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DRAFT COMMISSION DOCUMENT ON 
THE LIFE UNDERWRITING RISK MODULE OF THE STANDARD FORMULA UNDER THE SOLVENCY II DIRECTIVE 2009/138/EC
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 Articles 111 thereof,

Whereas:

(1) The modelling of lapse risk in the Solvency Capital requirement standard formula should be based on the assumption that the risk relating to the options that the ceding undertaking of the reinsurance may exercise is not material.    
TITLE S
INSURANCE AND REINSURANCE UNDERTAKINGS
CHAPTER SCR
RULES RELATING TO THE SOLVENCY CAPITAL REQUREMENT STANDARD FORMULA
SECTION 1
GENERAL PROVISIONS 

Article BSCRx
(Art. 105 of Directive 2009/138/EC)
Scenario based calculations
1. Where the calculation of a module or sub-module of the Basic Solvency Capital Requirement is based on the impact of a scenario on the basic own funds of insurance and reinsurance undertakings, the following assumptions shall be made in that calculation:
(a) the scenario does not change the amount of any risk margin in the technical provisions;

(b) the scenario does not change the value of deferred tax assets and liabilities;

(c) the scenario does not change the value of future discretionary benefits included in technical provisions;
(d) no management actions can be taken by the undertaking by during the scenario.
2. The recalculation of technical provisions arising as a result of considering the impact of a scenario as referred to in paragraph 1 shall take account of the following:
(a) without prejudice to points (c) and (d) of paragraph 1, future management actions following the scenario provided they comply with the requirements set out in Article TP6; 
(b) any material adverse impact of the scenario or the management actions referred to in point (a) on the likelihood that policy holders will exercise contractual options.
3. The recalculation of assets and liabilities arising as a result of considering the impact of a scenario as referred to in paragraph 1 shall take account of the impact of the scenario on the value of any relevant risk mitigation instruments held by the undertaking which meet the requirements set out in [reference to IM25].
4. Where the scenario would result in an increase in the basic own funds of insurance and reinsurance undertakings, the calculation of the module or sub-module shall be based on the assumption that the scenario has no impact on the basic own funds. 
SECTION XX

LIFE UNDERWRITING RISK MODULE 

Article LUR1

(Art. 105(3) of Directive 2009/138/EC)
Correlation coefficients
The correlation coefficient Corri,j referred to in point (3) of Annex IV of Directive 2009/138/EC denotes the item set out in row i and in column j of the following correlation matrix: 
	j

i
	Mortality
	Longevity
	Disability
	Life expense
	Revision
	Lapse
	Life catastrophe

	Mortality
	1
	-0.25
	0.25
	0.25
	0
	0
	0.25

	Longevity
	-0.25
	1
	0
	0.25
	0.25
	0.25
	0

	Disability
	0.25
	0
	1
	0.5
	0
	0
	0.25

	Life expense
	0.25
	0.25
	0.5
	1
	0.5
	0.5
	0.25

	Revision
	0
	0.25
	0
	0.5
	1
	0
	0

	Lapse
	0
	0.25
	0
	0.5
	0
	1
	0.25

	Life catastrophe
	0.25
	0
	0.25
	0.25
	0
	0.25
	1


Article LUR2
(Art. 105(3) of Directive 2009/138/EC)
Mortality risk sub-module
1. Subject to paragraph 2, the capital requirement for the mortality risk sub-module referred to in point (a) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous permanent increase of 15 % in the mortality rates used for the calculation of technical provisions. 
2. The increase in mortality rates referred to in paragraph 1 shall only apply in respect of those insurance policies for which an increase in mortality rates leads to an increase in technical provisions  taking into account the following: 
(a) multiple insurance policies in respect of the same insured person may be treated as if they were one insurance policy;
(b) where the calculation of technical provisions is based on groups of policies as referred to in Article TP16, the assessment of which policies increase technical provisions may also be based on those groups of policies instead of single policies, provided that it would give approximately the same result as the approach referred to in point (a);  
(c) with regard to reinsurance policies, the assessment of which policies increase technical provisions shall apply to the underlying insurance policies.
Article LUR3

(Art. 105(3) of Directive 2009/138/EC)
Longevity risk sub-module
1. Subject to paragraph 2, the capital requirement for the longevity risk sub-module referred to in point (b) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous permanent decrease of 20 % in the mortality rates used for the calculation of technical provisions. 

2. The decrease in mortality rates referred to in paragraph 1 shall only apply in respect of those insurance policies for which a decrease in mortality rates leads to an increase in technical provisions  taking into account the following: 

(a) multiple insurance policies in respect of the same insured person may be treated as if they were one insurance policy;
(b) where the calculation of technical provisions is based on groups of policies as referred to in Article TP16, the assessment of which policies increase technical provisions may also be based on those groups of policies instead of single policies, provided that it would give approximately the same result as the approach referred to in point (a); 
(c) with regard to reinsurance policies, the assessment of which policies increase technical provisions shall apply to the underlying insurance policies. 

Article LUR4

(Art. 105(3) of Directive 2009/138/EC)
Disability ( morbidity risk sub-module
The capital requirement for the disability ( morbidity risk sub-module referred to in point (c) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from the combination of the following instantaneous permanent changes:

(a) an  increase of 35 % in the disability and morbidity rates which are used in the calculation of technical provisions to reflect the disability and morbidity experience in the following year;
(b) an  increase of 25 % in the disability and morbidity rates which are used in the calculation of technical provisions to reflect the disability and morbidity experience for all years after the following year;

(c) a decrease of 20 % in the disability and morbidity recovery rates used in the calculation of technical provisions in the following year and for all years thereafter.  

Article LUR5

(Art. 105(3) of Directive 2009/138/EC)
Life-expense risk sub-module
The capital requirement for the life-expense risk sub-module referred to in point (d) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from the following combination of instantaneous permanent changes:

(a) an  increase of 10 % in the amount of expenses taken into account in the calculation of technical provisions;

(b) an addition of 1 percentage point to the expense inflation rate (expressed as a percentage) used for the calculation of technical provisions.  

With regard to reinsurance obligations, insurance and reinsurance undertakings shall apply these changes to their own expenses and, where relevant, to the expenses of the ceding undertakings.

Article LUR6

(Art. 105(3) of Directive 2009/138/EC)
Revision risk sub-module
The capital requirement for the revision risk sub-module referred to in point (e) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous permanent increase of 3 % in the amount of annuity benefits taken into account in the calculation of technical provisions. The increase in annuity benefits shall only apply to annuity obligations where the benefits payable under the underlying insurance policies could increase as a result of changes in the legal environment or in the state of health of the person insured.
Article LUR7

(Art. 105(3) of Directive 2009/138/EC)
Lapse risk sub-module
1. The capital requirement for the lapse risk sub-module referred to in point (f) of Article 105(3) of Directive 2009/138/EC shall be the largest of the following capital requirements:

(a) the capital requirement for the risk of a permanent increase in lapse rates;

(b) the capital requirement for the risk of a permanent decrease in lapse rates;

(c) the capital requirement for mass lapse risk.

2. The capital requirement for the risk of a permanent increase in lapse rates shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous permanent increase of 50 % in the option exercise rates of the relevant options. However, the resulting increased option exercise rates, following the application of the instantaneous permanent increase of 50%, shall not be deemed to exceed 100 %. The increase in option exercise rates shall only apply to those options for which the exercise of the option would result in an increase of technical provisions without the risk margin. 
3. The capital requirement for the risk of a permanent decrease in lapse rates shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous permanent decrease of 50 % in the option exercise rates of the relevant options. However, the resulting decreased option exercise rates, following the application of the instantaneous permanent decrease of 50%, shall not be deemed to decrease by more than 20 percentage points. The decrease in option exercise rates shall only apply to those options for which the exercise of the option would result in a decrease of technical provisions without the risk margin.

4. The relevant options for the purposes of paragraph 2 and 3 shall mean all legal or contractual policy holder rights to fully or partly terminate, surrender, decrease, restrict or suspend the insurance or reinsurance cover or permit the insurance or reinsurance policy to lapse. Where an option allows the full or partial establishment, renewal, increase, extension or resumption of insurance or reinsurance cover, the change in the option exercise rate referred to in paragraphs 2 and 3 shall be applied to the rate that the option is not taken up.
5. The capital requirement for mass lapse risk shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from the combination of the following instantaneous changes:
(a) the surrender of 70 % of the insurance policies with a positive surrender strain falling within Article 2(3)(b)(iii) and (iv) of Directive 2009/138/EC, where the policyholder is either:

(b) not a natural person; or

(c) a natural person acting for the benefit of the beneficiaries under those policies, but excluding policies in respect of which there is a family relationship between that natural person and the beneficiaries, and policies effected for private estate planning or inheritance purposes in circumstances where the number of beneficiaries under the policy does not exceed 20; 
(d) the surrender of 30 % of the insurance policies with a positive surrender strain other than those falling within point (a)
(e) .
6. The surrender strain of an insurance policy referred to in paragraph 5 is the difference between the following two amounts:

(a) the amount currently payable by the insurance and reinsurance undertaking on surrender by the policy holder, net of any amounts recoverable from policy holders or intermediaries;
(b) the technical provisions without the risk margin. 
Article LUR8

(Art. 105(3) of Directive 2009/138/EC)
Life-catastrophe risk sub-module
1. The capital requirement for the life-catastrophe risk sub-module referred to in point (g) of Article 105(3) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from an instantaneous addition of 0.15 percentage points to the mortality rates (expressed as a percentage) which are used in the calculation of technical provisions to reflect the mortality in the following year. 
2. The increase in mortality rates referred to in paragraph 1 shall only apply to those insurance policies for which an increase in mortality rates leads to an increase in technical provisions. With regard to reinsurance policies, this assessment of which policies increase technical provisions shall apply to the underlying insurance policies only.
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