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Important note: This document is a working document of the Commission services for discussion. 
It does not purport to represent or pre-judge the formal proposals of the Commission
Having regard to the Treaty (…),

Having regard to Directive 2009/138/EC (…), and in particular Article 114 and 127 thereof,

Whereas:

TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER IM
SOLVENCY CAPITAL REQUIREMENT - FULL AND PARTIAL INTERNAL MODELS

SECTION 2
TESTS AND STANDARDS FOR THE USE OF AN INTERNAL MODEL FOR THE CALCULATION OF THE SOLVENCY CAPITAL REQUIREMENT

SUBSECTION 2

STATISTICAL QUALITY STANDARDS

Article TSIM7
(Art. 121 of Directive 2009/138/EC)

Probability distribution forecast
2.
Insurance and reinsurance undertakings shall calculate the probability distribution forecast of a partial internal model at the highest level of aggregation within the partial internal model concerned. If a partial internal model consists of different modules which are not aggregated within the partial internal model, a probability distribution forecast shall be calculated for each module. 
SUBSECTION 3

CALIBRATION  STANDARDS

Article TSIM16 bis

(Art. 122 of Directive 2009/138/EC)

Integration of the partial internal model into the Solvency Capital Requirement standard formula

1. The integration technique used to integrate a partial internal model into the Solvency Capital Requirement standard formula shall provide policy holders and beneficiaries with a level of protection equivalent to that set out in Article 101 (3) of Directive 2009/138/EC. 

2. The integration of the partial internal model into the Solvency Requirement standard formula shall use the correlation matrices of the standard formula included in Annex IV of Directive 2009/138/EC and Chapter SCR where it is possible and appropriate. 

3. An integration technique is appropriate where it:

(a) complies with the requirements in Article 101 of Directive 2009/138/EC;

(b) results in a Solvency Capital Requirement that appropriately reflects the risk profile of the insurance or reinsurance undertaking. 

4. Where the integration of the partial internal model using the correlation matrices  referred to in paragraph 2 is not possible or appropriate, insurance and reinsurance undertakings shall, where possible and appropriate, use techniques for which the following features have been determined: 

(a) A description of the technique, including the calculation method, additional data requirements and areas where expert judgment is needed; 

(b) Advantages and disadvantages of the technique; 

(c) Circumstances where the technique is not appropriate. 

 SUBSECTION 4

PROFIT AND LOSS ATTRIBUTION

Article TSIM17
(Art. 123 of Directive 2009/138/EC)

Profit and loss attribution
5. For the purpose of the profit and loss attribution in accordance with Article 123 of Directive 2009/138/EC, insurance and reinsurance undertakings shall specify in an appropriate manner the following:

(c) profit and loss;

(d) the major business units of the insurance or reinsurance undertaking;

(e) the risk categories used for the profit and loss attribution;

(f) the attribution of the overall profit or loss to the risk categories and business units.

6. The specification of profit and loss shall be consistent with the increase and decrease of the monetary amount underlying the probability distribution forecast that the internal model of the insurance or reinsurance undertaking is based on.

7. Unless the insurance or reinsurance undertaking defines it otherwise, a major business unit means a segment of the insurance and reinsurance undertaking that in accordance with the nature, scale and complexity of its inherent risks operates independently from other parts of the undertaking and has dedicated governance resources and procedures within the undertaking

8. 
9. The specification of the risk categories used for the profit and loss attribution shall be adequate, and sufficiently granular, for the purpose of risk-management and decision-making in accordance with Article 120 of Directive 2009/138/EC. The categorisation of risk shall distinguish between risks covered by the internal model and risks not covered by the internal model.  

SUBSECTION 5

VALIDATION STANDARDS

Article TSIM18
(Art. 124 of Directive 2009/138/EC)
Validation process
3.
(h)
in the case of a partial internal model, the integration technique to integrate the partial internal model into the standard formula. 

4.
The validation process of a partial internal model shall additionally cover the scope of the model and the appropriateness of the integration technique used to integrate the partial internal model into the standard formula. 
SUBSECTION 6

DOCUMENTATION STANDARDS
Article TSIM20

(Art. 125 of Directive 2009/138/EC)
General provisions

4.
In the case of a partial internal model, the requirement referred to in paragraph 1 shall additionally cover compliance with Article 113 of Directive 2009/138/EC, in particular in relation to the justification of the limited scope of the model and the integration technique used to integrate the partial internal model into the standard formula. 
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