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DRAFT COMMISSION DOCUMENT ON 
THE PROCEDURE TO BE FOLLOWED FOR THE APPROVAL OF THE USE OF AN INTERNAL MODEL TO CALCULATE THE GROUP SOLVENCY CAPITAL REQUIREMENT

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 the Directive 2009/138/EC (…), and in particular Article 234 thereof,

Whereas:

(1) The procedure to be followed for the approval of a full or partial internal model for the calculation of the group solvency should be consistent with the requirements set for the approval of a full or partial internal model in relation to individual insurance or reinsurance undertakings.

(2) It is considered best practice for the group supervisor, the other supervisory authorities involved in the assessment of the application and the participating insurance and reinsurance undertaking applying for the permission to use an internal model for the calculation of the group solvency to engage in a pre-application process. This will allow the group supervisor, the other supervisory authorities and the undertaking to discuss the scope of the application and its consistency with the scope of group supervision as set out in Article 214 of Directive 2009/138/EC. 

(3) The approval of a full or partial internal model for the calculation of the group solvency granted on the basis of Article 230 of the Directive 2009/138/EC should not prejudge any future approval under Article 231 of the Directive 2009/138/EC.
(4) Groups may apply for permission to use a partial internal model when only some of the related undertakings or some major business units (as defined for the purposes of individual insurance and reinsurance undertakings), or some of the risks are included in the scope of the group internal model, or in relation to a combination of any of these attributes.  

TITLE G

INSURANCE AND REINSURANCE GROUPS

CHAPTER IMG

INTERNAL MODEL FOR CALCULATION OF GROUP SOLVENCY 

SECTION 1

GROUP SOLVENCY CAPITAL REQUIREMENT – FULL AND PARTIAL INTERNAL MODEL

Article IMG1

(Article 230 of the Directive 2009/138/EC)

Application to calculate the group Solvency Capital Requirement using an internal model and right to withdraw the application

1. Subject to paragraph 2, Articles IM1 and IM5 shall apply mutatis mutandis to the application to calculate the group Solvency Capital Requirement using an internal model submitted by a participating insurance and reinsurance undertaking. 

2. The application shall be provided to the group supervisor in one of the official languages of the group supervisor's Member State. Subject to the agreement of the group supervisor, the application may submitted in another language. 

3. The group supervisor shall inform the other supervisory authorities involved in the assessment of the application determined in accordance with Article IMG3(3) without delay and disseminate to them all the relevant information which is of importance for a proper assessment of the application. 
4. A request by one of the supervisory authorities involved for all or part of the application, to be provided in a language different from the language in which the application is provided to the group supervisor, shall first be made to the group supervisor. The group supervisor may, after consultation with the other supervisory authorities involved in the assessment of the application, require that the application, or the relevant part of it, be provided in a  language most commonly understood by the supervisory authorities involved. 
5. In addition to the documents required by IM1 (2), an application to use an internal model to calculate of the group Solvency Capital Requirement shall include, at least, the following additional documents:

(a) Regarding the scope and coverage of the model, 

i. A list of the related undertakings that are included in the scope of the internal model for the calculation of the group Solvency Capital Requirement. For each undertaking, the list shall include the reference to the relevant supervisory authority, the material lines of business written by the related insurance and reinsurance undertaking and the percentage of consolidation applied for the purpose of the group solvency calculation in accordance with [Article SCG1];

ii. The legal and organisational structure of the group, with a description of all subsidiaries and material participations and information on relevant operations and transactions within the group; 

iii. 
iv. Where applicable, a list of the related undertakings excluded from the scope of the internal model for the calculation of the group Solvency Capital Requirement, together with an explanation of the reasons for their exclusion. A description shall also be provided of the methods used to assess the risks in those excluded related undertakings in order to demonstrate that the exclusion does not lead to an underestimation of the overall risks faced by the group. The application shall demonstrate that the group Solvency Capital Requirement calculated using a combination of the internal model and the standard formula will adequately reflect the overall risk profile of the group; 

v. An explanation of why the internal model covers a related undertaking for the calculation of the group Solvency Capital Requirement but is not used to calculate the solo Solvency Capital Requirement of that related undertaking; The undertaking shall also provide information on any future plans to extend the use of the internal model to calculate the solo Solvency Capital Requirement of any related undertaking;
vi. 
(b) Regarding the information on the group's capital requirements,  

i. An assessment of the economic capital and an estimation of the group Solvency Capital Requirement calculated using the full or partial internal model and with the standard formula;

ii. Where applicable, the regulatory capital requirement for regulated  related undertakings included in the scope of the internal model  and which are out of the scope of the Directive 2009/138/EC.

6. When an application is withdrawn, notification of withdrawal shall be provided to the group supervisor. The group supervisor shall inform the other supervisory authorities involved in the assessment of the application without delay.  

Article IMG2

(Article 230 Directive 2009/138/EC)

Policy for changing the internal model for the group calculation and changes to the full or partial internal model

1. Articles IM2 and IM3 shall apply mutatis mutandis to the policy for changing an internal model used to  calculate the group Solvency Capital Requirement and to application for approval of major changes to a full or partial internal model.

2. The policy for changing the internal model shall not cover the inclusion of new elements of the internal model, such as additional risk modules, sub-modules, business units or related undertakings which are not covered by the internal model. Any such inclusion of new elements of the internal model shall follow the approval procedure laid down in Article IM3 of [IM4], as amended by Articles IMG1, Article IMG3 and Article IMG4. 

Article IMG3

(Article 230 Directive 2009/138/EC)

Assessment of the application

1. Article IM4 shall apply mutatis mutandis to the assessment of an application to use a full or partial internal model to calculate the group Solvency Capital Requirement.

2. Prior to making its final decision, the group supervisor shall consult the supervisory authorities of all the Member States in which the head office of all related undertakings included in the scope of the internal model are situated.

3. Without prejudice to paragraph 2, during the assessment of the application of the internal model, the supervisory authorities within the college of supervisors, that are not one of the supervisory authorities referred to in paragraph 2, shall also be allowed to participate in the assessment of the application. However, their participation shall be limited to identifying and preventing circumstances where the exclusion of parts of the business from the scope of the internal model lead to an underestimation of the risks of the group. 

4. Where applicable, the assessment of the application shall include an evaluation of whether the justifications provided by the group for the exclusion of undertakings or business units from the internal model for the calculation of the group solvency are appropriate. 
Article IMG4

(Article 230 of the Directive 2009/138/EC)

Decision on the application, decision subject to terms and conditions and transitional plan to extend the scope of the model

1. Articles IM6 to IM8 shall apply mutatis mutandis to the decision on an application to use a full or partial internal model to calculate the group Solvency Capital Requirement.
2. After due consultation with other supervisory authorities as set out in Article IMG3, the group supervisor shall make its own decision on the application. The group supervisor shall provide its decision to the participating insurance or reinsurance undertaking and the other supervisory authorities involved in the assessment of the application. The decision shall be written in an official language of the Member State of the group supervisor. 

3. Where the supervisory authorities involved in the assessment of the application comprise supervisory authorities from more than one Member State, the group supervisor shall, after consultation with the other supervisory authorities and with the group itself, provide the decision referred to in paragraph 1 in another language most commonly understood by the other supervisory authorities involved.

4. After due consultation with the other supervisory authorities within the college of supervisors, the group supervisor may require the participating insurance or reinsurance undertaking applying for the approval of the internal model to submit a realistic transitional plan to extend the scope of the model, in which case Article IM8 of [IM4] shall apply mutatis mutandis in relation to that transitional plan.
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