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European Commission’s Review of the 
Standard Formula 
 

Market Risks / Look-through 

The Look through approach on investment funds brings unnecessary complexity, leads to an 
excessive capital charge in the SCR calculation and disincentives the investment in funds.  
 
Additionally, the investment management industry is inadequately prepared to assist insurance 
companies on the look-through and has no incentive, other than for commercial reasons, to address it 
quickly. As a result, many insurers have had to incur significant additional costs to secure the 
necessary information and reporting capability to provide this information.     
 

AMICE believes that the Commission should further develop the principle of proportionality in the look-
through approach.        
 
Risk Margin – Cost of Capital 

The current environment of low interest rates is having a multiplier effect on the risk margin. Interest 
rates influence the value of the risk margin in two ways. The most obvious is when insurers discount 
the value of the projected SCR. In addition, interest rates determine the size of the SCR.  

The 2016 EIOPA’s Insurance Stress Test shows that the long-lasting low yield scenario with low rates 
for all maturities leads to an increase in the best estimate up to 10% whereas the risk margin will rise 
up to 43%, For firms with very long dated insurance related risks and liabilities, the risk margin can 
equate to a significant amount of the SCR. This requirement will ultimately lead to firms having to re-
price such long dated insurance guarantees and probably lead to the removal of some such offerings 
from the market, which will be detrimental to consumers. 

Additionally, we have concerns that the 6% is too high and has not been sufficiently justified (the 6% 
CoC rate corresponds to the cost of providing eligible own funds for BBB-rated insurance and 
reinsurance undertakings - CoC was used by the Swiss regulator in its solvency test for BBB-rated 
reference undertakings). Some studies (see “CRO Forum Market Value of Liabilities for Insurance 
Firms – Implementing Elements for Solvency II (2008)”) indicated already in 2008 that a Cost-of-
Capital rate in the range of 2,5% - 4,5% was more appropriate. 

The underlying assumption in the risk margin calculation was that the assets covering the SCR 
provided a return that equaled the risk-free rate. However, if the volatility adjustment is triggered 
undertakings should be allowed to adjust the risk-free rate for “exaggerated” bond spreads in the risk 
margin calculation. Applying the volatility adjustment (or the matching adjustment) to discount the 
future SCRs in the risk margin calculation should be considered as this would ensure consistency in 
the valuation. The impact would be very significant not only for long-term liabilities but also for the risk 
margin, as the best estimates that are used as the approximation of future SCR are discounted at the 
risk-free rate. The weight of the risk margin compared to the best estimate, if the volatility adjustment 
(or the matching adjustment) is excluded of the discount factor is very high and totally unrealistic.  

AMICE believes that the Commission should conduct a complete assessment of the methodology to 
compute the risk margin and all its dependencies. 

Operational Risk 

The capital requirement for Operational Risk is overly prudent. The basic capital requirement for 
operational risk is determined by means of the maximum of the capital requirement based on earned 
premiums and based on technical provisions. However, there is no risk sensitiveness in this formula. 
All lines of business (LoB’s) are treated in a similar fashion whereas not all lines of business share the 
same sensitivity to operational risk. 

AMICE believes that the Commissions should amend the risk sensitiveness of this module by setting a 
factor per line of business according to its exposure to operational risk. 
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An adjustment to the volume factors (premiums and technical provisions) should be allowed when 
some parts prove not to be exposed to operational risk. For example, any levies included in the best 
estimate for which the insurer is only a passing through agent should be removed. 
 
Contract Boundaries 
 
The Delegated regulation defines in articles 17 and 18 the recognition and derecognition of insurance 
and reinsurance obligations and the boundary of an insurance and reinsurance contract.  
 
The drafting of article 17 was aligned with the initial views of the IFRS 4 phase II project. However, the 
views of the IASB with respect to Recognition have evolved. Consequently, there is a misalignment 
between IFRS 4 phase II and Solvency II;  
 
In IFRS 4, the entity recognizes the contract from the beginning of the coverage period, unless the 
contract is onerous or payments are due before the coverage period begins. In Solvency II and for the 
calculation of the best estimate and the risk margin of technical provisions, undertakings shall 
recognize an insurance obligation at the date the insurance cover begins or at the date the 
undertaking becomes a party to the contract, whichever date is earlier. In the latter case, the obligation 
is needed in the calculation of the underwriting risk module. However, for the economic balance sheet 
the recognition of insurance obligations could be deferred to the start of the insurance cover. A 
deferral would enable firms to have an efficient process regarding the generation of cash flows and the 
determination of the best estimate and would avoid the need to run two processes in parallel and to 
publicly disclose the differences between the IFRS4 and Solvency II best estimates.  
 
AMICE believes that the Commission should align the recognition criteria between Solvency II and 
IFRS 4 phase II. AMICE also believes that the recognition criteria should be applied at portfolio level. 
 
Mass lapse 

There is no evidence of the calibration of the mass lapse scenario. During the QIS4 exercise the mass 
lapse scenarios were calibrated at 30%. The calibration was increased to 40% without proper 
justification. 

The mass lapse scenario should be recalibrated for all underwriting risks. In some markets and based 
on experience the mass lapse scenario amounts to 20%. It should be allowed to mitigate the negative 
impact of the scenario by releasing the related risk margin. 

Simplifications 

For AMICE, true proportionality has always been a paramount political demand, and we therefore 
acknowledge the inclusion of elements of proportionality in the regulation; However, there are 
additional simplifications which could minimize the burden on undertakings.  

AMICE believes that the Commission should allow for further simplifications in the risk margin and 
technical provision calculation, and in the computation of the solvency capital requirements. 

Personal Pension Products (PPP) 

There should be common rules for same business and same risks, regardless of the nature of the 
provider and the type of coverage. The Solvency II supervisory regime as applied to long-term 
guarantees and to supplementary retirement benefits, is poorly adapted because it is founded on a 
short-term approach to risk assessment. 

The work from EIOPA in the context of the IORP QISs revealed its inadequacy. Efforts made to 
minimise the impact of this choice through the Omnibus 2 Directive, have not remedied the model’s 
original flaw. In particular, the one-year VaR, which is the basis of the Pillar 1 model under Solvency II, 
is poorly adapted to the risk management of the retirement business.  

The main consequence of that is a greater volatility in the prudential balance sheet and in the capital 
requirements which prevents an adequate assessment of risks and can even lead to decisions that 
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may eventually be counter-productive to policyholders. For a specialised player which has no 
possibility of diversifying, the impact of the rules under Solvency II on capital requirements raises 
multiple issues. 

We call on the European Commission to develop a separate module within the Standard Formula 
dedicated to Personal Pension Products (PPP). 

Undertaking Specific Parameters 

We would also like to reiterate the need to allow more undertaking specific parameters (USP) in 
different modules and sub-modules so that insurance firms are not pushed into a (partial) internal 
model when the standard formula does not fit their risk profile.  
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