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DRAFT COMMISSION DOCUMENT ON 
VALUATION OF ASSETS AND LIABILITIES, OTHER THAN TECHNICAL PROVISIONS
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 Framework Directive (…), and in particular Article 75 (2) thereof,

Whereas:

(1) The valuation approach set out in this [Regulation] should not discriminate between those insurance and reinsurance undertakings that have grown through acquisition and those who have grown organically. 
(2) The valuation approach to deferred taxes set out in this [Regulation] shall result in an economic reconciliation between the values ascribed to an insurance or reinsurance undertaking under its relevant tax regime and the valuation approach set out in the Framework Directive.
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SECTION 1

VALUATION OF ASSETS AND LIABILITIES, OTHER THAN TECHNICAL PROVISIONS
Article V1

(Article 75 (1) of the Framework Directive)

Valuation Assumptions
The assumptions underlying the methodology set out in Article [V2] are as follows:

(1) 
it is presumed that the insurance or reinsurance undertaking will pursue its business as a going concern; and

(2) 
it is presumed that assets and liabilities can be separately sold or separately transferred.
Article V2
(Article 75 (1) of the Framework Directive)

Valuation Methodology – General Principles
1. 
Unless otherwise stated, the recognition of an asset or liability for solvency purposes results from the recognition of that asset or liability under the international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002.
2. 
Valuation of all assets and liabilities, other than technical provisions, in accordance with Article 75 of the Framework Directive shall be carried out, unless otherwise stated, in conformity with international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002 provided that those standards are consistent with the valuation approach set out in Article 75. In the case that those standards allow for more than one valuation method, only valuation methods that are consistent with Article 75 can be used.
3.
The components of asset and liability items must be valued separately.

Article V3
(Article 75 (1) of the Framework Directive)

Valuation Methodology – Valuation techniques
1. Notwithstanding Article [V2], the use of quoted market prices in active markets shall be the default valuation approach.   

2. The use of quoted market prices in accordance with the first paragraph shall be based on regularly and readily available prices in orderly transactions that are sourced independently and that are observable in deep, liquid and transparent markets.

3. Where the criteria set out in the second paragraph are not satisfied, insurance and reinsurance undertakings may, unless otherwise stated, use other valuation techniques (mark to model) provided that those techniques are consistent with the valuation approach set out in Article 75 of the Framework Directive. 

4. The use of mark to model in accordance with the third paragraph shall be based on relevant observable market inputs to the extent possible and shall avoid excessive reliance on entity-specific inputs.

Article V4
(Article 75 (1) of the Framework Directive)

Binding Technical Standards
The European Insurance and Occupational Pensions Authority shall develop Binding Technical Standards on: 


(1) 
when the international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002, will be considered consistent with the valuation approach set out in Article 75; and 

(2)  
the requirements that should be met for valuation techniques to be used.

Article V5
(Article 75 (1) of the Framework Directive)

Recognition of Contingent Liabilities
Insurance and reinsurance undertakings shall recognise as a liability, for solvency purposes, contingent liabilities, as defined in international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002, that are material.

Article V6
(Article 75 (1) of the Framework Directive)

Valuation Approach for Specific Assets
1.
Insurance and reinsurance undertakings shall value:

(a) holdings in related undertakings, within the meaning of Article 212 of the Framework Directive, using the default valuation method in Article [V3 first and second paragraphs]. 
In the case of a subsidiary undertaking, as defined in Article 212 (2) of the Framework Directive where the requirements in Article [V3 first and second paragraphs] are not satisfied, valuation shall be based on an adjusted equity method. 
Holdings in related undertakings that are not subsidiary undertakings, where the requirements in Article [V3 first and second paragraphs] are not satisfied, shall be valued using an adjusted equity method wherever possible. 
Holdings in related undertakings that are not subsidiary undertakings, where the requirements in Article [V3 first and second paragraphs] are not satisfied and where an adjusted equity method is not possible, shall be valued using mark to model in accordance with Article [V3 third paragraph].
(b) intangible assets, including goodwill, at zero, unless the insurance and reinsurance undertaking can provide evidence of market values for the same or similar assets that have been derived in accordance with Article [V3 first and second paragraphs].
(c) deferred tax assets in accordance with Article [V8].

(2) The adjusted equity method referred to in subparagraph 1 (a) shall require the participating undertaking to value its holding in a related undertaking based on the participating undertaking's share of the excess of assets over liabilities of the related undertaking. When calculating the excess of assets over liabilities of the related undertaking, the participating undertaking must value the related undertaking's assets and liabilities in accordance with Article 75 of the Framework Directive.
Article V7
(Article 75 (1) of the Framework Directive)

Valuation Approach for Specific Liabilities, other than Technical Provisions
Insurance and reinsurance undertakings shall value:

(1) 
Liabilities, other than technical provisions, in conformity with international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002 upon initial recognition for solvency purposes. There shall be no subsequent adjustment to take account of the change in own credit standing of the insurance or reinsurance undertaking after initial recognition for solvency purposes.

(2) 
Contingent liabilities based on the probability weighted average of the expected present value of future cash flows required to settle the contingent liability over the lifetime of that contingent liability, discounted at the relevant risk-free interest rate term structure.

Contingent liabilities are material if they could, by the size or nature of the value calculated in the second paragraph, influence the decision-making or judgement of the intended user of the information contained in the valuation.

(3) 
Deferred tax liabilities in accordance with Article [V8]. 
Article V8
(Article 75 (1) of the Framework Directive)

Deferred Taxes
1.
Notwithstanding the second paragraph, deferred taxes, other than the carry forward of unused tax credits and the carry forward of unused tax losses, shall be calculated based on the difference between the values ascribed to assets and liabilities in accordance with Article 75 of the Framework Directive and the values ascribed to the same assets and liabilities for tax purposes. Notwithstanding the second paragraph, the carry forward of unused tax credits and the carry forward of unused tax losses shall be calculated in conformity with international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002.

2. 
In the case of deferred tax assets, within the meaning of international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002, the insurance and reinsurance undertaking shall be able to demonstrate to the supervisory authority that future taxable profits are probable and that the realisation of that deferred tax asset is probable within a reasonable timeframe.

3.
In the case of deferred tax liabilities, within the meaning of international accounting standards, as endorsed by the Commission in accordance with Regulation (EC) No 1606/2002, the insurance and reinsurance undertaking shall be able to demonstrate to the supervisory authority that the settlement of that deferred tax liability is probable within a reasonable timeframe.
SECTION 2

SYSTEMS OF GOVERNANCE
Article [x1]
(Article 75 (1) of the Framework Directive)

Valuation – System of Governance (General)
5. Insurance and reinsurance undertakings are responsible for the valuation of their assets and liabilities in accordance with Article 75 of the Framework Directive and shall have adequate systems and controls sufficient to satisfy senior management and the supervisory authority that valuation estimates are appropriate and reliable.

6. Supervisory authorities may require insurance and reinsurance undertakings to undertake an external, independent valuation or verification of the value of assets and liabilities.

7. Insurance and reinsurance undertakings shall document policies and procedures for the process of valuation, including the description and definition of roles and responsibilities of the personnel involved in valuation and the relevant models and sources of information to be used.

8. For the purposes of Article 49 of the Framework Directive, valuation is deemed to be a critical activity.

Article [x2]
(Article 75 (1) of the Framework Directive)

Valuation – System of Governance 
1.
Where mark to model in accordance with Article [V3 third paragraph] is used, insurance and reinsurance undertakings shall:

(a) identify the assets and liabilities to which that valuation technique apply; 

(b) justify the use of that valuation technique for the items in subparagraph 1a; 

(c) document the assumptions underlying that valuation technique; and 

(d) evaluate the valuation uncertainty embedded in the valuation of the items in subparagraph 1a.

2.
The information set out in first paragraph shall be reported to supervisors. 

3.
Where mark to model is used, insurance and reinsurance undertakings shall:

(a) devote sufficient resources, both in terms of quality and quantity, to develop, calibrate, approve and review valuation techniques;

(b) establish internal control processes including: 

(i) 
an independent review and verification on a periodic basis of the valuation techniques inputs and outputs and suitability with respect to valuation of the items in subparagraph 1a; and 

(ii) 
a clear description of the sign-off process including accountability and the process in place to resolve any challenge from any independent source. 

(iii)
an internal review of compliance with the policies and procedures referred to in the third paragraph of Article [X1].
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