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Stand out for the right reasons 
Financial Services Risk and Regulation 

 

 

Hot topic 
Solvency II enters final 
countdown 
On 10 October 2014 the European Commission published the Solvency II Delegated 
Acts which will now be subject to scrutiny by the European Parliament and Council 
for a period of at least three months which could be extended by a further three 
months before becoming final.  

The Delegated Acts went through a long and difficult process of discussion and debate 
over the past years. As a result, their submission for scrutiny marks a significant 
milestone in the development of the Solvency II regime. Their publication also 
provide much needed clarity about the detailed requirements which will help insurers 
in their final efforts to prepare for Solvency II’s implementation from 1 January 2016. 

Although being broadly consistent with EIOPA’s Technical Specifications for the 
Preparatory Phase1 published in April 2014, the Delegated Acts include some specific 
changes outlined in this hot topic. The most significant change is a more favourable 
capital treatment within the standard formula for simpler and standardised high 
quality securitisations. 

The development of the standard formula calibration has been the subject of much 
debate and the structure and design of the standard formula was due to be reviewed 
by the Commission by the end of 2020. However, in order to adapt to market 
developments and build on practical experience in the first years of application of 
Solvency II, the Delegated Acts have accelerated the timetable and this review is now 
due to take place by the end of 2018 with a particular focus on some of the standard 
formula’s more contentious areas.

 

1 https://eiopa.europa.eu/fileadmin/tx_dam/files/publications/technical_specifications/A_-
_Technical_Specification_for_the_Preparatory_Phase__Part_I_.pdf 
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Delegated Acts: the 
legislative process 
The Delegated Acts have now been adopted by the 
Commission and submitted for the scrutiny of both the 
European Council (‘the Council’) and European 
Parliament (‘the Parliament’). These two institutions 
have a period of three months from 10 October 2014 
(with a possibility to extend for three more months) to 
scrutinise the Delegated Acts. The Delegated Acts will 
enter into force provided there are no objections from 
the Council or Parliament (the process allows 
acceptance or rejection of the proposals in aggregate). 

The legal form of the Delegated Acts is such that they 
have direct application across the EU without needing 
to be transposed into national regulation, which 
means that once the period of scrutiny has passed the 
Delegated Acts will be immediately adopted 

Most recent changes  
In this hot topic we outline the main changes 
introduced in the Delegated Acts compared to the 
Technical Specifications for the Preparatory Phase 
which were published in April 2014 (these reflected 
previous drafts of the Delegated Acts which were 
privately circulated to stakeholders).  

SCR standard formula 

High quality securitisations: The Delegated Acts 
now include a more favourable treatment for simpler, 
more transparent and standardised securitisations of 
a high quality (Type 1) whereby the capital charge is 
more aligned with the charge that would apply if the 
underlying assets were held directly. Whilst the 
annual charge for Type 1 securitisations of credit 
quality step 0 (broadly equivalent to AAA) is 
unchanged at 2.1%, the charge for Type 1 
securitisations of credit quality steps 1 to 3 (broadly 
equivalent to AA to BBB) is now capped at 3% 
(compared to a range of 4.2% - 8.5% in the Technical 
Specifications for the Preparatory Phase). 

The conditions that must be met for a securitisation to 
be classified as Type 1 were also refined (for example 
securitisations listed outside the EEA or OECD may 
now qualify as Type 1 if they meet certain 
requirements). 

Exposures to regional government and local 
authorities: The Delegated Acts confirm that direct 
exposures to regional governments and local 
authorities shall be considered as exposures to the 
central government of the jurisdiction in which they 
are established for the purposes of the calculation of 
the market risk module and the counterparty default 
risk module. 

Operational risk capital charge: For business 
where the policyholders bear the investment risk (e.g. 
unit-linked business) the operational risk charge is 
calculated as a percentage of annual expenses. The 
Technical Specifications for the Preparatory Phase 
were explicit that these expenses excluded acquisition 
costs. Whilst this exclusion is no longer explicitly 
stated in the body of the Delegated Acts, Recital 67 
makes clear that, for this purpose, expenses should 
continue to exclude acquisition costs. As a result, 
although it was subject to much debate this 
calculation has remained unchanged compared to the 
Technical Specifications for the Preparatory Phase. 

Collateralised bonds: There are some small 
changes in the mechanics of the calculation of the 
capital charge for collateralised bonds. 

Guarantees: Exposures guaranteed by all the 
institutions that have a zero capital charge for the 
spread risk sub-module also carry a zero capital 
charge whereas before only exposures guaranteed by 
the European Investment Fund or European 
Investment Bank did. In addition, Type 1 
securitisations guaranteed by the European 
Investment Bank and European Investment Fund 
have a capital charge of zero. 

Additional information: The Delegated Acts 
include for the first time detailed matrices with 
correlation coefficients by geographical area for the 
calculation of non-life catastrophe risk. These were 
not included in the previous sets of Technical 
Specifications issued by EIOPA. 

SCR – deduction and aggregation 
method 

Equivalence: Group supervisors should prioritise 
considering allowing a group with entities in 
equivalent or temporarily equivalent third countries 
permission to use the Deduction and Aggregation 
method of calculation of group solvency. 

Technical provisions  

Long-term guarantee measures: EIOPA will be 
required to publish quarterly the methodology, 
assumptions and identification of data it uses to 
calculate the volatility adjustment, the fundamental 
spread for the matching adjustment and the 
adjustment to swap rates for credit risk. 
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Areas subject to future review 
The development of the standard formula calibration has been the subject of much debate and the structure and 
design of the standard formula was due to be reviewed by the Commission by the end of 2020. However, in 
order to adapt to market developments and build on practical experience in the first years of application of 
Solvency II, the Delegated Acts have accelerated the timetable and this review is now due to take place before 
the end of 2018 with the focus being on some of the standard formula’s more contentious areas including: 

 The methods, assumptions and standard parameters in the market risk module (including the approach to 
securitisation positions and the parameters for fixed-income securities and long-term infrastructure). 

 The standard parameters for mortality risk. 

 The standard parameters for premium and reserve risk. 

 The standard parameters that may be replaced by undertaking specific parameters. 

 The standardised methods to calculate undertaking specific parameters. 

The operational risk module with a particular focus on life insurance contracts where the risk is borne by the 
policyholder (e.g. unit-linked business). 

What’s next? 

The Delegated Acts will be subject to scrutiny for a maximum period of six months, as a consequence they will 
become final from April 10, 2015. Although the Parliament and Council could in theory veto the Delegated Acts, 
this is not very probable.  

What do I need to do? 
The Delegated Acts are one of the key parts of the Solvency II puzzle that has been evolving over the 

last few years. Certainty over this significant piece of the puzzle provides the necessary information 

for insurers to power ahead with their detailed preparations to become Solvency II compliant and 

also to consider in more detail the opportunities and challenges that Solvency II will bring. Clarity of 

the capital charges over investments and in particular the changes in respect of securitisations mean 

insurers are now able to plan their investment strategy for a Solvency II live environment to 

appropriately balance expected returns and capital charges. This is a clear example of how certainty 

over the regulations can help insurers not just with their Solvency II compliance but also to factor in 

the wider impact of Solvency II in their strategic decisions. 
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Financial services risk and 
regulation is an opportunity. 

At PwC we work with you to embrace 
change in a way that delivers value to your 
customers, and long-term growth and 
profits for your business. With our help, 
you won’t just avoid potential problems, 
you’ll also get ahead. 

We support you in four key areas. 

 By alerting you to financial and 
regulatory risks we help you to 
understand the position you’re in and 
how to comply with regulations. You 
can then turn risk and regulation to 
your advantage. 

 We help you to prepare for issues such 
as technical difficulties, operational 
failure or cyber attacks. By working 
with you to develop the systems and 
processes that protect your business 
you can become more resilient, reliable 
and effective.  

 Adapting your business to achieve 
cultural change is right for your 
customers and your people. By 
equipping you with the insights and 
tools you need, we will help transform 
your business and turn uncertainty 
into opportunity. 

 Even the best processes or products 
sometimes fail. We help repair any 
damage swiftly to build even greater 
levels of trust and confidence. 

Working with PwC brings a clearer 
understanding of where you are and 
where you want to be. Together, we can 
develop transparent and compelling 
business strategies for customers, 
regulators, employees and stakeholders. 
By adding our skills, experience and 
expertise to yours, your business can 
stand out for the right reasons. 

For more information on how we can help 
you to stand out visit www.pwc.com/mt 
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