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	Reference
	Comment

	General Comment
	The ABI welcomes the opportunity to comment on the Consultation Paper (CP) No. 76 on Simplifications for Technical Provisions.
In line with the principles of the directive, we strongly believe that proportionality should be the default approach for the calculation of technical provision and not a simplification.

We consider that the requirements in order to apply the simplification are overly complex. The overall simplification process cannot be more complex than the direct application of the standard formula otherwise it misses the point.  
In our view specific formulae should be specified at level 3 not 2.

The risk margin calculation in CP42 is considered by many undertakings as overly complicated and we believe that the method proposed in this CP should be the standard approach.

In our view the most effective and favoured way to apply simplification would be to apply a deterministic approach as default approach and then use stochastic when necessary.

We do not understand why CEIOPS did not open the entire CP for consultation.
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	3.161. 
	The advice on simplifications is incomplete. Ceiops views on other simplifications such as determining best estimate liabilities for profit sharing business should be discussed as part of this advice.
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	3.165. 
	The undertakings should have the initiative to propose a method of simplifications. We do not think that method should be set at level 2.  
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	3.167. 
	It is important that a distinction is drawn between when the amount paid on surrender is guaranteed and when it is at the discretion of the company. It is only the former that poses a material risk to insurers.
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	3.190. 
	Put-call parity means that the results are identical for the assumptions inherent in the closed form approach. Management actions that would only be taken in certain scenarios cannot be accurately incorporated into a closed form approach as this is a mathematical solution to stochastic differential equations that make no allowance for such management actions. Making allowance for management actions when using a closed form solution is therefore necessarily approximate whether a put or call option is used. 

It is suggested that this paragraph is replaced by “It should be recognised that management actions cannot usually be allowed for precisely when using closed form approaches. Where management actions are material consideration should be given to using a simulation approach or perhaps using a simulation approach for representative sample model points and using these to estimate the effect on the closed form results for the whole of the business (which is akin to a control variate approach). “
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	3.194. 
	The undertakings should have the initiative to propose a method and the type of simplifications. We do not think that any prescriptive method should be set at level 2.  
	

	3.195. 
	It is not that common for insurance contracts to include other options and guarantees that give rise to time value as well as intrinsic value.

It is recommended that this section is amended as follows “Life insurance contracts may include other types and option and guarantees, which are too varied to be described here.” 
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	3.197. 
	
	

	3.198. 
	Only options and guarantees giving rise to optionality should be considered and these should be considered here, i.e. where there is time value as well as intrinsic value.


	

	3.199. 
	See comments for 3.198. 
	

	3.200. 
	See comments for 3.198. 

	

	3.201. 
	The intrinsic value will already have been captured in the best estimate liability. Double counting should be avoided. Time value will only exist if there is an asymmetric distribution, i.e. the option is valuable in some scenarios and worthless in others (i.e. has a floor of zero).”

	

	3.202. 
	
	

	3.203. 
	See the comment to 3.161 about the simplifications needed.
	

	3.204. 
	
	

	3.205. 
	The 2nd approach is inappropriate. In addition the advice should make clear that these are not the only simplifications allowed.
The second bullet point is inappropriate. Average past bonus rates will reflect actual past investment experience whereas in order to produce market-consistent best estimate liabilities the future bonus rates assumed need to be consistent with the appropriate risk-free rates in order to be consistent with market prices.

It should be clarified that these are not the only simplifications allowed.  For example, a better simplification to assuming constant crediting rates based on past crediting rates might be to derive one consistent with the risk-free curve.

We recommend changing the wording to ‘Possible simplifications for the distribution calculating the values of investment guarantees include: …’
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	3.222. 
	3.222 to 3.224 should not go into level 2 (implementing measures). But even for level 3
We believe that the simplifications listed in this paragraph should not be the only allowed and the advice should explicitly leave the possibility for further simplifications.
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	3.230. 
	“…use extensively adequate expert opinion and judgement”.  Expert opinion and judgement on claims in most businesses would come from claims handlers, who would have already incorporated this opinion and judgement into their case estimates.
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	3.232. 
	Some clarification is needed, e.g. is the accounting year? Also, the definition of Ct seems incomplete?
	

	3.233. 
	The formula does not allow for the risk that the unsettled claims arising from a particular accident year may be more likely to settle for a higher cost (for instance because the settlement delay indicates a lengthy legal process, resulting in a higher settlement).  
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	3.235. 
	
	

	3.236. 
	This “simplification” is currently standard practice, with allowance for IBNER (as described in the 4th bullet of 3.228).  What would constitute a non-simplified method for calculating an outstanding claims reserve?
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	3.238. 
	1. 3.238 to 3.241: These paragraphs should not go into level 2 (implementing measures).
	

	3.239. 
	
	

	3.240. 
	
	

	3.241. 
	2. This method should also allow for the expected profit margin on the business, based on any technical pricing work performed or the business plan.
	

	3.242. 
	Reported acquisition expenses should be deducted from the proxy of the best estimate premium provision, because the part of the unearned premium corresponding to theses expenses is used to acquire the contracts, and not to pay claims. Consequently the reported acquisition expenses should be valued to zero in the asset sheet.
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	3.249. 
	NO CONSULTATION ON THIS PARAGRAPH
	

	3.250. 
	
	

	3.251. 
	1) Simplifications are also relevant for:

· use of deterministic valuation techniques, when it can be demonstrated that there are no, or immaterial, asymmetries in cash flows around a best estimate economic scenario;

· allowance for management and policyholder actions, in addition to those covered under the topics in 3.250

2) Simplifications may be necessary for each of the areas listed in 3.250.

3) Criteria to allow for simplifications in each area include:

· materiality of impact on technical provisions;

· availability and credibility of data that would be required  for a more complex approach;  

· cost and practicality of implementing a more complex approach;

· understanding and communication of the valuation technique used.  

4) We agree with the broad technical design in each area
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	3.253. 
	A flexible approach is needed as the circumstances of individual companies will vary. Detailed simplifications should be specified at level 3 not 2. 
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	3.268. 
	
	

	3.269. 
	The requirement to calculate unavoidable market risk in the risk margin could result in excessive complexity 
Conceptually, unavoidable market risk should be included in the risk margin to the extent that it is non-hedgeable. However, this will require undertakings to carry out disproportionally complex calculations even though we expect that in most cases unavoidable market risk will be minimal. 

Therefore, we believe that unavoidable market risk should not be explicitly addressed for in Pillar 1”
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	3.280. 
	We do not agree that the use of a simplified method in calibrating the risk should necessarily be seen as a step towards more sophisticated approach. Instead a simplification may be the most effective way of assessing risk based on proportionality. 
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	3.285. 
	
	

	3.286. 
	
	

	3.287. 
	
	

	3.288. 
	The proportional approach should be declared the default method for the calculation of the risk margin.


	

	3.289. 
	
	

	3.290. 
	
	

	3.291. 
	Proportionality in respect of the risk margin should apply to all companies and not just those using the standard formula. 
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	3.298. 
	
	

	3.299. 
	
	

	3.300. 
	
	

	3.301. 
	3. In practice most of these conditions required for being able to use simplifications for the overall SCR for each future year, will be impossible to meet and should therefore be removed

	

	3.302. 
	It would be too burdensome if assessing materiality would require more complex calculations
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	3.308. 
	
	

	3.309. 
	
	

	3.310. 
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	3.312. 
	
	

	3.313. 
	
	

	3.314. 
	
	

	3.315. 
	See comment to 3.301


	

	3.316. 
	
	

	3.317. 
	
	

	3.318. 
	
	

	3.319. 
	
	

	3.320. 
	
	

	3.321. 
	See comment to 3.301


	

	3.322. 
	See comment to 3.302
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	3.327. 
	
	

	3.328. 
	
	

	3.329. 
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	3.333. 
	
	

	3.334. 
	It would be too burdensome if assessing materiality would require more complex calculations
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	3.340. 
	
	

	3.341. 
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	3.355. 
	
	

	3.356. 
	
	

	3.357. 
	
	

	3.358. 
	
	

	3.359. 
	
	

	3.360. 
	
	

	3.361. 
	
	

	3.362. 
	Proportionality should apply regardless of whether a company chooses to opt for simplified method or not.


	

	3.363. 
	The statement here that the risk margin should be “as accurate as possible” conflicts with the general statement in 3.362 and the general requirements of Solvency for proportionality relative to the nature, scale and complexity of the risks.


	

	3.364. 
	
	

	3.365. 
	
	

	3.366. 
	The calculation by line of business or by sub-portfolios may lead to unduly burdensome calculations



	

	3.367. 
	
	

	3.368. 
	We believe that fifth level of risk margin calculation hierarchy is helpful but would expect it to apply to only the smallest of companies.


	

	3.369. 
	Same as 3.368
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	3.371. 
	
	

	3.372. 
	
	

	3.373. 
	
	

	3.374. 
	
	

	3.375. 
	
	

	3.376. 
	
	

	3.377. 
	
	

	3.378. 
	
	

	3.379. 
	
	

	3.380. 
	
	

	3.381. 
	
	

	3.382. 
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	3.384. 
	
	

	3.385. 
	
	

	3.386. 
	
	

	3.387. 
	
	

	3.388. 
	
	

	3.389. 
	
	

	3.390. 
	
	

	3.391. 
	 
	

	3.392. 
	
	

	3.393. 
	
	

	3.394. 
	
	

	3.395. 
	
	

	3.396. 
	
	

	3.397. 
	
	

	3.398. 
	
	

	3.399. 
	As stated above (3.377) more guidance is required as to how to recognise the time difference between direct payments and recoveries.


	

	3.400. 
	
	

	3.401. 
	
	

	3.402. 
	
	

	3.403. 
	
	

	3.404. 
	We disagree with this statement. This consultation paper is about simplified approaches. In this context, CEIOPS should not be providing complex and sophisticated calculations.
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	3.409. 
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	3.419. 
	
	

	3.420. 
	
	

	3.421. 
	
	

	3.422. 
	
	

	3.423. 
	
	

	3.424. 
	
	

	3.425. 
	
	

	3.426. 
	
	

	3.427. 
	
	

	3.428. 
	An allowance for reinsurance default within the technical provisions will add complexity to the calculation and may be immaterial for non-life companies with a reinsurance program placed with secure reinsurers.  We suggest that CEIOPS defines conditions under which this adjustment should be made e.g. if some reinsurers are rated below A.
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	3.434. 
	
	

	3.435. 
	
	

	3.436. 
	We disagree with the target that the data collection quarterly for non-life claims provisions shall be done.
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