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Background paper for cross-border insurance groups on the treatment of with-profits business in QIS4 
Introduction
1. Where a firm writes with-profit business
, there may be items of eligible own funds, and/or profit sharing mechanisms within the technical provisions, which can only be used to cover the liabilities for a limited set of policyholders within a legal entity. It is all the more important to identify those items at group level as there can exist several with-profit businesses stemming from different countries with their own specificities. As a result, the straight application of the standard formula to the consolidated accounts (TS.XVI.B) might be quite complicated and difficult to interpret. 

2. As a result, the capital charge from the different with-profits businesses has to be identified (TS.XVI.D). This will allow understanding in the group SCR calculation of the extent to which the future discretionary benefits of each with-profit business can absorb losses in other parts of the group. This will also permit an assessment of the excess of own funds that cannot be transferred to the rest of the group. 

3. The comparison of that method (TS.XVI.D) with the default accounting consolidated method (TS.XVI.B) will permit a measurement of the potential diversification from with-profit businesses and an analysis of the effect of assumptions about transferability of own funds relating to those businesses. 
4. One purpose of the QIS4 is to gain a better understanding of the diversification emerging through with-profit business. Therefore different SCR calculation methods which include a full consolidation (default method), and respectively a separation of the EEA-with-profit business (Variation 2) are to be compared (see Figure TS.XVI.D.7.). The difference between the resulting SCRs and own funds will be understood as an indicator for the diversification stemming from with-profits businesses for the EEA entities. 
5. When applying Variation 2 (see Technical Specifications, Chapter XVI), with-profit and non with-profit business have to be separated. The general principles set out in the QIS4 should apply. 
6. In case detailed national guidance on the treatment of with-profits has been produced, insurance groups should refer to them if they write business in those countries. Countries, which have issued detailed guidance on the treatment of with-profits are the following:
· Austria
· France
· Germany 
· Italy
· Portugal
· Sweden
· United Kingdom (a numerical example of how to check there is no implicit use of assets from a with-profit firm is attached in the Appendix)
The national guidances are available in the annex to this document (see below)
7. Only in Variation 2, with-profit business, written either through a ring-fenced structure or included in the general liabilities of groups’ entities, needs to be separated for the calculation of the SCR. Nevertheless, participants are invited to pay a special attention to the adjustment for the loss absorbing effect of technical provisions (see TS.XVI.B.18) in all the methods.
General guidance for separating with-profit business in Variation 2
8. To calculate the diversification effects of non-profit and with-profit business in Variation 2, as mentioned above, EEA business has to be split up. Most of the group entities will either write with-profit or non with-profit business. In case assets are not clearly assigned to with-profit and non with-profit business in an entity,  a separation  of the business for that entity need not be made when the proportion of non-profit business liabilities (or with-profit business liabilities) to the total liabilities  for that entity is less than 5%.

9. In all other cases, when an entity writes with-profit and non with-profit business, it is important to separate the with-profit business for the purpose of the QIS4 exercise. In case funds are separated/ring-fenced no problems should arise. Otherwise, in case the assets or the reinsurance obligations cannot be clearly assigned to a group of with-profit contracts, as an approximation, the proportion applied on liabilities for with-profit business should be carried forward to the assets of the entity where the with-profit business is written (e.g. if 80% of liabilities belong to with-profit business, then the 80% should be carried to each asset category as well).
General guidance regarding own funds and group solvency (all methods)
10. In Variation 2, groups’ own funds should be calculated as the sum of with-profit businesses own funds – each up to the amount of solo SCR for non-transferable own funds - and the own funds of the non-profit businesses, net of capital deficits arising from the with-profit business.
11. In the other methods, it has to be verified that there is no use of capital belonging to with-profit funds for other purposes (see in particular TS.XVI.B.30 to TS.XVI.B.34).
12. For ring-fenced structures defined such as in TS.V.C (fund structure), groups and undertakings are invited to provide additional information on the potential impact of those ring-fenced structures on the available own funds both at solo and group level. That method applies to all the group SCR calculations (TS.XVI.B to TS.XVI.E) for those ring-fenced structures (TS.V.C).
Annexes with further guidance in relation to QIS4
 for with-profit business written in Austria, France, Germany, Italy, Portugal, Sweden, United Kingdom
Further guidance on the treatment of with-profits business (Austria)

Introduction

1. This note provides national guidance on the treatment of Austrian with-profit business for the purpose of the QIS4 exercise (TS.XVI.D.6).

2. The business of composite insurers in Austria has to be split into life insurance, health insurance and property and casualty insurance. These three parts are further on treated as if they where separate insurers. The separation takes into account, that health insurance in Austria is operated according to technical principles of life insurance.

Guidance on the treatment of with-profit business

No recognition of diversification effects for with-profit business
3. For each Austrian insurance company it has to be decided if the life insurance and health insurance business has to be considered as with-profit business. This can be assumed, if at least 10% of technical provisions of the life insurance business and the health insurance business are dedicated to with-profit business. If this is the case, the entire life insurance and health insurance business has to be treated as with-profit business.
4. For each with-profit business a SCR WPAT has to be calculated. The SCR for  the total with-profit business is calculated as the sum of the single SCR WPAT. 
SCR WP = SCR WP1AT + SCR WP2AT + … + SCR WPnAT
5. The property and casualty business of EEA insurers is considered all together as one single entity and the solo standard SCR formula is applied. This leads as result to the SCREEACONSO.

6. The calculation of the SCR of all other insurance entities of the group (Non-EEA business, non-controlled participations, participations in other financial sector entities) is performed according to the provisions of the Technical Specifications. These calculations result in the SCR OT (= SCR NONEEA + SCR OFS + SCR NCP).

7. The total SCR of the group – without recognition of diversification effects for with-profit business – is therefore calculated as the following sum:


SCR GROUP =  SCREEACONSO + SCR WP  +  SCR NONEEA + SCR OFS+ SCRNCP 

8. With respect to the transferability of own funds of with-profit business within the group, the provisions of TS.XVI.D.8 have to be considered.

Recognition of diversification effects for with-profit business
9. If diversification effects for with-profit business are recognised, the accounting default method is applied to the whole group as if it were one single entity (including Non-EEA business - worldwide approach) the SCR of the group is calculated in the following way:

SCR GROUP =  SCR WWCONSO + SCR OFS+ SCRNCP
Further guidance on the treatment of with-profits business (France)
Introduction

1. This note provides further guidance on how the group SCR should be calculated in respect of French with-profit business for the purpose of the QIS4 exercise.

General principles
2. To calculate the diversification between non-profit and with-profit business, business has to be split up. Most of the group entities will either write with-profit or non-profit business. It is therefore important to separate it for the purpose to the QIS4 exercise. 

3. This should emerge no problems if in the first place funds are separated/ring-fenced (L. 441”, “PERP”, “euros diversifiés”, “Branche 26” or any legal “canton”, …). Applying the Solvency II standards to those products, there might be own funds in those funds. Those own funds are only available for the fund.

4. Otherwise as an approximation, the proportion applied on liabilities for with-profit business should be carried forward to the assets (e.g. 80% of liabilities belong to with-profit business, then the 80% should be carried to each asset category as well). See annex for the detailed method of allocation of assets and reinsurance.
Securing the rights of with-profit policyholders when with-profit business is included in the consolidated SCR calculation for the group SCR
5. However, if the assets in the with-profit business are in law assets of the insurer, the with-profit policyholders have rights and interests in respect of the with-profit business, including in relation to the future distribution of the unrealised gains. 

6. Consequently, where a participant writes with-profit business, the largest part of the future discretionary within the entity should be assumed to absorb losses on “with-profits” liabilities and often only a small part of it is available for the undertaking's others business or the rest of the group.
7. This is relevant either because of contractual or commercial constraints, but also because of the regulatory minimum profit sharing (A. 331-3 to A. 331-8 from the Code des Assurances) that each French entity selling with-profit business is subject to.
8. The Group SCR and own funds should be calculated on the basis of:

· Ignoring this distinction and calculating the Group SCR and own funds on the basis of the entire group balance sheet;

· and, as an alternative: Recognising that the wider group's economic interest in with-profit business is limited.

9. When the calculation method separates with-profit business (TS.XVI.D) the participants should calculate an SCR for with-profit business and the remaining business as if they where separate insurers. Where an undertaking writes with-profit business in ring-fenced fund (or has with-profit business otherwise identified) and non-profit business in the remaining part, this principle should be extended to consider the non-profit business as consolidated with other non-profit business written within the group and the ring-fenced fund (or otherwise identified with-profit business) as separate insurer. The group SCR is the sum of all SCRs. 

10. When the calculation method includes with-profit business (TS.XVI.B) the participations should draw up a Group balance sheet based on the consolidation of all of the assets and liabilities within a Group. The SCR should be calculated based on the risks taken by the undertaking forming a single pool. Regulatory minimum profit sharing of each French entity has also to be taken into account when calculating the risk mitigation effect of Future Discretionary Benefits (FDB) in that “diversified” method.
Allocation of assets in the method that separates with-profit business (TS.XVI.D)
11.  Based on the consolidated accounts:

i) Calculate a SCR for each ring-fenced fund (surplus of eligible elements of capital can not be transferred to the rest of the group)
ii) Allocate the remaining reinsurance (that does not cover ring-fenced products) to the gross technical provisions it covers being either :

· With-profit business subject to the regulatory minimum profit sharing of each French entity

· Rest of the business (including unit linked)

iii) Allocate the assets that cover unit linked products to the rest of the business

iv) Allocate a share of the remaining assets coming from the entity in which the with-profit business is. That share has to be calculated on the social balanced sheet of each French entity with with-profit business subject to the regulatory minimum profit and is equal to:

	Gross technical provisions of  with-profits business

	Total of the balance sheet minus gross technical provision of unit linked and ring-fenced products


v) Calculate the SCR of each with-profit business (no capital charge has to apply on intra-group transactions) 

vi) Calculate the SCR for the rest of the business (no capital charge has to apply on intra-group transactions)
vii) Sum the SCR of ring-fenced products, with-profit business and the rest of business to get the group SCR
Further guidance on the treatment of with-profits business (Germany)
Introduction

1. Firstly this note provides guidance (TS.XVI.B.32) on the treatment of German with-profit business for the purpose of the QIS4 exercise. Secondly this note also provides guidance to ensure that the rights of with-profit policyholders are protected when with-profit business is included in the consolidated SCR calculation.

General principles
2. To calculate the diversification between non-profit and with-profit business, business has to be split up. Most of the group entities will either write with-profit or non-profit business. In case assets are not clearly assigned to with-profit and non with-profit business in an entity,  a separation  of the business for that entity need not be made when the proportion of non-profit business liabilities (or with-profit business liabilities) to the total liabilities  for that entity is less than 5%.
3. In all other cases, when an entity writes with- and non-profit business, it is important to separate it for the purpose to the QIS4 exercise. This should emerge no problems if in the first place funds are separated/ring-fenced. In Germany unit-linked life insurance, accident insurance with return of premium, health insurance is with entirely to be treated as with-profit business. Otherwise as an approximation the proportion applied on liabilities for with-profit business should be carried forward to the assets (e.g. 80% of liabilities belong to with-profit business, then the 80% should be carried to each asset category as well). 

Securing the rights of with-profit policyholders when with-profit business is included in the consolidated SCR calculation
4. It has to be highlighted that the identification either of diversification effects or group solvency/own funds are results out of the same calculation methods. Whereas in the calculation of group solvency and group own funds it is important to consider the legal restrictions assuring with-profit policyholders rights, it can be neglected when the group SCR is calculated.

a) Group SCR

When the calculation method separates with-profit business the participants should calculate an SCR for with-profit business and the remaining business as if they where separate insurers. Where an undertaking writes with-profit business in a ring-fenced fund (or has with-profit business otherwise identified) and non-profit business in the remaining part, this principle should be extended to consider the non-profit business as consolidated with other non-profit business written within the group and the ring-fenced fund (or otherwise identified with-profit business) as separate insurer. The group SCR is the sum of all SCRs. 

When the calculation method includes with-profit business, the participations should draw up a Group balance sheet based on the consolidation of all of the assets and liabilities within a Group. The SCR should be calculated based on the risks taken by the undertaking forming a single pool.

b) Own funds and Group solvency

In general a surplus arising out of ring-fenced fund/with-profit business can not be used to balance a capital deficit or to absorb losses elsewhere, in contrast to a surplus arising out of non-profit business. 

When the calculation method separates with-profit business, the group own funds should be calculated as the sum of with-profit businesses own funds – each up to the amount of solo SCR - and the own funds of the non-profit businesses, net of capital deficits arising from the with-profit business.

When the calculation method includes with-profit business it has to be assured that there is no implicit use of capital belonging to with-profit funds. This can be checked by comparing the two results:

i. The surplus above the SCR by pooling the risks in the with-profit fund and the source of the capital support and including the negative excess surplus.
ii. The surplus above the SCR by simply adding the risks in die with-profit fund and excluding the negative excess surplus. 

The result submitted should be based on the lowest surplus above the SCR. 
Further guidance on the treatment of with-profits business (Italy)
Introduction

1. As requested in TS.XVI.B, this note provides further guidance on how the SCR for the undertaking and for the Group should be calculated in respect of Italian with-profit business for the only purpose of the QIS4 exercise.

2. This note does not deal with the ring-fenced products such as the individual pension plans whose benefits are linked to the performance of a segregated fund. For those products, groups and undertakings are expected to calculate a separate capital charge per each ring-fenced fund and any own fund inside that fund is considered available up to the SCR of the fund both at solo and group level.

3. This note deals with the Italian traditional with-profit life insurance products, namely “polizze rivalutabili”, which combine a guaranteed interest rate with yearly discretionary participation benefits (i.e. with a percentage, defined into the contract, of realized yield on the related segregated fund). For such products: 

a. the annual yield, which depends on the insurer management of the assets assigned to a segregated fund, is used as a parameter to revaluate the sum assured (consequently the technical reserves) and the rules to determine it are not based on the financial statements accounting principles;

b. the value of the policyholders’ benefit is not based on the value of the assets assigned to the segregated fund (it is not “unitised”), but on the return of the assigned assets, calculated in according with specific rules, defined into the contracts.
General Principles
4. Where the undertaking writes with-profit business alongside other business, the assets of the undertaking in excess to those backing the with-profit business should be assumed to be available to the undertaking to meet all risks and used to cover any other losses, to the extent to which the liabilities already include all future cash in- and out-flows of the with-profit portfolio.

5. The assets allocated in the segregated funds on which the with-profit policies are built upon are in law assets of the insurer and cannot be identified in the financial statement as they are not differentiated by other assets. 

6. The with-profit policyholders have rights in respect of a percentage of the realized yield of the related segregated fund if it is higher than the guaranteed interest rate. The with-profit policyholders also have interests in respect of the with-profit business, including those in relation to the future distribution of the unrealised gains. 
7. The Group SCR and own-funds should be calculated on the basis of:

i. calculating the Group SCR and own funds on the basis of the entire group balance sheet

as well as 
ii. assuming that the wider group's economic interest in with-profit business is limited. 

Recognition of diversification effects for with-profit business
· Participants should draw up a Group balance sheet based on the consolidation of all of the assets and liabilities within the Group, ignoring the distinction between with-profit and non-profit business.

· The SCR should be calculated based on the risks taken by the undertaking forming a single pool.

· The own-funds should be calculated ignoring any restriction on the use of assets for particular sets of with-profit policyholders.

No recognition of diversification effects for with-profit business
· Participants should calculate an SCR for each with-profit business (segregated fund) and the remaining business as if they were separate insurers. 

· Where an undertaking writes with-profit business and non-profit business in the remaining part, this principle should be extended to consider the non-profit business as consolidated with other non-profit business written within the group and the segregated funds as separate insurers. 

· The SCR for the undertaking should be the sum of the SCR for each of the segregated funds. 

· Group own funds should be calculated as the sum of with-profit own funds – each up to the amount of solo SCR – and the own funds of the non-profit business, net of capital arising from the with-profit business. Any excess surplus (the own-funds held within each with-profit fund above the SCR) should be excluded from eligible own funds. 

Further guidance on the treatment of with-profits business (Portugal)
To be applied by:

· Solo companies operating in Portugal (in a partial manner)

· Groups in Portugal

Introduction

1. This note provides further guidance on how the SCR for the Group should be calculated in respect of Portuguese with-profit business for the purpose of QIS4 exercise (as described in TS.XVI.D.6).

2. It is noted that in Portugal, the majority of with-profit business is sold on a fund structure basis, present even at the solo level. Since with-profit and non with-profit business managed on a segregated fund basis share the same lack of fungibility problem, this note is purposely written in a more general way, focusing on the term ‘funds’, of which with-profit business is a particular case.

General Principles
3. The QIS4 placeholder approach for ring-fenced funds at the solo level does not quantify the extent that these ring-fenced funds restrict the diversification benefits at solo level.

4. Thus, for QIS4 purposes, Portuguese life insurers should calculate its ‘solo’ SCR and Own Funds as if no fund structure were in place at the solo level, i.e. calculation should be performed only once, at the entity level (they should not apply the ‘additional’ own funds calculation referred in TS.V.C.5).

5. Participants are then requested to identify all the ring-fenced funds (fund structure) within each solo company part of the Group. They should assume that each entity i has only one ring-fenced fund (Fundi), given by the aggregation of the business found in the several ‘solo’ ring‑fenced funds of that entity.

6. After that, participants should calculate separately the SCR for the business within each Fundi. The result of this calculation corresponds to the first calculation step referred in TS.XVI.D.4.

7. As a final note, it is recognized that the current method is likely to underestimate the overall limitations of recognition of diversification, namely because the restrictions of ring-fenced funds present at the solo level.

Further guidance on the treatment of with-profits business (Sweden)
1. In Sweden mutual companies can be incorporated in two different ways.

2. First, there are “traditional” mutual companies, which are owned by the policyholders. Second, there are not-for-profit limited liability companies with external owners (“hybrids”). In both cases only the policyholders and beneficiaries have a right to profits made by the companies. Therefore, these companies receive no external funding other than what is paid in by the policyholders (except of course for the share capital in the limited liability companies). The own funds of such companies are not transferable to other legal entities.

Traditional life insurance
3. The companies described above issue what in Sweden is known as traditional life insurance (“traditionell livförsäkring”). A traditional life insurance consists of two parts. Firstly, there is a guaranteed amount, decided according to a set interest rate. The policyholders and beneficiaries have an unconditional contractual right to these amounts, whose value must not change overtime. They are therefore liabilities for which the company has to make technical provisions.
4. Secondly, and which is a natural consequence of the principle of mutuality, the policyholders and beneficiaries collectively own the funds above what is required to cover the guaranteed amounts. But an individual policyholder or beneficiary has no contractual rights to the surplus funds during the vesting period of the insurance policy. Such own funds are not attributed to an individual policy until payments start under that particular policy. Moreover, once payments have started, those funds are only attributed to the insurance policy in connection with each payment (normally on a monthly basis). The surplus funds thus remain available to cover any losses up until the point of each individual payment under each individual policy. 

5. These described conditions form part of the individual insurance contracts, and are coupled by a provision in the Swedish Insurance Business Act stating that insurance undertakings are banned from leading policyholders and beneficiairies to expect bonuses that are not explicitly based on the contract (i. e. guaranteed amounts). 
Taken together, these safeguards ensure that surplus funds remain fully loss absorbent risk capital until they are finally distributed with each payment. 
6. Due to the above described circumstances for the not-for-profit limited liability companies they will in the QIS4 groups exercise be treated separately from the rest of the group with no transferability of capital to another subsidiary or to the parent company and no recognition of diversification effects with the corresponding assets and liabilities. (it will not concern the pure mutuals as they can not belong to another company). 

Other with-profits products 

7. There are also with-profits products in “for-profit” limited liability companies. The loss absorbing capacity of these products will also have to be considered when assessing the transferability of capital as certain features of ring-fencing exists in this type of business as well.

8. This will be considered on a case-by-case basis depending on the product design of the individual company.

Further guidance on the treatment of with-profits business (United Kingdom)

Introduction

1. This note provides further guidance on how the SCR for the undertaking and for the Group should be calculated in respect of UK with-profit business for the purpose of the QIS4 exercise (as described in XS.XVI.D.6).

General Principles

2. For the purpose of QIS4, the allowance for diversification will be based on the economic ownership of future cash-flows.  

3. Where a participant writes with-profit business, assets within that fund should be assumed to absorb losses on liabilities within the fund and only transfers from the fund consistent with the undertaking's normal operations in stressed conditions are able to meet losses outside the fund.

4. For the purpose of the valuation of the assets and liabilities a UK with-profit fund is defined as a long-term insurance fund (or that part of such a fund) in which policyholders are eligible to participate in any established surplus. 

5. The assets in the with-profit fund are in law assets of the insurer, but the with-profit policyholders have rights and interests in respect of the with-profit fund, including in relation to the future distribution of the assets in any 'inherited estate' of the fund. Where non-profit business has been written within a with-profit fund, the profits/losses from that non-profit business contribute to the experience of the fund, which is a factor in determining the benefits that are paid to policyholders.  
6. It should be assumed that assets in excess of the liabilities within the with-profit fund are not able to absorb the losses outside the fund. 

7. Participant’s with these arrangements should also:

· Check that the capital within the with-profit fund is sufficient to absorb losses on that fund with a confidence level of at least 99.5% over one year.  This means calculating an SCR for each ring-fenced fund as if it were a separate insurer with any capital deficit, should it exist within the ring-fenced fund, being met from capital elsewhere in the undertaking.  
The additional capital will only be required in adverse experience and the participant can consider the risks within the with-profit fund and the source of these additional funds to form a single pool without breaking the principle above.  However, the participant should check that the additional group diversification gained from pooling these risks is no greater than the capital deficit within the with-profit fund.  That is to say that there is no implicit use of capital within the with-profit fund.  
The implicit use of capital within the with-profit fund can be checked by comparing the two results:

i) The surplus above the SCR calculated by consolidating the assets and the liabilities in the with-profit fund and those within the source of the capital support.

ii) The surplus above the SCR calculated based on just the assets and the liabilities within the source of the capital support and ignoring the assets and liabilities in the with-profit fund.

The result submitted should be based on the lowest surplus above the SCR.  Examples to illustrate this point are included below. 

Undertakings should consider the source of additional capital for each of the ring-fenced funds consistent with the normal operation of their business. 

· Model all cash-flows between the ring-fenced funds and the remaining part of the undertaking consistent with the normal operation of the fund.  This should include, for example, fixed per policy charges, shareholder transfers and interest payments made by the ring-fenced fund and any regular payments received by the with-profit fund.  These cash-flows should be considered as a liability of the fund that makes these payments and as a positive asset of the fund that receives them.  (See TS.I.A.3 for further guidance).
Where the policyholders are eligible to participate in any established surplus within the long-term fund (i.e. with-profit business is not separated from other life business written by the firm), the assets within the long-term fund should be assumed to be available to meet all risks within the long-term fund but not available to meet risks within the wider group.  

a. Assets within a fund which does not write with-profit business should be assumed to absorb losses on liabilities within the fund with any remaining surplus available to other parts of the group.


Policyholders within a non-profit fund of an undertaking which does not write with-profits business are assumed to have a right to the assets within their fund only in as far as they are required to meet the benefits set out in their contract.  Any assets above this amount are assumed to be part of the wider group's economic interest in the undertaking.  


Given the common economic ownership of the surplus in non-participating business in different undertakings, the assets and liabilities may therefore be consolidated for the purpose of calculating the Group SCR and own funds.

b. The Group SCR and own-funds should be calculated on the basis of:

i. Ignoring this distinction and calculating the Group SCR and own funds on the basis of the entire group balance sheet (default method).

and, as an alternative:

ii. Recognising that the wider group's economic interest in with-profit business is limited (Variation 2);

Recognition of diversification effects for with-profit business
· Participants should draw up a Group balance sheet based on the consolidation of all of the assets and liabilities within the Group.

· The own-funds should be calculated ignoring any restriction on the use of assets for particular sets of with-profit policyholders.

· The SCR should calculated based on the risks taken by the undertaking forming a single pool.

No recognition of diversification effects for with-profit business
· Participants should calculate an SCR for each with-profit fund and the remaining business as if they were separate insurers.  

Where an undertaking writes with-profit business in ring-fenced fund and non-profit business in the remaining part, this principle should be extended to consider the non-profit business as consolidated with other non-profit business written within the group and the ring-fenced fund as a separate insurer.

Participants should follow the guidance set out above for with-profit undertakings with a capital deficit and for cash-flows between ring-fenced funds and the remaining business.

· The SCR for the undertaking should be the sum of the SCR for each of the ring-fenced funds where the financial position prevents the participant taking a pooled approach.  

· In addition, surplus up to the amount of the SCR of the ring-fenced funds should be added to the Group's own-funds.  Any excess surplus (the own-funds held within each with-profit fund above the SCR) should be excluded from eligible own funds. 
Appendix: Illustration of how to check there is no implicit use of assets from a with-profit firm
[image: image1.emf]Example A: WP firm with sufficient 

capital (no diversification)

300 Own funds after SCR 

(excluding 

capital in WP firm)

458 300 100 Own funds after SCR

141 100 100 SCR (diversified)

100 100 0 •Risk B

100 0 100 •Risk A

600 400 200 Own funds

800 400 400 Liabilities

1400 800 600 Assets

Consolidated Other 

business

W-P firm

• Pooling risk creates additional diversification…

• …but this is assumes that assets within with-profit firm will be used to meet 

other business…

• …so excess assets and diversification are excluded to get back to this answer

Strong fund


[image: image2.emf]Example B: WP firm with insufficient 

capital (full diversification)

284 Own funds after SCR 

(excluding 

capital in WP firm)

284 300 -75 Own funds after SCR

141 100 100 SCR (diversified)

100 100 0 • Risk B

100 0 100 • Risk A

425 400 25 Own funds

800 400 400 Liabilities

1225 800 425 Assets

Consolidated Other 

business

W-P firm

• The operation of these funds prevent capital moving out of these funds but not 

capital moving in when required.

• …For a very weak firm, the other business can diversify the SCR for its own 

business with the capital support offered to the with-profit fund.

• …In this case, we would include the negative capital within the with-profit firm 

and the full diversification benefit

Very weak fund

Was 600 in Example A

 

[image: image3.emf]Example C: WP firm with insufficient 

capital (restricted diversification)

300 Own funds after SCR 

(excluding 

capital in WP firm)

308 300 -50 Own funds after SCR

141 100 100 SCR (diversified)

100 100 0 •Risk B

100 0 100 •Risk A

450 400 50 Own funds

800 400 400 Liabilities

1250 800 450 Assets

Consolidated Other 

business

W-P firm

• There will also be “in between” cases where we would allow the negative capital 

within the with-profit firm and some diversification…

• …but we would still make sure that there is no implicit use of assets within a 

with-profit firm.

Less weak fund

Was 425 in Example B


� As a variety of profit-sharing mechanisms combined with a variety of legal forms of mechanism can be found across EEA countries, there is no common definition of with-profit business available. 


� The guidance is designed in order to clarify the Technical Specifications regarding the treatment of with-profit business for the purpose of QIS4. It does not reflect final solutions for Solvency II.  Nor does this guidance cover the effective transferability of assets and own funds. Therefore it should not prejudice the outcome under Solvency II or be considered an appropriate calculation of the IGD surplus calculation within Solvency I.
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