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	Name company: CEA – Please note that the comments below have been developed together with the CRO Forum

	Reference
	Comment

	Comments on CEIOPS’ advice

	Introductory remarks
	The CEA welcomes the opportunity to comment on the Consultation Paper (CP) No. 36 on “SPVs”.

It should be noted that the comments in this document should be considered in the context of other publications by the CEA. Also, the comments in this document should be considered as a whole, i.e. they constitute a coherent package and as such, the rejection of elements of our positions may affect the remainder of our comments.

These are CEA’s views at the current stage of the project. As our work develops, these views may evolve depending in particular, on other elements of the framework which are not yet fixed.

	Key comments
	The CEA welcomes the consultation paper as it provides a good starting point in defining a reliable framework for the establishment of SPVs under the Solvency II Directive.
The CEA agrees with the conclusion under paragraph 3.81: “An SPV should be fully funded at all times and is not therefore required to calculate an individual MCR or an SCR.“
The regulatory requirements should aim at fostering adequate risk assessment and management and should not needlessly complicate the establishment of SPV. As in the banking sector, we believe it is more efficient to regulate the sponsor’s treatment of the risk transfer, i.e. benefits gained, rather than regulate the ‘form’ of the instruments or the vehicles used to realise the risk transfer. Whether an entity is or is not a SPV should not determine whether it is a regulated entity or not. The principle of economic basis over legal form should be applied in the context of SPVs.
The very extensive documentation requirements set forth in section 3.50 (the two sets of reporting– financial statements and Solvency II valuation) are disproportionally burdensome.
In various sections of the consultation paper, the decision or approval of the supervisor is subject to a material degree of judgement. While we recognize that judgment is needed we would like to re-stress the need to ensure consistent results of the decision making process across member states for similar situations.
We also understand though that the legal form of SPV could have a certain impact on the effectiveness of the risk transfer into such entities. Below we make few points on such legal realities and the challenges they might rise.

	Para 1.5 bullet 5
	We understand that undertakings will have the onus of proving if parametric/modelled loss arrangements and other types of deals fall under the scope of this paper or are actually derivatives which fall under the scope of future papers. In any case, all forms of risk transfers generate regulatory benefits for an undertaking to the extent that the risk transfer can be demonstrated to be effective.

	Para 3.2
	While we understand that CEIOPS believes the credit taken for the arrangements inside a group is more certain, it remains unclear why CEIOPS has the opinion that an SPV cannot be established by multiple undertakings from different groups, by means of jointly controlled entities or joint venture for example. Some explanations would be helpful in this regard.

	Para 3.4
	We welcome the re-affirmation that the use by undertakings of SPVs, outside art. 209, is to be given relief according to their substance of risk transfer, as in the case of insurance SPVs falling under article 209.
Further, such SPVs not falling within the scope of this advice should be allowed if they are meeting the requirements as stated in the CP 31 and/or perhaps other future advices. Whether these SPVs are allowed or not should not be left to the discretion of the various supervisors in each Member State, but should be harmonised across European member states.

	Para 3.5
	These questions are all relevant to the understanding of the risk transfer arrangement and we support them. In our opinion another very important assessment to be made by a supervisor is whether the SPV is an independent entity or not.

Some further clarification is needed on:
· the second point. Trigger events might be replaced by “terms and conditions”.
· the 6th point about the difference between benefit of SPVs and traditional securitization. Some undertakings may not be in the position to make such comparisons particularly because these transactions are often private and information is thus not publicly available.

	Para 3.7
	The CEA supports this paragraph stating that level 2 measures which are adaptable to future developments are essential. Any more specific details at this level, restricting in effect the principles, are potentially counterproductive.

	Section 3.2
	Securitization transactions done through SPV’s often include clean-up call features to allow for an anticipated redemption of the transaction when the economics do not justify keeping the transaction running (ongoing cost of transaction exceed remaining benefit). This can be the case for Cat Bonds where clean up call options can be included when 90% or more of the principal has been wiped out following an event. To date, the Consultation Paper does not contemplate such clean-up call.

We recommend that the CP includes this option in the section 3.2, to specifically allow this possibility.

	Para 3.10,3.18
	This paragraph states that the SPV is “only permitted to reinsure insurance risks”. This definition seems more restrictive than the one included in the 2005 reinsurance directive. Certain transactions can be a mix of insurance risk and credit risk (eg. a transfer of risk of deviation of loss ratio for credit insurance). We consider that as long as insurance and potentially other risks are clearly identified and measured, the use of a SPV should not be so restrictive.

We also suggest dropping “or assume insurance risks under “reinsurance-like” arrangements” since such wording might have unintended scope consequences.

	Para 3.12,3.19
	We support the idea of this paragraph that the reuse provisions are important. 
In such context, the terms “programme” versus “transaction” should be defined more precisely. 
The reuse anticipated under certain programmes retains the flexibility to issue subsequent series of notes based on payout triggers and financial terms different than for SPV’s initial issuance. However any subsequent issuance would need to be within the boundaries of the SPV’s limited-scope articles of incorporation approved by the regulator during the SPV’s initial original authorisation.  To this point, as part of the initial authorisation, the SPV should be able to demonstrate its ability to remain compliant with the authorisation requirements as part of any subsequent new issuance.

The CEA believes that if in the authorisation process the (re-)insurance undertaking has stated it has an aim in re-using the SPV than a re-approval should not be necessary when the same circumstances apply as at inception of the establishment of the SPV for which an authorisation was granted and the SPV is acting within its articles of incorporation. A system of re-approval should only be applied when the circumstances are changing or the objective of the SPV is different or when the SPV’s incorporation documents have been amended. Such a process would limit the administrative burdens for (re-)insurers.
The footnote 13 introduces a distinction between initial authorization and approval. We consider that the CP should precisely define which level of documentation that should be provided in both cases.

The consultation paper does not appear to address specific SPVs structured with segregated compartments, existing in certain markets. It could be useful to precise that when SPVs are structured with segregated compartments, each compartment should be considered to be, and treated as, a separate SPV. However, as mentioned for a shelf program it should be possible to receive a one-off authorization for the issuance of compartments that are alike.

	Para 3.13
	This section seems to open the reuse in the case only of a “very different purpose”. We understand that a SPV is solely established for assuming insurance risks and transfer these risks to the capital markets. Therefore, it remains unclear what “very different purpose” is supposed to mean in that context.
For example, there are instances in which a specific tranche of the exposure is assessed as part of a transaction, but then due to strategic reasons is placed in the market in a staged manner rather than in one go. 
For clarity the CEA proposes the following addition to 3.13.: ‘The practice of part issuance of specific tranches, assessed as part of a transaction, but then placed in the market in a staged manner should be considered as part of the original approval not as a reuse.’

	Para 3.14 
	We agree that reinsurance/retrocession of any additional risks to the SPV should require prior approval by the SPV supervisor and that the approval process should be proportionate in nature.  For purposes of clarity, we suggest a distinction be made between subsequent issuance as anticipated under a ‘programme’  – whereby prior approval of the regulator is appropriate and sufficient -- versus a new issuance relating to additional risks which were not contemplated at the time of initial authorisation).  For the later case a re-authorisation process should occur and be proportionate in nature.

CEIOPS introduce the concept of proportionality. However also the duration in which the supervisor takes a decision, whether the use of an SPV is granted, should be limited. Any unlimited approval process would lead to unwanted uncertainties for the (re-)insurer and any investors willing to invest in such a SPV.

	Para 3.15
	We understand CEIOPS’ concern here and how the threat of an instant move to zero recognition requires the need for an ongoing oversight. But we believe that a full loss of regulatory capital credit by an undertaking due to the SPV’s loss of authorisation is inconsistent with the principles based approach whereby an undertaking is permitted to take credit for all arrangements where effective risk transfer can be demonstrated.  Under these principles, any loss of credit by the undertaking would only be warranted to the extent that the SPV’s loss of authorisation negatively impacted the undertaking’s ability to recover amounts otherwise due from the SPV.  
We suggest this provision be reviewed in light of the effective risk transfer principles, to ensure any loss of regulatory capital credit is proportionate.

The CEA proposes redrafting as ‘... failure to gain authorisation may result in no regulatory relief from the SPV (………). The corresponding supervisors should take a proportionate approach to issues that might impair the relief accruing to the ceding entity but can be remedied in a reasonable time frame.’

	Para 3.14,3.19
	The CP defines the changes leading to the need for approval as “additional risks reinsured into it (…), any changes made to the contracts involved”. 

We understand under this paragraph that the following changes would not result in approval needed:

· clause of reset of portfolio, included in the initial contract,
· change in a financial instrument counterparty (e.g. total return swap), having the same credit rating.

· structures that are recharged periodically with the recharge option initially planned in the contract

	Para 3.20
	This paragraph describes the different additional requirements when a SPV is not located in the same EEA jurisdiction as the undertaking which transfers the risk. 

We agree there should be open communication and cooperation of regulators as necessary in order to timely realise transactions. We believe however the existing wording could result in a form of double regulatory approval and thus result in undue delays.

In order to avoid confusion between the roles of the two supervisors, we propose operating the following distinction:

· the authorisation of the SPV as a reinsurance vehicle (checks of full funding, reporting requirements...)
· the granting of regulatory benefits to the undertaking for the risk transfer into the SPV
Further we suggest the supervisor of the SPV to be in charge with the authorisation and approval. On the other side the risk transfer treatment would fall under the charge of the undertaking regulator.

This will imply to flag in the documentations required the one to be agreed by the supervisor of the home country of the SPV and the one to be agreed by the undertaking supervisor.

	Para 3.20
	The CP makes the case for the EEA jurisdiction under which a SPV is established. Notwithstanding our initial proposal to focus more on the treatment of the SPV by the undertaking, for the authorisation process it might also be considered that an SPV could be established under different jurisdictions and thus it would seem useful to define principles for this case too, ensuring a level playing field for the various possibilities.

	Para 3.22,3.49
	Sections 3.22 and 3.49 indicate that a breach of mandatory conditions could lead to withdrawing of the authorisation for the SPV.

We consider that an “escalation” process could be introduced, with a defined letter from the supervisor, a precise period for the SPV / Undertaking to provide with a response, and deadline for the SPV or undertaking to find a solution to repair the breach.

The CP should clearly define which regulator should act on which issue: 

a. if the breach is relating to the operating management or the “fully funded” principle, the home supervisor of the SPV will be involved;

b. if the breach is relating to the insurance risk, the undertaking supervisor will be responsible.

	Para 3.23
	“The supervisory authority where the SPV is established is responsible for the on-going supervision of the SPV.”
From this statement it is unclear to what type of supervision SPV will be subject to: the Solvency II directive and/or any other kind of supervision?

	Para 3.26
	We observe that the requirement to fully fund anticipated fees (i.e., those not yet incurred) is generally inconsistent with standard accounting practice for recognition of liabilities or contingent liabilities, and would result in inefficiencies.  As such this paragraph should not apply to fully funding of anticipated fees and expenses, as for a longer term transaction the fees and expenses in total can be a significant amount to put aside upfront rather than paying them when payment is legally due together with funding costs and other anticipated expenditures. These ongoing expenses of the SPVs are normally well defined and budgeted, structured for in the transaction to ensure they can be covered by investment return or other income receipts generated by the SPV (such as from the sponsor’s binding commitment to cover the SPV running expenses).

	Para 3.27
	While initially requiring an economic balance sheet and subsequent determination of own funds, it seems CEIOPS is requiring a SPV to have more capital to fulfil the requirement of this paragraph since stress scenarios will lead to a higher requirement in fulfilling the fully funded principle. This requirement is too onerous and since SPV are permanently fully funded it should be deleted. 
Indeed, the regular independent mark to market and minimum collateral ratings should provide sufficient comfort to avoid having stress tests. 

Furthermore this requirement is not compliant with the treatment of other participations or subsidiaries.

	Para 3.29
	The use of an SPV will only transfer the risk faced by an (re-) insurer. The obligations towards the policyholder remains. A policyholder is always able to present its claim against the (re-)insurer. Whether the SPV is effective in reducing the risks is subject to the ORSA and should meet the considerations and requirements as presented by the other advice presented by CEIOPS.
The risk of ineffective risk transfer should be assessed in Pillar II equally as applied for banking securitisations (e.g. The risks arising from securitisation transactions in relation to which the credit institutions are originator or sponsor shall be evaluated and addressed through appropriate policies and procedures, to ensure in particular that the economic substance of the transaction is fully reflected in the risk assessment and management decisions. CRD Annex V 6).

	Para 3.30
	It is important to recognize the funding of claims and reserves by future premiums.

	Para 3.31
	The supervisors’ conclusions of SPVs being fully or partially funded  need to be harmonized across Member States for similar SPV situations.
In case the review proves unsatisfactory there should be a cure period. The regulatory benefit should be reassessed in case the problem is not cured (but not necessarily fully cancelled).

The CEA also proposes this paragraph to be expanded as follows: ’In assessing the fully funded requirement the impact on collateral of protection mechanisms such as Total Return Swaps should be assessed’.

	Para 3.31
	If an SPV is fully independent from the undertaking then this requirement potentially cannot be enforced. If the SPV has economic ties than any deficiencies would normally already be included in the assessment of the undertaking.

	Para 3.31
	We would expect that the measures taken by any relevant regulator with respect to an SPV no longer maintaining its fully funded status would be proportionate to the circumstances and amount by which the SPV become less than fully funded.

We consider that an “escalation” process could be introduced, with a defined letter from the supervisor, a precise period for the SPV / Undertaking to provide with a response, and deadline for the SPV or undertaking to find a solution to repair the breach.

	Para 3.32
	The subordination should be subject to the requirements in the directive. No additional requirement should be applicable as an SPV should not be subject to even more rigorous restrictions.

	Para 3.32
	It is possible that potential claim payments under the reinsurance contract are not definitely sure when the debts or other financing methods are due for repayment to the investors. The implementing measures should provide a regulation (for instance deadlines and proceedings in order to decide whether or not claim liabilities do exist) for such cases.

	Para 3.32
	In casualty deals, the aggregate limit is reduced over time, in line with the amortization of the notes. The implementing measures should provide a regulation for such cases.

	Para 3.32
	While we agree with the subordination principle, we are concerned that legally it may not be so much a question of subordination but rather recourse which is limited and defined by reference to available funds and a clear priority of payments. CEIOPS should check if replacing the references to subordination accordingly would remove such a potential legal debate.  

	Para 3.34
	It is reasonable that the investment strategy should reflect the duration of the underlying liabilities arising from the reinsurance contracts but in practice several limitations might arise when applying this principle. 
For some risks, “duration matching” needs careful judgment since it could severely drive up the cost of the collateral arrangement. 

The focus thus could move on liquidity and the other “protections” of the collateral structure (daily or weekly third party mark to market, constraints on the quality of the collateral and over collateralization could provide sufficient comfort to include longer dated paper).
This paragraph also demands that the term of the SPV contract should not exceed the term of the liabilities of the undertaking. This provision is not related to the realization of the “prudent person investment principle” set forth in 3.33 and should be abandoned since there might be good reasons to extend the duration of the SPV contract.

	Para 3.34
	It’s potentially better to refer under this paragraph to the broader concept of “collateral structure”. The collateral structures can benefit from various layers of protection (TRS for instance, or in some cases Government guaranteed notes) and should be analyzed as a whole. Consequently, one should consider the notion of "impairment" of the collateral structure vis-a-vis potential liabilities. 

	Para 3.35-3.37
	It would be contradictory to demand from SPVs to invest in “certain” investment assets (possibly precisely defined or linked to particular quantitative thresholds), while article 130 of the framework directive states that (re-)insurance undertakings may invest assets and instruments, which comply with the prudent person principle. Thus, similar to (re)-insurance undertakings SPVs should be allowed to invest in those assets and instruments whose risks they can properly identify, measure, monitor, manage control and report, and appropriately take into account in the assessment of its overall solvency needs in accordance with Article 44(1)(a).

	Para 3.39-3.42
	The CP states that a SPV is authorized when the payment obligations are dependent upon a pre-defined loss suffered by the undertaking. It also indicates that there can be capital relief based on effective transfer of insurance risk. The supervisor of the SPV shall determine whether there is an effective risk transfer.

Due to the multitude of situations we believe it is difficult to give a clear definition of effective risk transfer. The onus would be on undertakings to demonstrate an effective risk transfer. 

	Para 3.39-3.45
	It is stated that the SPV has to be a bankruptcy remote vehicle, with a related legal opinion thereon (§3.45). As it currently is the case for some instruments in some markets, it would be preferable in particular to state that once the insurance risk is transferred effectively, it cannot be challenged by an administrator following the insolvency of the cedant so that  there cannot be any claw back of, for example, collateral. 

	Para 3.41
	We agree with the principles that the SPV’s payment to the undertaking must be dependent on the undertaking suffering a loss.  Transactions which pay out regardless of whether a loss has been incurred do not require an insurance SPV and, thus, are outside the scope of this CP.  In this context we find the use of “parametric triggers” to introduce unnecessary confusion.

	Para 3.43
	This paragraph underlines that “the undertaking cannot use an internal SPV to achieve a regulatory capital reduction at group level”. An SPV could be considered “internal” when an element of finance is not raised externally but the consultation paper could give more detail on when to consider a SPV internal or external (level of capital, investment in debt…). The “intragroup” analysis could be based on SIC 12 guidance under IFRS.

Further, this section states that if the SPV is internal, “the undertaking would not obtain any group regulatory capital relief”.

Later, the alignment of interests between the insurance undertaking and the SPV, defined in section 3.87, requires that undertaking retains some of the risk reinsured in order to make the investment more attractive and confident.

The CEA asks the CP to be more precise on how the two requirements can be fulfilled simultaneously.
Finally, it should be made clear if the sentence "where an element of finance is not raised externally" should be replaced or not by "where no element of finance is raised externally”.

	Para 3.43
	Even if the SPV is externally funded by the capital markets, guarantee declarations or other comparable arrangements provided by intra-group subsidiaries might lead to intra-group reinsurance not being acceptable for regulatory capital relief. The implementation measures should address also whether such transactions might already realize an effective risk transfer to the SPV.

	Para 3.44
	It would potentially be clearer to also state that the rights/obligations of the cedant are limited to its rights arising out the reinsurance/ceding agreement and that it has no direct recourse to the investors.

	Para 3.46
	Under this consultation paper, we understand that the authorization of establishment of the SPV by the supervisory authority is planned and determined after that all documentation has been submitted. The process of creation of a SPV is time-consuming and can lead to significant expenses (legal, banks…).

In order to be more efficient, the CEA proposes introducing in the process:

· a pre-approbation form from the authority, including a minimum required level of documentation to get a first feedback. This would lead to a non-binding position that would allow the undertakings to clearly understand what the expectations are.

· a timeline for the supervisor to pre-approve or approve the SPV establishment. For example, once the pre-approval or approval required documentation is provided, the supervisor could have a 1-month period to give its opinion on the operation, following a given form which would be homogeneous over the countries.

	Para 3.47
	We consider that the external legal opinion could also be charged to the originator or trustee of the SPV, and not necessarily to the undertaking. We emphasize that no additional legal opinion should be required in addition to the one given in the context of the transaction.

	Para 3.48,3.49
	Please see comments to paragraphs 3.21-3.47.

	Para 3.50
	CEIOPS is presenting a full list of documentation requirement which should be fulfilled by the undertaking aiming for approval of a SPV. The presented requirements are excessive when compared to the requirements of the banking sector within the CRD and to the already extensive documentation created to support a securitization.

Using such existing material should provide sufficient information and assurance for supervisors assessing whether the risk transfer is effective.

The CEA proposes that the introduction be amended as follows: ‘The documentation requirements should be determined on a case by case basis, as relevant, to avoid creating an undue burden and to retain focus on important issues. A selection from the following documents is likely to be required to be submitted , in writing, in relation to a proposed SPV authorization’

	Para 3.50
	In line with our introductory comment, the risk transfer aspects should be assessed by the regulator of the undertaking and the related documentation should thus not be analyzed by the SPV regulator.

For each item of the documentation, the CP should flag whether it is reviewed by the SPV home supervisor (operating management, assets) or by the undertaking regulator (insurance risk topics).

	Para 3.50 d)
	This section mentions an actuarial review of underlying business. We consider this actuarial review could be internally performed, whether by the SPV or undertaking’s actuaries and that there is no need for any external actuarial review (i.e. per appointed external actuary). We would like this to be stated clearly in the paragraph.

	Para 3.50 e)f)
	If authorization is dependent on finalized versions of e) and f) then there could be considerable and unwelcome delays to the normal execution timetable of an SPV.

Rating agency presales should not be a requirement for privately placed transaction, since they are not available.

	Para 3.50 p)
	This section mentions the investor concentration as info to be provided in the authorisation process. However, since the SPV has not been established yet, this information is not relevant. We suggest replacing the investor concentration by the targeted investors.

Also the reference to management share is not relevant and should be removed.

	Para 3.50 r)
	This section mentions that the supervisor can ask for “any other document deemed necessary”. We consider this is not helping to implement the harmonization principle, and could lead to major differences / requirements across the countries. Thus, we recommend deleting r).

	Para 3.51-3.79
	Proportionality is important in all aspects relating to the establishment, running and credit for SPV but in particular in the application of these paragraphs.

	Para 3.52,3.54
	The fit and proper requirements for the persons running the SPV should be set with a view to the nature, scale and complexity of the risk transfer into the SPV. In most of the cases, we would expect such features to generate a proportionately less stringent need for fitness and propriety compared to the case of reinsurers.

	Para 3.53-3.68
	The CEA asks CEIOPS to better align the governance requirements as included in the CP on Governance and the ones in the current paper. CEIOPS could take the view of putting all such requirements under one CP only, however it will remain important to ascertain that the governance requirements applying to SPVs are proportionate to their purpose.

	Para 3.55
	Art. 42 of the Level 1 text does not require insurance undertakings to have in place documented (probably it is meant ‘written’) policies and procedures to ensure that all persons who are subject to Article 42 are fit and proper. According to the Level 1 text, it suffices that these persons comply with the fit and proper requirement. Requiring written policies puts an unnecessary burden upon the SPV without creating better results. As this requirement is unnecessary for an insurer it is even more so for an SPV. We suggest deleting 3.55.

	Para 3.52–3.56, 3.62-3.68
	If the SPV is independent from the undertaking then the requirements are potentially not applicable as the undertaking cannot enforce these requirements.

	Para 3.57
	For some types of shareholders, like charitable trusts, the fitness and propriety requirements can’t be applied in full. More in general, these requirements should be applied proportionately to the economic and legal nature of SPVs which is, most of the times, less complex than that of reinsurance undertakings.

	Para 3.67
	As stated by the CP, the proportionality principle has to be taken into account to apply standard governance requirements to the SPV.  In this context, a SPV should not be required to have all functions required by Solvency II Directive (internal audit function, actuarial function…).

But the CP states that “the supervisory authority deems that the nature of the business of the SPV requires these governance functions”.

We think that the proportionality principle should be linked to the complexity of the SPV and not only to the judgment of the supervisor. 

Thus, we suggest removing the reference to the supervisory authority and we propose the following text: “A SPV should not be required to comply with all the requirements of the system of governance (…), unless the nature of the business or the complexity of the SPV requires these governance functions.”

	Para 3.69-3.75
	The exhaustive documentation requirements set forth in section 3.5 (Supervisory reporting) (the two sets of reporting– financial statements and Solvency II valuation) are: disproportionally burdensome and costly relative to their added value. 

Furthermore, the statements may inadvertently conflict, and therefore undermine, the nature of financial reporting elements the capital markets investors have determined are relevant for each particular transaction.

	Para 3.73,3.75
	The powers granted towards the supervisor are not totally in line with ensuring a European level playing field. In our opinion clear and objective principles should be set before additional information is provided.

Also, it’s not clear whether this information can be required by the SPV’ supervisor or the undertakings’ supervisor. It would be meaningful to limit the request for information to one party, i.e. in priority the SPV supervisor, in order to reduce the number of stakeholders and the burden of the required documentation.

	Para 3.77
	The valuation basis for assets and liabilities needs to be consistent and reflect reality. In particular we note that for an EV securitisation, the commission paid to the sponsor reflects the expected excess value of the reserves transferred and the future premiums over claims and needs to be reflected in the SPV balance sheet. Artificial constraints on valuation could result in the SPV erroneously appearing insolvent as the debt securities issued will be shown as a liability.

	Para 3.81
	The CEA agrees to this important conclusion.

	Para 3.84
	This requirement should only be applicable when a SPV is under “control” of the (re-)insurance undertaking.

	Para 3.84
	This paragraph refers to a ‘corresponding fall’. This could be read to imply a 1 for 1 decrease in the reinsurance asset. This is not necessarily the case and the CEA recommends this is modified to ‘...should be reflected in a reassessment of the reinsurance asset within the undertaking’.

	Para 3.87
	The proposal for a (re-) insurance undertaking to have an interest isn’t fully clear.

A SPV is normally set up to transfer insurance risk or a pre-defined portion. Some arrangements will have the characteristics of quota share where alignment is obvious. On the other hand, insurance linked securities are significantly different from credit risk vehicles like ABS or MBS and do not normally require measures like risk retention obligations in order to ensure the alignment of interests.

	Reference
	Additional section with comments on SPV, undertakings and the degree of independence between the two.
These comments may be outside the scope of the paper, nevertheless we consider them to be important in formulating a holistic view of SPVs and their treatment in undertakings’ books.

	General comment

	Any SPV over which “control” is exercised should be fully consolidated “line-by-line” (similar to the principles stated in IAS 27). Such an SPV is fully integrated in the Solvency II process and all capital requirements, supervisory review processes and disclosures. Equal to a “normal” subsidiary. 

SPV where only significant influence is exercised is included in the economic balance sheet as a participation. The economic value of this participation is included. If the SPV is insurance related the proportionate SCR should be included (see also CEA paper on the treatment of participations). Such a SPV should also be included in the pillar II assessments (especially ORSA). 

For SPV where no control is exercised, but still an economic share is recognised, an equity shock should be applied.
All other SPV, in which the (re-)insurance undertaking has and no legal ties (no interest in the share capital or loans given) or has no economic ties (no interest in the risk and rewards) should not lead to capital requirements or other supervisory measures because such a SPV is really independent and should be assessed as a standalone entity. The only possible risk could be reputational risk. This is a pillar II risk.

It is unclear whether a (re-)insurance undertaking is considered to be a group when it has established a SPV in which an economic (or legal) relationship exists. In principle any SPV which is consolidated in the Financial Statements of an undertaking implies for accounting purposes a consolidated Financial Statements and a company Financial Statements. If that is the case the full capital requirements should be applicable for the “group” and not for the solo undertaking (see also CEA paper on participations).

	Para 3.45
	If a bankruptcy remote vehicle is established no legal ties exist. Is the undertaking then able to enforce all the requirements as set by CEIOPS in this advice? A SPV is normally a separate legal entity and can only be subject to Solvency regulation if it is meeting the requirements of the articles concerning the scope of the Directive. For any SPV falling out of the scope of the directive it seems strange to require solvency II principles other than requiring the undertaking to assess the effectiveness of the risk transfer, the consolidation requirements and any accompanying risks which would arise from the SPV-transaction. Clearly the relationship between the (re-)insurance undertaking and its policyholders remains and are unchanged.

	Para 3.69
	This paragraph isn’t fully clear if the SPV has no links to the undertaking. First reference is made to annual accounts (these are either based on local accounting standards or on IFRS). Second referral is made to “on solvency II basis”. This paragraph seems to require annual accounts calculated on an annual accounts and solvency II basis. The question also arises on what legal basis is the supervisor enforcing this requirement when the SPV is outside the scope?

We also understand that in light of the implementing measures on groups the whole issue of SPV will have to be revisited.
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