forecast with 766.
decision-making processes. We are concerned however that the
conditions laid out in 5.54 might only allow for full stochastic
models and render deterministic approaches no longer acceptable.
We do not believe that this is CEIOPS intention.
795. | ROAM - 5.54., Internal models typically generate a probability distribution forecast | Please see reply to comment no.
- either directly generating the entire distribution or through the 788.
fitting a curve where only specific points are run. Both approaches
are based on a number of assumptions and the limitations of both
should be recognised. The advice seems to imply that the latter
approach is weaker.
ROAM thinks that Level 2 should recognise that pragmatic
approaches to estimating risks are accepted in internal models.
796. | RSA 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Insurance “generally accepted market practice” and when it would be 780.
Group PLC expected to be present in all undertakings models.
797. |RSA 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
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Insurance “generally accepted market practice” and when it would be 780.
Ireland Ltd expected to be present in all undertakings models.
798. |RSA - Sun 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Insurance “generally accepted market practice” and when it would be 780.
Office Ltd. expected to be present in all undertakings models.
799. | SWEDEN: 5.54. There would need to be a time lag between when a method became | Please see reply to comment no.
Trygg-Hansa “generally accepted market practice” and when it would be 780.
Férsakrings expected to be present in all undertakings models.
AB (516401-
7799)
800. | CEA, 5.55. We strongly support that the undertaking is not forced to follow the |Please see reply to comment no.
ECO-SLV- market practice but is able to consider its own risk profile. 723.
09-451 According to this and to para 5.54 the minimum standard should
not gear to other undertakings’ practice.
Whilst we agree that generally accepted market practice may be a
good guide we caution against an uncritical use of such market
practices or an uncritical qualification of generally accepted market
practices as “good practice”. Market practices may evolve which do
not adequately capture the risks - the 2008 financial crisis
may be a case in point - and undertakings should not be punished
for seeking to avoid such trends (“herding”) by justifiably deviating
from those practices (cf. para 5.166 b where this point is
acknowledged by Ceiops).
801. |CRO Forum |5.55. “CEIOPS emphasizes that undertakings shall not be forced to follow | Noted

exactly the generally accepted market practise”

We welcome this advice as it does not force companies to adopt
general accepted market practices to demonstrate robustness of

The sentence “This supervisory
approach avoids creating
systemic risk and encourages
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the probability distribution function and get regulatory approval.
This principle based approach is in line with the principle based
framework proposed by the directive.

This sentence may be made much stronger. (Dynamic) model
development should be encouraged and herding behaviour should
be discouraged, this will increase model quality and decrease the
systemic risk in the industry and thereby increase policyholder

reflection of existing alternative
techniques and innovation”
covers all aspects mentioned.

protection.

802. |[EMB 5.55. Market practice is not the same as best practice, and best practice |Noted
Consultancy is a concept that necessarily differs from undertaking to
LLP undertaking.

803. | European 5.55. We suggest CEIOPS develops the definition of “certain minimum Paragraph 5.55 refers to internal
Union standard in model quality”, especially in case an undertaking models that generate only the
member decides to deviate from “generally accepted market practice”. key points of the probability
firms of Such minimum standard could be included in Level 3 measures distribution forecast and
Deloitte ) especially to the third bullet point
Touche To of 5.54, where the generally

accepted market practice is
mentioned. It is this market
practice that determines the
minimum standard in model
quality. Please cf. paragraph 5.44
where this link is described in
more detail.

CEIOPS may develop further
guidance in Level 3 measures.

804. | German 5.55. We strongly support that the undertaking is not forced to follow the | Please see reply to comment no.
Insurance market practice but is able to consider its own risk profile. 723.

Association According to this and to para 5.54 the minimum standard should
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- not gear to other undertakings’ practice.
Gesamtverb Whilst we agree that generally accepted market practice may be a
and der D . . . .
good guide we caution against an uncritical use of such market
practices or an uncritical qualification of generally accepted market
practices as “good practice”. Market practices may evolve which do
not adequately capture the risks - the 2008 financial crisis
may be a case in point - and undertakings should not be punished
for seeking to avoid such trends (“herding”) by justifiably deviating
from those practices (cf. para 5.166 b where this point is
acknowledged by CEIOPS).
35.
805. | Groupe 5.55. See also our comments on 5.44. Yes, the generally accepted
Consultatif What does “certain minimum standards in model quality” mean m_ar_ket practlcg defines the
. . minimum quality standard for
exactly? Is it based on market practice? . .
models with only key points as
probability distribution forecast.
806. | Investment |5.55. We welcome the clarification that undertakings will not be forced to
& Life use a market practice where that is not proportionate, or fitting the
Assurance risk profile.
Group
(ILAG)
807. | KPMG ELLP |5.55. The CP suggests that (re) insurance undertakings may deviate from | Please see reply to comment no.
generally established market practice and choose a modelling 723.
technique which is more appropriate to its own risk profile. We
agree to the proposed flexibility.
808. | Association |5.56. It is not clear why models which only generate a few points on the |This statement is to be
of British distribution may need more governance and validation. Indeed, understood given that model
Insurers introducing a model which tries to map the full distribution validation is often more
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necessarily becomes a much more complex model which in turn challenging in those cases.
increases the risks or error or maladministration.

809. |CEA, 5.56. A pragmatic approach is needed to estimating probability Please see reply to comment no.
ECO-SLV- distributions. Fewer data points do not coincide with less accuracy. |788.

09-451 Internal models typically generate a probability distribution forecast
- either directly generating the entire distribution or through the
fitting a curve where only specific points are run. Both approaches
are based on a nhumber of assumptions and the limitations of both
should be recognized. The advice seems to imply that the latter
approach is weaker which in many situations is incorrect. It
therefore needs to be made clear that the quality criterion should
not be “model sophistication”, but the extent to which decisions
become better (better aligned with risk appetite and the desire to
protect solvency) by having better model (statistical) quality. It
needs to be noted that more sophisticated models often decrease
the quality of decisions, as they obscure common sense and
prudence.

Delete paragraph or align with 5.53.

810. | CRO Forum |5.56. “CEIOPS emphasizes that undertakings shall not be forced to follow |Please see reply to comment no.
exactly the generally accepted market practise” 801.

We welcome this advice as it does not force companies to adopt
general accepted market practices to demonstrate robustness of
the probability distribution function and get regulatory approval.
This principle based approach is in line with the principle based
framework proposed by the directive.

This sentence may be made much stronger. (Dynamic) model
development should be encouraged and herding behaviour should
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be discouraged, this will increase model quality and decrease the
systemic risk in the industry and thereby increase policyholder
protection.

811. |[EMB 5.56. Again the phrase “'data points” is used and we believe this should Please see reply to comment no.
Consultancy say “‘forecast points”. 762.
LLP
812. |German 5.56. A pragmatic approach is needed to estimating probability Please see reply to comment no.
Insurance distributions. Fewer data points do not coincide with less accuracy. |809.
éssomatlon Internal models typically generate a probability distribution forecast
- either directly generating the entire distribution or through the
Gesamtverb . e .
and der D fitting a curve where only specific ppmts are run. B_oth_approaches
are based on a number of assumptions and the limitations of both
should be recognized. The advice seems to imply that the latter
approach is weaker which in many situations is incorrect. It
therefore needs to be made clear that the quality criterion should
not be “model sophistication”, but the extent to which decisions
become better (better aligned with risk appetite and the desire to
protect solvency) by having better model (statistical) quality. It
needs to be noted that more sophisticated models often decrease
the quality of decisions, as they obscure common sense and
prudence.
Delete paragraph or align with 5.53.
813. | Groupe 5.56. The use of fewer data points may be sufficient to calculate the SCR, | Agreed
Consultatif but more data points may be appropriate for risk management

purposes.

See also our comments on 5.45.

It has to be noticed that an

internal model nevertheless has
to comply with the requirements
of the other Articles 118-124. As
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stated in the last bullet point in
5.54, any corresponding
limitations have to be
compensated by additional
measures. Your comment links
primarily to the Article 119 Use
Test.

814. |KPMG ELLP |5.56. The CP suggests that probability distribution forecasts with fewer Agreed
data point may require validation via stress testing, scenario
analysis and strict governance. While we appreciate the intent of
this advice, it should be recognised that some risks (mortality,
catastrophe) inherently produce fewer data points compared to
some other risks (motor, fire, temporary disability) and are also
therefore harder to validate.
815. | Llody’s 5.56. The logic that internal models that generate fewer data points may |Please see also reply to comment
need more intensive validation and stricter governance is dubious. |no. 808.
It could equally well be claimed that internal models that generate . . -
- . . ; . The proportionality principle holds
a full probability distribution forecast require more intensive - -
S . . also in this respect. However,
validation and stricter governance because of the risk that they are
- . s CEIOPS does not see any need to
attaching a spurious level of credibility to the data they are based LT - i
; A mention it explicitly here again.
on. In practice, the extent of validation and degree of governance
should reflect both the sophistication of the model and the
appropriateness of the data to support that level of sophistication.
Further, the principle of proportionality should apply.
816. | Pearl Group |5.56. It isn't clear whether the use of correlations to add together results |Please cf. section 5.3.5.3 on the
Limited of different risks is allowed. It implies that extra validation would be | aggregation of distributions with
required for this to be allowed. only key points known.
817. |AAS BALTA |5.57. Surely this is subject to the proportionality argument. So a small Please cf. paragraph 5.61.

solo may have a simplified approach whilst the Group number
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(which is not overly affected by that Solo’s numbers) can have a
more complex approach at the same time.

818. | AB Lietuvos |5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
draudimas solo may have a simplified approach whilst the Group number 817.
(which is not overly affected by that Solo’s numbers) can have a
more complex approach at the same time.
819. Confidential comment deleted.
820. | CODAN 5.57. Surely this is subject to the proportionality argument. So a small See reply to comment no. 817.
Forsikring solo may have a simplified approach whilst the Group number
A/S (which is not overly affected by that Solo’s numbers) can have a
(10529638), more complex approach at the same time.
Denmark
821. | CODAN 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Forsikring solo may have a simplified approach whilst the Group number 817.
(Branch (which is not overly affected by that Solo’s numbers) can have a
Norway) more complex approach at the same time.
(991 502
491)
822. |CRO Forum |5.57. The use of the word ‘compensated for’ in the advice is unclear. Our | Not agreed

interpretation of this advice is that limitations in the modelling of
individual risks should be understood at top level results. We
propose that the advice is re-drafted to clarify that through
replacing ‘compensate for’ by ‘recognise’.

The identification of the resulting
model limitations is only the first
step. Undertakings should take
measures to compensate for
these limitations. This holds for
the solo level as well as for the
group level. Additional measures
here should not be misunderstood
as “being more prudent” or
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|II

“raising risk capita

823. | Link4 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Towarzystw solo may have a simplified approach whilst the Group number 817.
o} (which is not overly affected by that Solo’s numbers) can have a
Ubezpieczen more complex approach at the same time.
SA
824. |[RSA 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Insurance solo may have a simplified approach whilst the Group number 817.
Group PLC (which is not overly affected by that Solo’s numbers) can have a
more complex approach at the same time.
825. |RSA 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Insurance solo may have a simplified approach whilst the Group number 817.
Ireland Ltd (which is not overly affected by that Solo’s numbers) can have a
more complex approach at the same time.
826. |RSA - Sun 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Insurance solo may have a simplified approach whilst the Group number 817.
Office Ltd. (which is not overly affected by that Solo’s numbers) can have a
more complex approach at the same time.
827. | SWEDEN: 5.57. Surely this is subject to the proportionality argument. So a small Please see reply to comment no.
Trygg-Hansa solo may have a simplified approach whilst the Group number 817.
Forsakrings (which is not overly affected by that Solo’s humbers) can have a
AB (516401- more complex approach at the same time.
7799)
828. | Association |5.59. We think that the requirement to provide documentation of the Your comment seems to address
of British historical development of the internal model including paragraph 9.25 in the chapter on
Insurers methodologies, assumptions and data should be applied documentation.

proportionately. This should not mean an exhaustive library for all
times.

The proportionality principle in
this respect is addressed by

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

221/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP- CEIOPS-SEC-119-09

56/09
CP No. 56 - L2 Advice on Tests and Standards for Internal Model
Approval
paragraph 9.34: “the
documentation requirement for
minor changes is narrower than
for major changes”, however, the
documentation of the historical
performance of the model
(changes in methodology,
assumptions and data and their
rationale) is essential both for the
undertaking itself and supervisory
authorities.
829. | AAS BALTA |5.60. Agreed Noted
830. | AB Lietuvos |5.60. Agreed Noted
draudimas
831. | CODAN 5.60. Agreed Noted
Forsikring
A/S
(10529638),
Denmark
832. | CODAN 5.60. Agreed Noted
Forsikring
(Branch
Norway)
(991 502
491)
833. |Link4 5.60. Agreed Noted
Towarzystw
o}
Ubezpieczen
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SA

834. |[RSA 5.60. Agreed Noted
Insurance
Group PLC

835. |[RSA 5.60. Agreed Noted
Insurance
Ireland Ltd

836. |[RSA - Sun 5.60. Agreed Noted
Insurance
Office Ltd.

837. | SWEDEN: 5.60. Agreed Noted
Trygg-Hansa
Férsakrings
AB (516401-

7799)

838. | European 5.62. CEIOPS suggests onerous requirements for “adequate” techniques. |Please note that the section refers
Union In our view, many techniques currently in use would fail these to methodology and assumptions
member criteria. Data sources vary from the solidly reliable to anecdotes as opposed to data. The criteria
firms of and hearsay. Models range from the solidly statistically based to given are abstract and therefore
Deloitte those based on expert guesswork where relevant data does not yet |flexible. Their intention is to
Touche To exist. In many cases, there is no truly satisfactory method of provide the undertakings with a

modelling difficult effects and firms do the best they can. framework to assess whether the
Management decisions take account of many inputs, giving more methods and assumptions applied
weight to the sources considered most credible. are adequate.

CEIOPS aim in setting thresholds for adequate techniques is surely

to raise the standard of data collection and statistical analysis -

which is a good thing. An unintended consequence could be to

exclude from an internal model any information which does not
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clear the hurdle. This would mean that less information, in total, is
available to management for decision making, resulting in worse
decisions.

839. |CRO Forum |5.63. Detailed and parsimonious: We welcome the remark that the most | Noted

complex model is not always the best.

840. | DIMA 5.63. ‘Up to date’: the undertaking is aware of the current state of It seems that there is a
(Dublin knowledge in internal modelling, taking account of the latest misunderstanding. CEIOPS does
International developments and trends’. This could be quite onerous. How up to |not require undertakings to
Insurance & date in terms of new techniques does the model need to be? Is implement the latest techniques
Management there a time window given to companies by the regulator within immediately after their

which no capital add on is imposed while the models are updated to | introduction.. However, the

reflect latest techniques? We would expect that the requirement is |undertaking shall be aware of

to be fit for purpose. developments and trends in
modelling. Based on this insight,
the undertaking must decide
whether it could benefit from
these innovations and the model
should be changed accordingly.
This is part of validation process
typically carried out once a year
(cf. paragraph 8.38).

841. |German 5.63. Last sentence: We do not understand the phrase “... indicate The phrase expands on the
Insurance changing conditions in the surrounding world” and recommend balance between seemingly
Association dropping it. Otherwise, CEIOPS should clarify this issue. conflicting model characteristics,
- robustness and sensitivity of the
Gesamtverb model.
and der D

The change in conditions of the
surrounding world, e.g. a change
in economic model input
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parameters, should be visible in
the model output.

842. | Groupe 5.63. There is always a conflict between accuracy and transparency. See subparagraph on the criterion
Consultatif There should be a balance between how far complexity should go transparency.
and an undertaking should evaluate any additional complication by
asking what does it add to the model and what is the impact on the
transparency?
An important issue in stochastic models using simulation Noted
approaches, is that the more complex a model is the more
computer time will be needed to derive the scenario results. That in
practice can lead to less simulations being run which in turn will
result in less accurate results being produced.
843. |KPMG ELLP |5.63. We welcome these further explanations of the terms. Noted
844. | Munich RE 5.63. We do not understand the phrase “... indicate changing conditions in | Please see reply to comment
the surrounding world” and would encourage CEIOPS to clarify. No.841
845. | Groupe 5.67. It would be helpful for CEIOPS to further elaborate on what is In 5.105 and in 5.106 is
Consultatif meant by consistency in this context. For example, the risk neutral | mentioned that differences are
model of equity returns used to calculate the technical provisions possible but must be justified and
will not be consistent with the real world model of equity returns the example can be good
used to calculate the 99.5% quantile. justification. Additionally, CEIOPS
recommends individual
consistency criteria in 5.69.
846. | KPMG ELLP |5.67. We support the requirement that the calculation of the technical Noted
provisions and the SCR should be consistent.
847. |KPMG ELLP |5.85. The CP requires that (re) insurance undertakings must keep track CEIOPS encourages undertakings

of latest developments and trends in internal modelling and shall

to benefit from innovative
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refer to relevant publications and peer discussions. While the
approach may ensure that no (re) insurance undertakings is lagging
behind in model sophistication, there is also a risk of adoption of
techniques which have not been tested and might contain flaws. As
such, we suggest any material upgrading of modelling technique
shall consider the current market practice and whether the new
technique has been appropriately evaluated.

solutions which better fit to their
risk profile. However,
undertakings must test their
implementation and assess the
model risk associated.

The current market practice may
serve as a benchmark, but
undertakings should not adopt it
blindly. Such a behaviour may
create systemic risk (cp. 5.44).

848. | CEA, 5.89. Objectivity: The requirement of “independence from the Agreed
eIy undertaking” should not exclude methods and techniques . . .
ECO-SLV developed by the undertaking itself if these can be justified. In Howeve_r, the information basis
09-451 ; ; i N underlying the methodology of
particular, proprietary knowledge developed and built up within the )
. the internal model should not be
undertaking should not be precluded. ) .
restricted to in-house knowledge
only provided that there are other
information sources available. As
stated in 5.89, the information
basis should rely on a sufficiently
large set of different information
sources in order to ensure
objectivity.
849. | CRO Forum |[5.89. Objectivity: Please see reply to comment

The requirement of “independence from the undertaking” should
not exclude in-house methods and techniques developed by the
undertaking itself if these can be justified. In particular, proprietary
knowledge developed and built up within the undertaking should
not be precluded.

No.848.
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850. | German 5.89. Objectivity: The requirement of “independence from the Please see reply to comment No.
Insurance undertaking” should not exclude methods and techniques 848.
Association developed by the undertaking itself if these can be justified. In
- particular, proprietary knowledge developed and built up within the
Gesamtverb undertaking should not be precluded.
and der D
851. | Groupe 5.89. The requirement for a “high degree of independence from the Please see reply to comment No.
Consultatif undertaking” could be quite restrictive and should not exclude 848.
methods and techniques developed by the undertaking itself if
these can be justified. In particular, proprietary knowledge
developed and built up within the undertaking should not be
precluded. Furthermore we do not understand how the standard
will be applied in context of own data e.g. own claims experience.
Who would CEIOPS expect to be carrying out the peer review of the
quality of the information underlying the methodology? It is the responsibility of the
undertaking to verify the quality
of the information. Peer review is
given as an example.
852. | Institut des |5.89. When defining objectivity, the issue is about a high degree of Please see reply to comment no.
actuaires independence between the source of information and the insurance |848 and no. 851.
undertaking. Some data produced by the model is issued by the
undertaking (for example database concerning contracts). How can
we use this information in such a case? Nevertheless, it seems that
information can be objective. The objectivity of those data would be
assumed by an identified function in the company, like the actuarial
function.
853. | Munich RE 5.89. The requirement of “independence from the undertaking” should Please see reply to comment no.

not exclude methods and techniques developed by the undertaking

848.
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itself if these can be justified. In particular, proprietary knowledge
developed and built up within the undertaking should not be
precluded.

854.

KPMG ELLP

5.91.

We agree with the principal that there is no ‘right’ assumption and
that (re)insurance undertakings should document clearly their
rationale for decisions.

Noted

855.

Groupe
Consultatif

5.92.

We do not see the need for the wording “at any time”.

If model assumptions cannot be
justified at any time, either the
undertaking has lost track of the
model development or the
assumptions cease being
appropriate. In the latter case,
model changes are necessary.

In practice, the justification of
model assumptions to supervisory
authorities will be on demand
only.

856.

Association
of British
Insurers

5.93.

We note that it may not be clear what the market standard
approach is.

The comment is not clear as 5.93
does not refer to any market

standard approach. The comment
likely belongs to paragraph 5.98.

Please see reply to comment no.
27?

857.

Groupe
Consultatif

5.93.

Another point would also be “source”.

The responsibility for model
assumptions always retains with
the undertaking, even if the
model is externally developed (cf.
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chapter 10 External models and
data).

858. | Legal & 5.93. We note that it may not be clear what the market standard Please see reply to comment no.
General approach is. 856.
Group
859. | Llody’s 5.93. The range of “possible alternative assumptions” is potentially In CEIOPS’ understanding an
infinite, and some qualification is needed. Perhaps “appropriate alternative assumption is possible
alternative assumptions”? An alternative would be to change the only if the assumption is
emphasis requiring the Undertaking to have considered and appropriate, suited etc with
documented their deliberations in arriving at the selected respect to the modelling goal
assumptions. under consideration.
860. | CRO Forum |5.97. Whilst we agree that current market standards may be a good Agreed
guide we c_a_utlon ag_a_lnst_an uncritical use of such market st‘?ndards CEIOPS does not intend to
or an uncritical qualification of current market standards as “good - - .
o ) promote herding behaviour. This
practice”. Market standards may evolve which do not adequately
. . . . - ! statement should make clear that
capture the risks - the 2008 financial crisis may be a case in point |
) ) X : in the case of uncommon
- and undertakings should not be punished for seeking to avoid ; o .
o >, L o . assumptions deviating widely
such trends (“herding”) by justifiably deviating from those practices
. o from the current market standard
(cf. para 5.166 b where this point is acknowledged by CEIOPS). . . .
more information on the rationale
behind may be required. By
providing in-depth justification,
the undertaking facilitates the
assessment to be conducted by
supervisory authorities.
861. | Groupe 5.97. How would qualitative materiality be assessed? A qualitative assessment is less
Consultatif precise than a qualitative

assessment and may refer to
expert judgment or
approximation. The onus is on the

Resolutions on Comments on CEIOPS-CP-XX/08 (Title of CP)

229/599




Summary of Comments on Consultation Paper 56- CEIOPS-CP-

56/09

CP No. 56 - L2 Advice on Tests and Standards for Internal Model

Approval

CEIOPS-SEC-119-09

undertaking to convince the
supervisory authority that its
assessment is valid.

862. | KPMG ELLP |[5.97. The CP requires all (re) insurance undertakings to carry out Please see reply to comment no.
qualitative assessment of materiality of model assumptions, though |862.
it favours quantitative assessment over qualitative ones. However,
the CP lacks guidelines on carrying out the qualitative assessment.
863. | CEA, 5.98. Whilst we agree that current market standards may be a good Please see reply to comment no.
ECO-SLV- guide we caution against an uncritical use of such market standards | 860.
09-451 or an_uncr|t|cal qualification of current market standards as “good
practice”.
Market standards may evolve which do not adequately capture the
risks — the 2008 financial crisis may be a case in point - and
undertakings should not be punished for seeking to avoid such
trends (“herding”) by justifiably deviating from those practices (cf.
para 5.166 b where this point is acknowledged by Ceiops).
864. | German 5.98. Whilst we agree that current market standards may be a good Please see reply to comment no.
Insurance guide we caution against an uncritical use of such market standards | 860.
Association or an uncritical qualification of current market standards as “good
- practice”.
Gesamtverb Market standards may evolve which do not adequately capture the
and der D : ) . L i )
risks — the 2008 financial crisis may be a case in point - and
undertakings should not be punished for seeking to avoid such
trends (“herding”) by justifiably deviating from those practices (cf.
para 5.166 b where this point is acknowledged by CEIOPS).
865. | Groupe 5.98. This requirement has the danger of increasing model convergence |Please see reply to comment no.
Consultatif and thus systemic risk. 860 and no. 847
866. | Munich RE 5.98. Whilst we agree that current market standards may be a good Please see reply to comment no.
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guide we caution against an uncritical use of such market standards
or an uncritical qualification of current market standards as “good
practice”. Market standards may evolve which do not adequately
capture the risks - the 2008 financial crisis may be a case in point
— and undertakings should not be punished for seeking to avoid
such trends (“herding”) by justifiably deviating from those practices
(cf. section 5.166 b where this point is acknowledged by CEIOPS)

860.

867. | Groupe 5.99. What is meant by “in detail” should be made clearer and we would |CEIOPS may develop further

Consultatif caution that the level of detail should not be unduly burdensome. guidance in this respect as Level
3 measures.

868. Confidential comment deleted.

869. Confidential comment deleted.

870. | Association |5.101. We agree that the undertaking should find actuarial and statistical |If evidences can not be provided,
of British methods that provide an adequate description of the financial both the undertaking and the
Insurers implications for the specific risk modelled in the context of a 1:200 |supervisor cannot be convinced

world. However, providing the evidence detailed for all such
methods may be impossible. We therefore propose the “where
possible” is included at the start of the paragraph or that “provide
evidence” is replaced with document.

Bullet point 6 refers to “detailed and parsimonious” - we propose
that this should only be “parsimonious” since detailed would imply
the opposite of parsimonious.

We would consider the criteria proposed by CEIOPS should be
appropriate and achievable. The criteria should avoid prescribing an
ideal that is unachievable.

that the methods are adequate?

Not agreed CEIOPS wants to
address the trade-off between the
two characteristics (cp. 5.63).

Noted

The proposed criteria taken as a
whole may appear at first sight to
describe an ideal situation.
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However, it has to be noticed that
undertakings are not required to
apply every criterion listed.
Moreover, undertakings may
apply a set of own criteria.

871. |CEA, 5.101. We would consider the criteria proposed by Ceiops should be Please see the third comment of
appropriate and achievable. The criteria should avoid prescribing an |the reply to comment no. 870
ECO-SLV- . : .
ideal that is unachievable.
09-451
872. |CRO Forum |[5.101. “... set of defined criteria that may include the following: applicable, | Please see the third comment of
relevant, appropriate, transparent, Up to date, detailed and the reply to comment no. 870
parsimonious; and robust and sensitive.”
We welcome the criteria proposed by CEIOPS which we consider
appropriate for a principle based approach. However we
recommend that the criteria should avoid prescribing an ideal that
is unachievable.

873. |EMB 5.101. The criteria given seem sensible, taking account of proportionality. |In 5.102 CEIOPS has stated
Consultancy explicitly that the assessment is
LLP subject to the proportionality

principle.

874. Confidential comment deleted.

875. | German 5.101. We would consider the criteria proposed by CEIOPS should be Please see the third comment of
Insurance appropriate and achievable. The criteria should avoid prescribing an | the reply to comment no. 870
Association ideal that is unachievable.

Gesamtverb
and der D
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876.

Groupe
Consultatif

5.101.

Care should be taken not to describe an ideal which is impossible to
achieve.

Please see the third comment of
the reply to comment no. 870

877.

KPMG ELLP

5.101.

The Level 1 text gave freedom of choice as regards modeling
technique, as long as it is based on adequate, applicable and
relevant actuarial and statistical techniques. The CP has elaborated
on the criteria, adding to it “appropriate, up to date,
detailed/parsimonious, transparent, robust & sensitive”. We agree
to the refinement/ clarification.

Noted

878.

Legal &
General
Group

5.101.

We agree that the undertaking should find actuarial and statistical
methods that provide an adequate description of the financial
implications for the specific risk modelled in the context of a 1:200
world. However, providing the evidence detailed for all such
methods may be impossible. We therefore propose the “where
possible” is included a