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PRA RULEBOOK: SOLVENCY Il REFORM INSTRUMENT 2024
Powers exercised

A. The Prudential Regulation Authority (“PRA”) makes this instrument in the exercise of the following
powers and related provisions in the Financial Services and Markets Act 2000 (“the Act”):

(1) section 137G (The PRA’s general rules);
(2) section 137T (General supplementary powers);
(3) section 192J (Rules requiring the provision of information by parent undertakings).

B. The rule-making powers referred to above are specified for the purpose of section 138G(2) (Rule-
making instrument) of the Act.

PRA Rulebook: Solvency Il Reform Instrument 2024

C. The PRA makes the rules in the Annexes to this instrument.

Part Annex
Glossary A
Insurance General Application B
Minimum Capital Requirement C
Composites D
Solvency Capital Requirement — General Provisions E
Solvency Capital Requirement=Internal Models F
Technical Provisions G
Transitional Measurexon Technical Provisions H
Transitional Measures I
Conditions Governing Business J
Third Country Branches K
Insurance — Supervised Run Off L
Run-off Operations M
Group Supervision N

Commencement

D. This instrument comes into force on [31 December 2024].
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Citation

E. This instrument may be cited as the PRA Rulebook: Solvency Il Reform Instrument 2024.
By order of the Prudential Regulation Committee

[DATE]

\
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Annex A

Amendments to the Glossary Part

In this Annex new text is underlined and deleted text is struck through.

ancillary services undertaking
means;

(1) an undertaking, the principal activity of which consists of owning or managing
property, managing data-processing services, or a similar activity which is ancillary to
the principal activity of one or more credit institutions, investment firms or insurers;_or

(2) in the Solvency Il Firms Sector, except in the Financial Conglomerates Part, a non-
requlated undertaking, the principal activity of which consists of owning or managing
property, managing data-processing services, health and care services or any other
similar activity which is ancillary to the principal activity of one or more insurers.

branch best estimate

means the best estimate of future cashflows of the insurance ‘and reinsurance obligations
assumed by a third country branch undertaking in the UK, calculated in accordance with
Third Country Branches 6.1A and 6.1C.

capital add-on

means the amount by which the SCR of a UK Solvency Il firm, or the group SCR of

a group (as appropriate), is increased by the PRA as a result of a standard formula
significant risk profile deviation, internal model significant risk profile deviation,_internal
model residual deviation, significant system of governance deviation, significant deviation
from relevant assumptions or (if appropriate) a specific risk existing at group level.

collective investment undertaking

means a UCITS oran alternative investment fund.

common management relationship

means:

(1) (in the CRR firms and Non-CRR firms Sectorssectors-of-the- PRA-Rulebook) has the
meaning given in Article 4(1) CRR;

(2) (inthe Solvency Il firms and Non-Solvency Il firms Sectorssecters-ofthe- PRA
Rulebook) means a relationship between two or more undertakings which satisfies
the following conditions:has-the-meaning-giveninregulation-2-of the Selvenecy 2
(a) _the undertakings are not connected in the manner described in section 1162 of,
and Schedule 7 to, the Companies Act 2006; and

(b) either:
() __the undertakings are managed on a unified basis pursuant to a contract with
one of them, or provisions in the undertakings’ respective memoranda or
articles of association; or
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(i) __the governing bodies of those undertakings consist, for the major part, of the
same persons in office during the financial year in respect of which it is
being decided whether such a relationship exists; and

(3) (in the Financial Conglomerates Part-ef-the-PRA-Ruleboek) has the meaning given in
Article 4(1) CRR.

diversification effects

means the reduction in the risk exposure of UK Solvency Il firms_and (as appropriate)
groups related to the diversification of their business, resulting from the fact that the
adverse outcome from one risk can be offset by a more favourable outcome from another
risk, where those risks are not fully correlated.

future discretionary benefits

means future benefits of contracts of insurance, other than linked benefits, which have one
of the following characteristics:

(1) they are legally or contractually based on one or more of the following results:

(a) the performance of a specified contract or specified group of contracts or type of
contract;

(b) the realised or unrealised investment return.on a specified pool of assets held by
the firm; or

(c) _the profit or loss of the firm or fund ¢erresponding to the contract of insurance; or

(2)__they are based on a declaration of the fitm,

and (in either case) the timing or thesamount of the benefits is at the firm’s full or partial
discretion.

general insurance and reinsurance obligations

means insurance and feinsurance’obligations falling within lines of business 1 to 28.

Gibraltarian insurance‘undertaking

means an undertaking which:

(1) has its head office in Gibraltar; and

(2) is authorised by the Gibraltar Financial Services Commission to effect or carry out
contracts of insurance under paragraph 24 of Schedule 2 to the Financial Services
Act 2019 of Gibraltar.

institution for occupational retirement provision

means an undertaking, irrespective of its legal form, operating on a funded basis,
established separately from any sponsoring undertaking or trade for the purpose of
providing retirement benefits in the context of an occupational activity on the basis of an
agreement or a contract agreed:

(1) individually or collectively between the employers and the employees or their
respective representatives; or

(2) with self-employed persons, in compliance with United Kingdom legislation; and
which carries out activities directly arising therefrom.
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internal model change policy

means the policy for making minor and major changes to an internal model that is (or is to
be) covered by a firm’s internal model permission.

internal model permission

means:

(1) the permission granted to a firm by the PRA pursuant to section 138BA of FSMA for
the purpose of using an internal model to calculategarty(partial internal model) or all
of its SCR and making changes to that internal model;and

(2)__in relation to a UK Solvency Il firm that is a member of.adroup, the permission
granted to that firm by the PRA pursuant to section 138BA of FSMA for the purpose
of using an internal model to calculate part (partial internal model) or all of its group
SCR and making changes to that internal medel.

internal model permission application

means an application by a firmd foninternal model permission.

internal model requirements

means Solvency Capital Requirement — Internal Models 10 to 16A.

internal model residual.deviation

means a residual deviation, as determined by the PRA, in the risk profile of a UK Solvency
Il firm, or a group (as appropriate), from the assumptions underlying the SCR (or group
SCR, as appropriate) in circumstances where the firm’s SCR (or group SCR of the firm’s
group, as appropriate) is calculated using an internal model. For this purpose,
assumptions include proposed assumptions in an internal model permission application.

intra-group transaction

(1) means all transactions by which regulated entities within a financial conglomerate rely
directly or indirectly on other undertakings within the same group or on any natural or
legal person linked to the undertakings within that group by close links, for the
fulfilment of an obligation, whether or not contractual, and whether or not for payment;
or-

(2) inthe Reporting Part and in the Group Supervision Part means any transaction by
which a Solvency Il undertaking within a group relies directly or indirectly on any
other undertaking within the same group or on any natural or legal person linked to
an undertaking within that group by close links, for the fulfilment of an obligation,
whether or not contractual, and whether or not for payment.
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line of business

means a line of business as set out in [Annex | of Commission Delegated Regulation
(Solvency II) 2015/35].

long-term insurance and reinsurance obligations

means insurance and reinsurance obligations falling within lines of business 29 to 36.

major business unit

I I . . . icle 1441 ions.
appropriate-means:

(1) in relation to a firm, a defined segment of the firm that operates independently from
other parts of the firm and has dedicated governance resources and procedures
within the firm and which contains risks that are material in relation to the entire
business of the firm; and

(2)__in relation to a group, a defined segment of the group thatioperates independently
from other parts of the group and has dedicated governancexesources and
procedures within the group and which contains risks thatiare material in relation to
the entire business of the group.

matching adjustment portfolio

means a relevant portfolio of insurance or reinsuranee obligations and the relevant
portfolio of assets.

MCR

means the minimum capital requirement (which is calibrated to the value-at-risk of a firm’s
basic own funds subject to a confidence level of 85% over a one-year period) calculated in
accordance with the Minimum Capital Requirement Part-efthe-PRA-Rulebook.

method 1

means the method for calculating group solvency described in Group Supervision 11.1.

method 2

means the method for calculating group solvency described in Group Supervision 11.2.

model limitation adjustment

means, in respect of a firm or group where part or all of its SCR (or group SCR, as
appropriate) is calculated using an internal model, a capital adjustment calibrated and
applied in the internal model which contributes to the calculation of its SCR (or group SCR,
as appropriate), and that is intended to ensure that it complies with Solvency Capital
Requirement — General Provisions 3.3 and 3.4, whether directly or by application of Group
Supervision 11.2.
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non-regulated undertaking

means any undertaking other than a requlated entity.

non-regulated undertaking carrying out financial activities

means a non-regulated undertaking which carries on one or more of the following:

(1) _any of the following activities:

(&)

taking deposits and other repayable funds;

(b)

lending including, inter alia: consumer credit, credit agreements relating to

(c)

immovable property, factoring, with or without recourse, financing of commercial
transactions (including forfeiting);

financial leasing;

(d)

payment services as defined in regulation 2 of the Payment Services Requlations

(e)

2017/752;

issuing and administering other means of payment(e.g. travellers’ cheques and

(f)

bankers' drafts) insofar as such activity is not coveredhby (d);

guarantees and commitments;

(a)

trading for own account or for account ofs€€ustomers.in any of the following:

(h)

() __money market instrumentséd(cheques, bills, certificates of deposit, etc.);

(i) foreign exchange;

(iii) _financial futures and options;

(iv) _exchange and interest-raté instruments; or

(v) _transferable segurities;

participation in securitieés issues and the provision of services relating to such

0]

issues;

advice to.undertakings on capital structure, industrial strateqy and related

()]

questions‘and adviece as well as services relating to mergers and the purchase of
undertakings;

moneyabroking;

(k)

portfolio management and advice;

(0]

safekeeping and administration of securities;

(m)

credit reference services;

(n)

safe custody services; and

(0)

issuing electronic money; and

(2) any of the services and activities referred to in Part 3 and Part 3A of Schedule 2 to the

Requlated Activities Order, as amended from time to time, when referring to the

financial instruments set out in Part 1 of Schedule 2 to the Regulated Activities Order;

where those activities constitute a significant part of its overall activity.

notional general insurance MCR

means the notional minimum capital requirement calculated in accordance with

Composites 4.2(2) and 4A.
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notional general insurance SCR

means the notional solvency capital requirement for general insurance business,
calculated in accordance with Composites 4C.3.

notional long-term insurance MCR

means the notional minimum capital requirement for long-term insurance business
calculated in accordance with Composites 4.2(1) and 4B.

notional long-term insurance SCR

means the notional solvency capital requirement for long-térm'insurance business,
calculated in accordance with Composites 4C.4.

partial internal model

means an internal model that is:

(2) applied to the whole of a firm's insurance business, or only to one or more-ef-its major
business units.

[Note: Art. 112(2) of the Solvency Il Directive]

phasing-in plan
means the phasing-in plan required to be submitted by a firm to the PRA:

(1) in relation to a firm with approval to use the risk-free interest rate transitional
measure, under Transitional Measures 12.1; and

(2) in relation to a firm with TMTP Permission, under Transitional Measure on Technical
Provisions 7.1.

policyholder

either:
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(1) means, in respect of a eontract-of-insurancecontract of insurance where the

insurahce-undertakinginsurance undertaking is a UK Solvency Il firm_or a third
country branch undertaking, a policyholder which includes a beneficiarybeneficiary; or

regulated entity
means:

(1) _a credit institution;

(2) __a Solvency 1l undertaking, a third country insurance undertaking, a third country
reinsurance undertaking;

(3) __an investment firm;

(4) _an asset management company; or

(5) an alternative investment fund manager;

whether or not it is incorporated in, or has its head office in, the UK.

relevant portfolio of assets

means, in respect of a relevant portfolio of insurance or reinsurance obligations, the
portfolio of assets, referred to in regulation 4(3) and (5)/of thelnsurance and Reinsurance
Undertakings (Prudential Requirements) Reqgulations 2023 whichr is assigned to cover the
best estimate of those insurance or reinsurance gbligations.

significant branch

means a branch for which the annual grosswwritten premium of the branch exceeds 5% of
the annual gross written premium of the 9roup, measured with reference to the last
available consolidated financialsstatements of the group.

significant deviation from relevantassumptions

means a significanbdeviation from the assumptions underlying the matching adjustment,
the volatilitysadjustment, the'risk-free interest rate transitional measure or the transitional
deductionTMIP.

Solvency |l undertaking

means:

(1) a UK Solvency Il firm; or

(2) a Gibraltarian insurance undertaking.

special purpose vehicle

means any undertaking, whether incorporated or not, other than an existing UK Solvency Il
firm, which:

(1) assumes risks from UK Solvency Il firms (or third country insurance undertakings or
third country reinsurance undertakings); and

(2)__fully funds its exposure to such risks through the proceeds of a debt issuance or any
other financing mechanism where the repayment rights of the providers of such debt
or financing mechanism are subordinated to the undertaking’s obligations to the UK
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Solvency |l firm (or third country insurance undertaking or third country reinsurance
undertaking) in respect of the risks referred to in (1).

third country insurance undertaking
means an undertaklng that has its head offlce out3|de the UK and that—weutd4equ#e

office were situated in the UK would:

(1) __need Part 4A permission; and

(2) __satisfy the conditions set out in Insurance General Application 2.2.

third country reinsurance undertaking

means an undertaking that pursues only the business of reinsurance and has its head

offlce out5|de the UK and thaLweuteLrequ#eauthensatten—asaremsuta«%uhdeﬁalangum

eﬁteewere—sﬁuated—mme—UK— |f its head office were S|tuated inithe UK Would

(1) need Part 4A permission; and

(2) satisfy the conditions set out in Insurance General Application 2.2.

TMTP

means a transitional deduction from a firm’s technical provisions.

TMTP Permission

means the permission/to apply. TMTP granted to a firm by the PRA pursuant to section
138BA of FSMA.

UCITS management company

has the same meaning as given to ‘management company’ in section 237 of FSMA.

UK holding company

means an insurance holding company or mixed financial holding company that:

(1) is incorporated in the UK; or

(2) has a place of business in the UK.

Page 10 of 82



These are near-final rules, published with PS2/24

Annex B

Amendments to the Insurance General Application Part

In this Annex new text is underlined and deleted text is struck through.

Part

INSURANCE GENERAL APPLICATION

Chapter content

4, EURO INTERPRETATION_DELETED]

I\
Q
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1 APPLICATION AND DEFINITIONS

1.2 Inthis Part, the following definitions shall apply:

requirement

means a requirement or limitation included in a firm's Part 4A permission under section
55F(4) of FSMA (Giving permission: the PRA), section 55L(3) of FSMA (Imposition of
requirements by the FCA), section 55M{3} of FSMA (Imposition of Requirements by the
PRA) or section 550 of FSMA (Imposition of requirements on acquisition of control).

2 UK SOLVENCY Il FIRM

2.3 Subject to 2.5, a firm of the kind mentioned in 2.2(5) or 2.2(6) isiexcluded if it fulfils all of the
following conditions:

(1) the firm’s annual gross written premium income does not exceed
5,000,000-eure£25,000,000;

(2) the total of the firm’s technical provisions,.grossff the amounts recoverable
from reinsurance contracts and UK ISPVs, as referted to in Technical Provisions
2.1 to 2.3 does not exceed 25;000;000-eure£50,000,000;

(3) where the firm belongs to a group, the totalof the technical provisions of the group defined
as gross of the amounts recoverable from reinsurance contracts and UK ISPVs does not
exceed 25;000,000-euro£50,000;000;

(4) the business of the firm does hat include insurance or reinsurance activities covering
liability, credit and suretyship,insurance risks, unless they constitute ancillary risks; and

(5) the business of thefirm does not include reinsurance operations:
(@) exceeding:
(i) £2,500;000500;000-euro of its gross written premium income; or

(i) £5,000,0002,;500,000-euro of its technical provisions gross of the amounts
recoverable from reinsurance contracts and UK ISPVs; or

(b) with more than 10% of its gross written premium income or more than 10% of
its technical provisions gross of the amounts recoverable from reinsurance
contracts and UK ISPVs.

[Note: Art. 4(1) of the Solvency Il Directive]

4 EURO INTERPRETATION_[DELETED

4.1
Deetd
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Annex C

Amendments to the Minimum Capital Requirement Part

In this Annex new text is underlined and deleted text is struck through.

Part

MINIMUM CAPITAL REQUIREMENT

Chapter content

3. CALCULATION OF THE MINIMUM CAPITAL REQUIREMENT

3A. CALCULATION OF THE LINEAR MINIMUM CAPITAL REQUIREMENT

3B. LINEAR FORMULA COMPONENT FOR GENERAL INSURANCE AND REINSURANCE
OBLIGATIONS

3C. LINEAR FORMULA COMPONENT FOR LONG-TERM INSURANCE AND REINSURANCE
OBLIGATIONS

5.  LLOYD’S

6. MINIMUM CAPITAL REQUIREMENT RISK FACTORS FOR GENERAL INSURANCE AND
HEALTH INSURANCE AND REINSURANCE OBLIGATIONS
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1

APPLICATION AND DEFINITIONS

1.2

In this Part, the following definitions shall apply;
captive insurer
means a UK Solvency Il firm owned by:
(1) afinancial undertaking other than a UK Solvency Il firm;-er
(2) agroup of UK Solvency Il firms; or
(3) a non-financial undertaking;

the purpose of which is to provide insurance cover exclusively for the risks of the

undertakingundertaking or undertakingsundertakings to which it belongs, or of an
undertaking, or undertakings, of the group of which that UK Solvency Il firm is a member.

[Note: Art. 13(2) of the Solvency Il Directive]

3

long-term insurance obligations

means insurance obligations falling within lines of business 29 te _34.

CALCULATION OF THE MINIMUM CAPITAL REQUIREMENT

3.1A The MCR must be egual to the following:

3.1B

MCR=max(MCRcombined. AMCR)

where:

(1) MCRcombined denotessthexcombined minimum capital requirement referred to in 3.1B; and

(2) _AMCR denotes the absolute floor referred to in 3.2.

The combined minimum capital requirement must be equal to the following:

3.2

MCRcombin_e_d = min(maX(MCRline_a_r, 0.25 x SCR), 0.45 x SCR)

where:

(1) MCRIinear denotes the linear minimum capital requirement, calculated in accordance with
3Ato 3C; and

(2) _SCR denotes the SCR calculated in accordance with SCR Rules.

The MCR must have an absolute floor of:

(1) £2,400,0002,500;000-eure for firms, including captive insurers, which have Part 4A
permission to effect contracts of insurance or carry out contracts of insurance that
are contracts of general insurance, except in the case where all or some of the general
insurance business classes 10 to 15 are covered, in which case it must be no less than
£3,500,0003,7600,000-euro;
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(2) £3,500,0003,700;000-eure for firms, including captive insurers, which have Part 4A
permission to effect contracts of insurance or carry out contracts of
insurance that are contracts of long-term insurance;

(3) £3,500,0003,600;000-euro for pure reinsurers, except in the case of captive reinsurers that
are pure reinsurers, in which case the MCR must be no less than
£1,200,0001,200,000-euro;-of

(4) Unless (5) applies, the sum of the amounts set out in (1) and (2) for firmscomposite firms

other than pure reinsurers-which-as-of 15-March-1979 carried-on-both-long-term-insurance
business-and-general-insurance-business.; or

(5) For composite firms, other than pure reinsurers, whose Part 4A permission in relation to
general insurance business is limited to general insurance business class 1 (accident) or
class 2 (sickness) and where the gross written premiums for either:

(a)__general insurance business; or

(b) long-term insurance business,

do not exceed 10% of total gross written premiums of the firm as a whole, the amount set

out in (2).

3A  CALCULATION OF THE LINEAR MINIMUM.CAPITAL REQUIREMENT
3A.1 The linear minimum capital requirement referredto in"3.1B"must be equal to the following:
MCRliinear = MCR(iinear.gi) + MCRinear.)
where:
(1) MCRuinear.qi denotes the linear formula component for general insurance and reinsurance
obligations; and
(2) MCRuineary denotes the linéar formula component for long-term insurance and reinsurance
obligations.
3B LINEAR FORMULA COMPONENT FOR GENERAL INSURANCE AND REINSURANCE
OBLIGATIONS
3B.1 The linear formula component for general insurance and reinsurance obligations referred to in

3A.1 must be equal to the following:

MCRIinear,gi = Z(as X TP(gi,s)) + (Bsx PS)

where:

(1) the sum covers all segments set out in 6.1;

(2) TPis) denotes the technical provisions without a risk margin for general insurance and
reinsurance obligations in the segment s after deduction of the amounts recoverable from
reinsurance contracts and special purpose vehicles, with a floor equal to zero;

(3) Ps denotes the premiums written for general insurance and reinsurance obligations in the
segment s during the last 12 months, after deduction of premiums for reinsurance
contracts, with a floor equal to zero; and

(4) _the factors as and 3s are set out in 6.1.
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3B.2

The amounts recoverable from reinsurance contracts and special purpose vehicles referred to

3B.3

in 3B.1(2) must not include any of the following amounts:

(1) amounts recoverable from reinsurance contracts or special purpose vehicles that cannot
be taken into account in accordance with [Article 41(3) and (5) of the Commission
Delegated Regulation (Solvency I1) 2015/35]; and

(2) _amounts recoverable from reinsurance contracts or special purpose vehicles, that do not
comply with [Articles 209, 210, 211 and 213 of the Commission Delegated Regulation
(Solvency I1) 2015/35] or with Solvency Capital Requirement — Internal Models 11.10 to
11.12.

In the calculation of premiums written after deduction of premiums for reinsurance contracts

3C

referred to in 3B.1(3), the following premiums for reinsurance contracts must not be deducted:

(1) premiums in relation to non-insurance events or settled insurance claims that are not
accounted for in the cashflows referred to in [Article 41(3) of the Commission Delegated
Requlation (Solvency II) 2015/35]; and

(2) _premiums for reinsurance contracts that do not comply with [Articles 209, 210, 211 and
213 of the Commission Delegated Regulation (Solvency 11) 2015/35], or with Solvency
Capital Requirement — Internal Models 11.10to 11.12.

LINEAR FORMULA COMPONENT FOR LONG-TERM INSURANCE AND REINSURANCE

OBLIGATIONS

3C.1

The linear formula component for long-term insuranee and reinsurance obligations referred to

in 3A.1 must be equal to the following:

MCRinear,s = 0.037 x TP(,1)— 0.052 x TP(,2¢ 0.007 x TR(,3) +0.021 x TP(,4)+ 0.0007 x CAR

where:

(1) TPg1 denotes the technical provisions without a risk margin in relation to guaranteed
benefits provided for long-term insurance obligations with profit participation, after
deduction of the.amounts recoverable from reinsurance contracts and special purpose
vehicles, with a floor equal to zero, and technical provisions without a risk margin for
reinsurancesoebligations where the underlying long-term insurance obligations include profit
participation, after deduction of the amounts recoverable from reinsurance contracts and
special purpose vehicles, with a floor equal to zero;

(2) _TPg2 denotes the technical provisions without a risk margin in relation to future
discretionary benefits for long-term insurance obligations with profit participation, after
deduction of the amounts recoverable from reinsurance contracts and special purpose
vehicles, with a floor equal to zero;

(3) TPz denotes the technical provisions without a risk margin for linked long-term liabilities,
after deduction of the amounts recoverable from reinsurance contracts and special
purpose vehicles, with a floor equal to zero;

(4) _TPa.a4) denotes the technical provisions without a risk margin for long-term insurance and
reinsurance obligations other than those mentioned in (1) to (3), after deduction of the
amounts recoverable from reinsurance contracts and special purpose vehicles, with a floor
equal to zero; and

(5) _CAR denotes the total capital at risk, being the sum, in relation to each contract of
insurance that gives rise to long-term insurance and reinsurance obligations, of the capital
at risk of the contracts, where the capital at risk of a contract means the higher of zero and
the difference between the following two amounts:
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(a) the sum of all of the following:

(i) the amount that the firm would currently pay in the event of the death or disability

of the persons insured under the contract of insurance after deduction of the

amounts recoverable from reinsurance contracts and special purpose vehicles;

and

(i) __the expected present value of amounts not covered in (i) that the firm would pay

in the future in the event of the immediate death or disability of the persons

insured under the contract of insurance after deduction of the amounts

recoverable from reinsurance contracts and special purpose vehicles; and

(b) the best estimate of the corresponding obligations after deduction of the amounts

recoverable from reinsurance contracts and special purpose vehicles.

3C.2 The amounts recoverable from reinsurance contracts and special purpose vehicles referred to

in 3C.1(1) to (4), must not include any of the following:

(1) amounts recoverable from reinsurance contracts or special purpose vehicles that cannot

be taken into account in accordance with [Article 41(3) and. (5) of the Commission

Delegated Requlation (Solvency II) 2015/35]; and

(2) __amounts recoverable from reinsurance contracts or spegialipurpose vehicles that do not

comply with [Articles 209 to 215 of the Commission Delegated Requlation (Solvency II)

2015/35] or with Solvency Capital Requirement — Internal!Models 11.10 to 11.12.

6 MINIMUM CAPITAL REQUIREMENT RISK FACTORS FOR GENERAL INSURANCE AND
HEALTH INSURANCE AND REINSURANCE OBLIGATIONS

6.1

Lines of business | Factor for Factor for
that the segment technical premiums
Segment consists of provisions written for
=egment for segment s
segment s (Bs)
5)

1 Medical expense insurance 1and 13 4.7% 4.7%

2 Income protection insurance 2and 14 13.1% 8.5%

3 Workers’ compensation insurance 3and 15 10.7% 7.5%

4 Motor vehicle liability insurance and 4 and 16 8.5% 9.4%
proportional reinsurance

5 Other motor insurance and proportional 5and 17 7.5% 7.5%
reinsurance

6 Marine, aviation and transport insurance 6and 18 10.3% 14%
and proportional reinsurance

7 Fire and other damage to property 7 and 19 9.4% 7.5%
insurance and proportional reinsurance

8 General liability insurance and 8 and 20 10.3% 13.1%
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proportional reinsurance

9 Credit and suretyship insurance and 9and 21 17.7% 11.3%
proportional reinsurance

10 | Legal expenses insurance and 10 and 22 11.3% 6.6%
proportional reinsurance

11 | Assistance and its proportional 11 and 23 18.6% 8.5%
reinsurance

12 | Miscellaneous financial loss insurance 12 and 24 18.6% 12.2%
and proportional reinsurance

13 | Non-proportional casualty reinsurance 26 18.6% 15.9%

14 | Non-proportional marine, aviation and 27 18.6% 15.9%
transport reinsurance

15 | Non-proportional property reinsurance 28 18.6% 15.9%

16 | Non-proportional health reinsurance 25 18.6% 15.9%

Page 19 of 82




These are near-final rules, published with PS2/24

Annex D

Amendments to the Composites Part

In this Annex new text is underlined and deleted text is struck through.

Part

COMPOSITES

Chapter content

4. MINIMUM FINANCIAL OBLIGATIONS: CALCULATION OF NOTIONAL MINIMUM
CAPITAL REQUIREMENT

4A. NOTIONAL GENERAL INSURANCE MINIMUM CAPITAL REQUIREMENT

4B. NOTIONAL LONG-TERM INSURANCE MINIMUM CAPITAL REQUIREMENT

4C. NOTIONAL SOLVENCY CAPITAL REQUIREMENT

5.  LINKS BETWEEN GENERAL INSURERS AND LONG-TERMINSURERS

6. LLOYD’S
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MINIMUM FINANCIAL OBLIGATIONS: CALCULATION OF NOTIONAL MINIMUM CAPITAL
REQUIREMENT

4.2

[Note:
4.3

[Note:
4.4

[Note:
4.5

[Note:
4.6

[Note:
4.7

Without prejudice to the SCR Rules and the Minimum Capital Requirement Part-of
the-PRA-Handbeok, the firm must calculate a-netioralminimum-capital-requirementon the

basis of the accounts referred to in 3.2:

(1) anotional long-term insurance MCR with respect to its long-term insurance business,
calculated as if the firm carried on long-term insurance business only; and

(2) anotional general insurance MCR with respect to its general insurance business,
calculated as if the firm carried on general insurance business only.

Art. 74(2) of the Solvency Il Directive]
The firm must cover:

(1) its netienaHife-MCRnotional long-term insurance MCR with eligible own funds attributable
to its long-term insurance business, as identified on the basis ofithe accounts referred to
in 3.2; and

(2) its netienalnon-life-MCRNotional general insurange MER with'eligible own
funds attributable to its general insurancesbusiness, as identified on the basis of the
accounts referred to in 3.2.

Art. 74(3) of the Solvency Il Directive]
For the purposes of 4.3, the firm must not cover:

(1) its netienalHife-MCRnNotional long:termiinsurance MCR with eligible own funds attributable
to its general insurance business; and

(2) its netienalnon-life-MGRNotionalgeneral insurance MCR with eligible own
funds attributable'to its long-term insurance business.

Art. 74(3) of thefSelvency i Directive]

The firm must prepare a statement on the basis of the accounts referred to in 3.2 identifying
the eligible own funds‘cevering the netienaHife-MCRnotional long-term insurance MCR and
the netionralnon-life- MCRnotional general insurance MCR, respectively.

Art. 74(6) of the Solvency Il Directive]

Provided the firm satisfies the requirements in 4.3 and 4.4, and subject to the requirement
in 4.7, a firm may use:

(1) eligible own funds attributable to its general insurance business that are in excess of
its retionalnon-life-MCRnNotional general insurance MCR; and

(2) eligible own funds attributable to its long-term insurance business that are in excess of
its retionalHife-MCRnotional long-term insurance MCR;

to cover part or all of the difference between the firm’s SCR and the sum of its netionalnon-life
MCRnotional general insurance MCR and netienaHlife MCRnotional long-term insurance MCR.

Art. 74(4) of the Solvency Il Directive]

For the purposes of 4.6, a firm must notify the PRA before using:
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[Note:
4.8

[Note:
4A

(1) eligible own funds referred to in 4.6(1) to cover the portion of the difference referred to
in 4.6 that relates to the difference between the netierallife-SCRnotional long-term
insurance SCR and the netionallife MCRnotional long-term insurance MCR; or

(2) eligible own funds referred to in 4.6(2) to cover the portion of the difference referred to
in 4.6 that relates to the difference between the netienal-nen-life-SCRnotional general
insurance SCR and the netionral-noen-life MGRnotional general insurance MCR.

Art. 74(4) of the Solvency Il Directive]

If a composite firm is in breach of either 4.3(1) or 4.3(2), Undertakings In Difficulty 4.1 applies to
the activity in respect of which the breach has occurred, as if the words “MCR’Z in Undertakings
In Difficulty 4.1 were substituted with the words “netieraHife- MCR 'notional long-term insurance
MCR’ or “netionalnen-life MCR”notional general insurance MCR’, as applicable, regardless of
whether any breach has occurred in respect of the other activity.

Art. 74(7) of the Solvency Il Directive]
NOTIONAL GENERAL INSURANCE MINIMUM CAPITAL REQUIREMENT

4A.1

This Chapter:

4A.2

(1) applies to a composite firm, other than a pure reinsurer;.and

(2) does not apply to managing agents.

The notional general insurance MCR must be egual to the following:

4A.3

NMCRgi = maX(NMCR(combined,gi), AMCRgi)

where:

(1) NMCR(combined,giy denotes the notional combined general insurance minimum capital
requirement prescribed in 4A.3; and

(2) _AMCRgi denotes:

(a) the absolute floor preseribed.in’Minimum Capital Requirement 3.2(1); or

(b) _where Minimum Capital Requirement 3.2(5) applies, the sum of the absolute floor
prescribed in Minimum Capital Requirement 3.2(2).

The notional combined general insurance minimum capital requirement must be equal to the

4A.4

following:
NMCR ined.gi) = MiN(Max(NMCRinear.g). 0.25 x (NSCRgi + Addongi)). 0.45 x (NSCRyi + Addongi))

where:

(1) NMCRuineargiy denotes the notional linear minimum capital requirement for general
insurance business prescribed in 4A.4;

(2) NSCRyi denotes the notional general insurance SCR; and

(3) __Addongi denotes the part of any capital add-on imposed by the PRA, which has been
apportioned by PRA to the general insurance business of the firm.

The notional linear minimum capital requirement for general insurance business must be equal

to the following:
NMCR(Iinear,gi) = MCR(gi,gi) + MCR(I,gi)

where:

(1) MCRuig) denotes the linear formula component for general insurance and reinsurance
obligations relating to general insurance business calculated in accordance with 4A.5; and
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4A.5

(2)  MCRuq,g) denotes the linear formula component for long-term insurance and reinsurance
obligations relating to general insurance business calculated in accordance with 4A.5.

MCRgigi and MCR.q) must be calculated in the same way as MCRiinear,giy and MCR(inear,)

4B

referred to in Minimum Capital Requirement 3B and 3C respectively, but the technical
provisions or premiums written used in the calculation must only relate to the firm’s general
insurance and reinsurance obligations.

NOTIONAL LONG-TERM MINIMUM CAPITAL REQUIREMENT

4B.1

This Chapter:

4B.2

(1) applies to a composite firm, other than a pure reinsurer; and

(2) does not apply to managing agents.

The notional long-term insurance MCR must be equal to the following:

4B.3

NMCR| = max(NMCR combined,), AMCRY)

where:

(1) NMCRcombined,y denotes the notional combined long-term insurance minimum capital
requirement prescribed in 4B.3; and

(2)__AMCRI denotes the absolute floor prescribed in Minimum Capital. Requirement 3.2(2).

The notional combined long-term insurance minimum [capitalrequirement must be equal to the

following:
NMCR combined,) = min(max(NMCRinear,), 0.25 ¥ (NSCRj+ Addoni)), 0.45 x (NSCR, + Addon))

where:

(1)  NMCRuinear)y denotes the notional linear minimum capital requirement for long-term
insurance business prescribed in'4B.4:

(2) __NSCR denotes the notional long-term’insurance SCR; and

(3)__Addon| denotes the part offany.capital add-on imposed by the PRA, which has been
apportioned by PRAM0 the.long-term insurance business of the firm.

4B.4 The notional lineanminimum capital requirement for long-term insurance business must be
equal to the following:

NMCR(iinear,y = MCRiy ¥+ MCR,)

where:

(1) MCRuin denotes the linear formula component for general insurance and reinsurance
obligations relating to long-term insurance business calculated in accordance with 4B.5;
and

(2) MCRq,n denotes the linear formula component for long-term insurance and reinsurance
obligations relating to long-term insurance business calculated in accordance with 4B.5.

4B.5 MCRijy and MCRg,y must be calculated in the same way as MCRinear,giy and MCRiinear,) referred
to in Minimum Capital Requirement 3B and 3C respectively, but the technical provisions or
premiums written used in the calculation must only relate to long-term insurance and
reinsurance obligations.

4C NOTIONAL SOLVENCY CAPITAL REQUIREMENT

4C.1 This Chapter:
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(1) applies to a composite firm, other than a pure reinsurer; and

(2) does not apply to managing agents.

4C.2 The firm must calculate a notional general insurance SCR and a notional long-term insurance
SCR.

4C.3 The notional general insurance SCR must be equal to the following:

NMCR(Iinear,l)
NMCR(Iinear,gi) + NMCR(Iinear,l)

x SCR

NSCRgi =

where:

(1) SCR denotes the firm’s SCR, which must for the purposes of this Chapter exclude any
capital add-on;

(2) _NMCRuinear,giy denotes the notional linear general insurance minimum capital requirement
for general insurance business prescribed in 4A.4; and

(3)__NMCRuinear)y denotes the notional linear minimum capital requirement for long-term
insurance business prescribed in 4B.4.

4C.4 The notional long-term insurance SCR must be equal to the following:

N MCR(Iinear,I)
NMCR(Iinear,gi) + NMCR(Iinear,I)

NSCR, = x SCR

where:

(1) SCR denotes the SCR, excluding any capital add=on;

(2) NMCRuineargiy denotes the notional linear generahinsurance minimum capital requirement
for general insurance business prescribéd in 4A.4; and

(3)__NMCRuinear,y denotes the notignal lineaniminimum capital requirement for long-term
insurance business prescribed in 4B.4.

6 LLOYD’S

6.2 A managing agent mustinot permit both general insurance business and long-term insurance
business to be carried on together through any syndicate managed by it, except where:

(1) the long-term insurance business to be carried on by that syndicate is or is to be restricted
to reinsurance; or

(2) the general insurance business to be carried on by that syndicate is or is to be restricted to
effect contracts of insurance or carry out contracts of insurance in general insurance
business elassclass 1 (accident) or elassclass 2 (sickness).

[Note: Art. 73(2) of the Solvency Il Directive]
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Annex E

Amendments to the Solvency Capital Requirement — General Provisions Part
In this Annex new text is underlined and deleted text is struck through.

Part

SOLVENCY CAPITAL REQUIREMENT - GENERAL
PROVISIONS

Chapter content

6. REQUIREMENT TO HOLD ELIGIBLE OWN FUNDS: LLOYD’S
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3 GENERAL PROVISIONS FOR THE CALCULATION OF THE SCR

3.1 Afirm must calculate its SCR either in accordance with the standard formula or using an
internal model for which internal-meodel-approvalinternal model permission has been granted.

[Note: Art. 100 of the Solvency Il Directive]

5 CAPITAL ADD-ON

5.1A A firm must be able to, upon request by the PRA, submit a progress report to the PRA setting
out the measures taken, and the progress made, to remedy the deficiencies that led to the
imposition of a capital add-on arising as a result of an internal model significant risk profile
deviation or a significant system of governance deviation.

6 REQUIREMENT TO HOLD ELIGIBLE OWN FUNDS: LLOYD’S

6.5 Where the Society uses an approved-internal modelfor which.internal model permission has
been granted, the Society must also ensure that gligible .ewn funds are held at Lloyd’s covering,
for at least 99.5% of the scenarios taken into accountiin the internal model for the purposes of
meeting Solvency Capital Requirement - Internal Medels 12.2, any diminution in own funds at
Lloyd’s arising from the impact of those_scenarios.

6.6 Where an approved-internal model foerwhich internal model permission has been granted is

used by the Society to calculate the SCR; forithe purpose of meeting the requirement set out in
6.2, the Society may take account of own funds attributable to a member only to the extent of
the diminution, if any,.to thase own funds resulting from the application of risk scenarios taken
into account in the internal model.
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Annex F

Amendments to the Solvency Capital Requirement — Internal Models Part

In this Annex new text is underlined and deleted text is struck through.

Part

SOLVENCY CAPITAL REQUIREMENT = INTERNAL
MODELS

Chapter content

1. APPLICATION AND DEFINITIONS

2.  APPROVAL-OFPERMISSION TO USE FULL AND PARTIAL INTERNAL MODELS

3. APPLICATIONS FOR ARPPROVAL-OFPERMISSION TO USE FULL AND PARTIAL
INTERNAL MODELS

4.  APPLICATIONS FOR ARPPROVAL-OFPERMISSION TO USE'PARTIAL INTERNAL
MODELS

5. TRANSITIONAL PLAN TO EXTEND THE SCOPEOFTHE MODEL

5A. TRANSITIONAL PLAN TO REDUCE THE SCOPE OF THE MODEL

5B. INTERNAL MODEL SAFEGUARDS

13. PROFIT AND LOSS ATTRIBUTION)DELETED]

13A. ANALYSIS OF CHANGE

16. EXTERNAL MODELS'AND DATA

16A. INTEGRATION OF PARTIAL INTERNAL MODELS

16B. INTERGRATION TECHNIQUES FOR PARTIAL INTERNAL MODELS - GENERAL
PROVISIONS

16C. PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 1

16D. PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 2

16E. PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 3

16F. PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 4

16G. PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 5

17. LLOYD’S
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1

APPLICATION AND DEFINITIONS

1.2

In this Part, the following definitions shall apply:
coverage

means the risks that are reflected in the probability distribution forecast generated by the

internal model.

internal model safequard

means a limitation or requirement imposed by the PRAon a firm, whether in its internal
model permission, under section 55M FSMA or otherwise, which either or both:

(1) to the extent that a residual model limitation relateste Solvency Capital Requirement
— General Provisions 3.3 to 3.4, is intended to ensure compliance of the internal
model with those provisions; or

(2) _to the extent that a residual model limitation. relates to the internal model
requirements, is intended to mitigate the effect of that residual model limitation.

residual model limitation

means, in relation to an internal model.for which a firm has, or in respect of which the firm
is applying for, an internal'meodel.permission, an aspect of that internal model that prevents
the firm from demonstrating that that internal model meets Solvency Capital Requirement -
General Provisions 8.3 and. 34 and all internal model requirements in all the
circumstances imwhichit is, or is intended, to be used.

Scope

means, in respect of an internal model for which the firm has (or is applying for) an internal
model permission, the risks covered (or to be covered) by that internal model.

unit of the partial internal model

means a component of the partial internal model that is separately calculated and not
aggregated within the partial internal model.

ARPPROVAL-OFPERMISSION TO USE FULL AND PARTIAL INTERNAL MODELS

A firm may calculate its SCR using an internal model that is either a full internal model or a
partial internal model only:

(1) ifit has been granted internalbmodel-approvalinternal model permission in respect of thatits
internal model; and

(2) tothe extent of its internalmodel-approvalinternal model permission.
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2.2 Afirm that has been granted internal-meodelapprovalinternal model permission must calculate
its SCR using the internal model for which interral-medelapprovalinternal model permission
has been granted.

[Note: Art. 112(1) and Art. 112(2) of the Solvency Il Directive]

3 APPLICATIONS FOR ARPPROVAL-OFPERMISSION TO USE FULL AND PARTIAL
INTERNAL MODELS

3.1 Afirm making an interralmeodel-approval-applicationinternal model permission application must

evidence that demonstrates that the internal model and, if the context requires, the firm

satisfies Solvency Capital Requirement — General Provisions 3.3 to 3.4 and the internal
model requirements; or

(2) _identify any of the requirements in Solvency Capital Requirement — General Provisions 3.3
to 3.4 and any internal model requirements that are not satisfied by the internal model or, if
the context requires, the firm, explain to the PRA in writingswhy and in what way they are
not satisfied and submit, as a minimum, documentary evidence demonstrating that the
internal model or, if the context requires, the firm satisfies/all other requirements in
Solvency Capital Requirement — General Provisions 3.8.t0 3% and internal model

requirements.

3.2 Afirm making an internralmodel-approval-apphicationinternal model permission application must
demonstrate to the PRAs-satisfaction that its'systems for identifying, measuring, monitoring,

managing and reporting risk are adequate.

[Note: Art. 112(5) of the Solvency Il Directive]

3.3  When making an interralmedelappreval-applicationinternal model permission application, a
firm must submit its internallmodel change policy to the PRAforapproval.

[Note: Art. 115 of the Solveney. |l Directive]

3.4 UpeonregquestbytheRRAa-A firm with an internalmeodelapprovalinternal model permission
must_be able to, upon request by the PRA, provide the PRA with an estimate of the SCR

determined in accordance with the standard formula.

[Note: Art. 112(7) of the Solvency Il Directive]
4 APPLICATIONS FOR ARPPROVAL-OFPERMISSION TO USE PARTIAL INTERNAL MODELS

4.1 Where an internatmodel-approval-applicationinternal model permission application relates to

the use of a partial internal model, the internal model requirements apply with any changes that

are necessary to take account of the limited scepe-ofthe-applicationscope of the internal
model.

[Note: Art. 112(3) of the Solvency Il Directive]
4.2  Afirm making an interhal-medel-approval-applicationinternal model permission application to

use a partial internal model must:

(1) explain, and properly justify, the reason for the limited scope-ef-applicationscope of the
internal model;
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(3) demonstrate that the design of its partial internal model is consistent with the principles in
Solvency Capital Requirement - General Provisions 2 to 4 so as to allow the_capital
requirement generated by the partial internal model to be fully integrated into the standard
formula_SCR.

[Note: Art. 113(1) of the Solvency Il Directive]
5 TRANSITIONAL PLAN TO EXTEND THE SCOPE OF THE MODEL

5.1 Upen+eguestbythe PRAa-A firm which has made an internal-model-approval

applicationinternal model permission application in respect of a partial internal model that only
covers certain sub-modules of a specific risk module, or some of the business units of the firm
with respect to a specific risk module, or parts of both, must_be able to, upon request by the
PRA, submit a realistic transitional plan to extend the seepescope of the proposed partial
internal model.

[Note: Art. 113(2) of the Solvency Il Directive]

5.2  The realistic transitional plan referred to in 5.1 must set out the manner in which the firm plans
to extend the scepescope of the proposed partial internal model to other sub-modules or
business units of the firm, in order to ensure that the internal model covers a predominant part
of the firm’s insurance business with respect to that specific risksmodule.

[Note: Art. 113(2) of the Solvency Il Directive]
5A  TRANSITIONAL PLAN TO REDUCE THE SCOPE OF THE MODEL

5A.1 Where a firm is failing or likely to fail to satisfy the reguirements in 5B.1,10.3, or Solvency
Capital Requirement - General Provisions 5.1¢the firmamust be able to, upon request by the
PRA, submit a realistic transitional plan to reduce the scope of its internal model, such that the
internal model no longer covers:

(1) the risks contained in one or more. majer business units; or

(2) _certain sub-modules of a specifi¢ riskimodule, or some of the business units of the firm
with respect to a specifi€ risk.module, or parts of both,

in respect of which deficiencies arise.

5B INTERNAL MODEESSAEEGUARDS

5B.1 A firm must make all'reasonable efforts to remedy the residual model limitation that led to the
imposition of an internal model safequard.

5B.2 A firm must be able to, upon request by the PRA, submit a progress report to the PRA setting
out the measures taken, and the progress made, pursuant to 5B.1.

6 CHANGES TO AN INTERNAL MODEL OR INTERNAL MODEL CHANGE POLICY

6.1 A firm with internalmeodel-approvalinternal model permission must not change its internal model
otherwise than in accordance with the firms-internal model change policy as-approved-by-the
PRAthat is covered by the firm’s internal model permission.

[Note: Art. 115 of the Solvency Il Directive]

6.2 A firm’s internal model change policy must include a specification of minor and major changes
to the internal model_and, to the extent a firm applies model limitation adjustments within the
internal model for which it has internal model permission, an explanation of governance
arrangements for their application, including where they are specified as minor and major
changes and the reasons they are specified as such.
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6.3 A firm with internalmeodel-approvalinternal model permission must not:

(1) make any major change to its internal model; or

(2) make any change to its internal model change policy, other than those allowed by 6.4;

[Note: Art. 115 of the Solvency Il Directive]

6.4 A firm with internal model permission may make changes to its internal model change policy
which are administrative in nature, and do not:

(1) _make substantive changes to the process set out in the internal model change policy; or

(2) affect the outcome or scope of the internal model change policy.

6.5 A firm that applies to the PRA for prior approval to vary its internal model permission in order to
make any major change to its internal model or to make a change to its internal model change
policy must apply in accordance with the procedures set out in 3 to 5 for obtaining internal
model permission.

6.6 For the purpose of 6.5, if a firm applying to the PRA has an internal model permission that
modifies any of the internal model requirements applicable to thatfirm,jit must also submit
documentary evidence for the purposes of 3.1(1) or (2) by referénce toe the unmodified internal
model requirements, and the firm must also:

(1) confirm, in accordance with 3.1(1); or

(2) explain, in accordance with 3.1(2),

by reference to the unmodified internal model réquirements.

6.7 _ This rule modifies 6.3(2) and 6.5 for a transitional period following [31 December 2024] as
follows:

(1) A firm that applies modeldimitation adjustments within the internal model for which it has
internal model permission may, until [31 December 2026], make a change to its internal
model change policy solély inorder to document procedures for applying, reviewing and
removing these.modehlimitation adjustments without the prior approval of the PRA for a
variation of itshinternall‘model permission.

(2) A firm that makes ehanges of a description permitted in (1) to its internal model change
policy must apply to the PRA before [31 December 2026] to vary its internal model
permission in order to reflect those changes to its internal model change policy in
accordance with the procedures set out in 3 to 5 for obtaining internal model permission.

7 RESPONSIBILITIES OF THE FIRM’S GOVERNING BODY

7.1 Afirm’s:

(1) internalmodelapprovalapplicationinternal model permission application; and

(2) application to the PRA for approval_to vary its internal model permission in order to make a
major change to its internal model-which-is-the-subject-of an-internal-model-approval;

must be approved by the firm’s governing body.

[Note: Art. 116 of the Solvency Il Directive]
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8 REVERSION TO THE STANDARD FORMULA

8.1 A firm with an internal-medelapprovalinternal model permission must not, in respect of the
internal model for which that internal-medel-approvalinternal model permission has been
granted, revert to calculating the whole or any part of the SCR in accordance with the standard
formula.

[Note: Art. 117 of the Solvency Il Directive]

9 NON-COMPLIANCE OF THE INTERNAL MODEL

9.1 If a firm with interralmedelapprovalinternal model permission ceases to comply with the
internal model requirements, the firm must, without delay, either present to the PRA a plan to
restore compliance within a reasonable period of time, or demonstrate to the PRA that the
effect of non-compliance is immaterial.

[Note: Art. 118(1) of the Solvency Il Directive]

10 USE TEST

10.1A An internal model shall not be considered to be widely used in or tayplay an important role in
the system of governance of a firm where the guantificationsf risks and the risk ranking
produced by the internal model do not trigger timely and approptiatexisk management actions,
where relevant.

10.3 A firm must ensure the ongoing appropriateness of thexdesign and operations of its internal
model, and that the internal model continues to appropriately reflect the risk profile of the
firmfirm.

[Note: Art. 120 of the Solvency Il Directive]

10.4 A firm must ensure that the design ofithe internal model is aligned with its activities, including
by ensuring:

(1) _the internal modelis capable of producing outputs that are sufficiently granular to play an
important role.in the relevant management decisions of the firm; and

(2)__that, as a minimum, the outputs of the internal model differentiate between lines of
business, betweenwrisk categories and between major business units.

10.5 A firm must ensure that the internal model change policy provides that the internal model is to
be adjusted for changes in the scope or nature of the activities of the firm.

10.6 Subject to 10.1, where a firm decides not to use the internal model for a part of the system of
governance, the firm must notify the PRA and justify that decision.

10.7 Where the internal model is used for different purposes, a firm must ensure consistency
between the different outputs of the internal model.

10.8 A firm must ensure that its governing body and any other persons who effectively run the firm

have a sufficient understanding of the internal model which comprises knowledge about all of
the following:

(1) the structure of the internal model and the way the internal model fits to the business and
is integrated in the risk-management system of the firm;

(2) the scope and purposes of the internal model and the risks that are or are not included in
the coverage of the internal model;

(3)__the general methodology applied in the internal model calculations;
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(4) the limitations of the internal model;

(5) the diversification effects taken into account in the internal model; and

(6) the material expert judgements used to set assumptions underlying the internal model.

10.9 A firm must ensure that the persons who effectively run the firm have a sufficiently detailed
understanding of the parts of the internal model used in the area for which they are responsible.

10.10 In order to meet the requirements in 10.2, a firm may use a simplified calculation of the SCR, in
which it carries out only a part of the calculations usually necessary to determine the SCR, if
and to the extent that the firm:

(1) uses results from the previous calculation of the SCR for the remaining part of the
calculation;

(2) is able to demonstrate upon request by the PRA that the results taken from the previous
calculation of the SCR would not be materially different from the results of a new
calculation; and

(3) does not use a simplified calculation of the SCR for the purposes of meeting Solvency
Capital Requirements - General Provisions 4.

11 STATISTICAL QUALITY STANDARDS

11.1 A firm must ensure that its internal model and, in particular, thefcalculation of the probability
distribution forecast generated byunderlying it, complies with 11240 11.813.

[Note: Art. 121(1) of the Solvency Il Directive]
11.2 The methods used to calculate the probability ‘distribution forecast must be:
(1) based on adequate, applicable and selevant actuarial and statistical techniques;

(2) based upon current and credible.information and realistic assumptions_that make
adequate allowance for unceftainty;and

(3) consistent with the metheds,used to'calculate technical provisions, except where this
would result in the firm failing to comply with 11.6.

[Note: Art. 121(2) of the Solvency. II'Directive]

11.4

(1A) Data used in the internal model shall only be deemed complete for the purposes of 11.4(1)
where data are available for all relevant internal model parameters and no such relevant
data are excluded from use in the internal model without justification.

(2) A firm must update the data sets used in the calculation of the probability distribution
forecast at least annually, and collect, process and apply data in a transparent and
structured manner.

[Note: Art. 121(3) of the Solvency Il Directive]

11.6 The internal model must cover all of the material risks to which the firm is exposed, including at
least the risks set out in Solvency Capital Requirement — General Provisions 3.3(1).

[Note: Art. 121(4) of the Solvency Il Directive]
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11.6A For the purposes of 11.6, a firm must assess, at least on a quarterly basis, whether the internal

model covers all material guantifiable risks within its scope. The assessment must take into

account an appropriate set of qualitative and guantitative indicators.

11.6B The qualitative indicators referred to in 11.6A must include any risks identified in the ORSA that

are not included in the coverage of the internal model.

11.8 A firm’s internal model must only take into account:

(1)

(2)

®3)

as regards diversification effects, dependencies within and across risk categories, if-the

PRA-is-satisfied;-as-part-of the-internalmodel-approval-that the firm’s system for

measuring those diversification effects is adequate;

the effect of risk-mitigation techniques, if and to the extent that credit risk and other risks
arising from the use of risk-mitigation techniques are properly reflected_(in accordance with
11.10) in the internal model; and

future management actions, if and to the extent that:

(a) they are future management actions that the firm wouldypin a manner consistent with
[Article 23 of the Commission Delegated Requlation (Solvency 1) 2015/35], applied in
the context of this Part, reasonably expect to carry/out imyspecific circumstances; and

(b) the firm makes allowance in its internal modeldfor. the'time_and expenses necessary to
implement those actions.

[Note: Art. 121(5), (6) and (8) of the Solvency Il Directive]

11.9 A firm’s system used for measuring diversification effects referred to in 11.8(1) shall only be

considered adequate where it:

(1)

identifies the key variables driving dependencies; and

(2)

takes into account all of the following:

(a) _any non-linear dependence and any lack of diversification under extreme scenarios;

(b) _any restrictions.of diversification which arise from the existence of a ring-fenced fund
or mat€hing adjustment portfolio; and

(c) the characteristics of the risk measure used in the internal model.

11.10 In order to comply with 11.8(2), a firm must not include risks arising from any of the following

situations:

(1)

the contractual arrangements relating to the risk-mitigation technigue are, in any relevant

(2)

jurisdiction, not legally effective and enforceable or do not ensure that the transfer of risk is
clearly defined and incontrovertible;

the firm does not have a direct claim on the counterparty in the event of the default,

(3)

insolvency or bankruptcy of the counterparty or other credit event set out in the transaction
documentation to the arrangements relating to the risk-mitigation technique; and

the legal arrangements underlying the risk-mitigation technigue do not contain an explicit

reference to a specific risk exposure clearly defining the extent of the cover provided by
the risk-mitigation technique.

11.11 Where the risk-mitigation technique referred to in 11.10(3) does not cover the risk exposure of

the firm in all cases, a firm must ensure that its internal model takes into account the reduced

effectiveness of the risk-mitigation technigue resulting from this deviation of risk exposures, in

order to comply with 11.8(2).
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11.12 Where a risk-mitigation technique is subject to a condition, the fulfiiment of which is outside the
direct control of the firm and which could undermine the effective transfer of risk, a firm must
ensure that its internal model takes into account the effect of the condition and any reduced
effectiveness of that risk-mitigation technigue, in order to comply with 11.8(2).

11.13

(1) Where a firm uses in its internal model parts obtained from a third party, in order for the
internal model to be considered adequate the firm must be able to demonstrate a sufficient
understanding of those parts, including their limitations, such that the firm can:

(a) _provide meaningful challenge in order to ensure that those parts operate to achieve
the overall purpose for which they were developed; and

(b) explain how the operation of those parts enables the internal model and, if the context
requires, the firm to comply with the internal model requirements and Solvency
Capital Requirement — General Provisions 3.3 and 3.4.

(2) Where a firm uses in its internal model data obtained from a third party, in order for those
data to be considered to be appropriate, a firm must be able to demonstrate a sufficient
understanding of those data, including their limitations.

13 PROFIT AND LOSS ATTRIBUTION_[DELETED]

131

13.3 Adfirm-mustensure
risk-profile-[Deleted]
13A  ANALYSIS OF CHANGE

13A.1 A firm with internal model permission must annually carry out an analysis comparing the
change in:

(1) the firm’s SCR as at the firm’s most recent financial year end; and

(2) (subject to 13A.2) the firm’s SCR as at the firm’s previous financial year end.

13A.2 Where, a firm receives an internal model permission for the first time which takes effect part
way through its financial year, the firm must compare its SCR as at the end of that financial
year with the SCR that would have been calculated as at the firm’s previous financial year end,
if the firm’s internal model permission had taken effect at that time.

13A.3 The analysis referred to in 13A.1 must include reasons, and documentary evidence to support
those reasons, explaining any change in SCR.

13A.4 Commencing with the firm’s first financial year end on or after 31 December 2025, or if the firm
first receives an internal model permission which takes effect after 31 December 2025,
commencing with its first financial year end after the date that internal model permission took
effect, the firm must submit the analysis, reasons and documentary evidence in 13A.1 to 13A.3
to the PRA as part of the information reported under Reporting 2.
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13A.5

13A.1 applies to a firm in respect of each of its financial years ending on or after 31 December

14

2024 or, if the firm first receives an internal model permission which takes effect after 31
December 2024, each of its financial years ending on or after the date that internal model
permission took effect.

VALIDATION STANDARDS

141

[Note:
14.2

(3) __In order to be able to demonstrate to the PRA that the resulting capital requirements are
appropriate, a firm must:

(a) compare the coverage of the internal model with the scope of the internal model; and

(b) ensure that the statistical process for validating the internal model includes stress
tests, including a reverse stress test, identifying the most probable stresses that
would threaten the viability of the firm.

(4) _Where a firm observes in accordance with 14.1(1)(c) and (d) that changes in a key
underlying assumption have a significant impact on the SCRjit must be able to explain the
reasons for this sensitivity and how the sensitivity is taken.into‘@account in its decision-
making process. For the purposes of 14.1(1)(c) and (d){the key assumptions shall include
assumptions on future management actions and assumptions set using expert

judgements.
Art. 124 of the Solvency Il Directive]

In order to ensure independence of the internal medel validation process from the development

15

and operation of the internal model, a firm.mustensure that the persons or organisational unit
shall, when carrying out the internal madel validation process, be free from influence from those
responsible for the development andseperation of the internal model.

DOCUMENTATION STANDARDS

15.2

[Note:
16

The documentation referred t0,in 15.1 must:

(1) demonstrate.compliancewith 10 to 14:, 16 and 16A;

(2) provide a detailedioutline of the theory, assumptions, and mathematical and empirical
bases underlying the internal model;

(3) indicate any circumstances under which the internal model does not work effectively;-and
(4) include all major changes to the internal model, as referred to in 6;- and

(5) _in the case of a partial internal model, in addition to the requirements in 15.2(1) to 15.2(4):

(a) include the justification for the limited scope of the internal model;

(b) include a description of the integration technique used to fully integrate the capital
requirement generated by the partial internal model into the standard formula SCR;
and

(c) demonstrate compliance with 4.2(2) and (3).

Art. 125 of the Solvency Il Directive]
EXTERNAL MODELS AND DATA
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16.2 A firm must monitor any potential limitations arising from the use of external models or external
data in the internal model to ensure the ongoing fulfiiment of Solvency Capital Requirement —
General Provisions 3.2 — 3.5, the internal model requirements, and Solvency Capital
Requirement — Internal Models 4.2 and 5 in respect of a partial internal model.

16A INTEGRATION OF PARTIAL INTERNAL MODELS

16A.1 Unless 16A.2 or 16A.3 applies, a firm must use as a default integration technique the
correlation matrices and formulae of the standard formula set out in Solvency Capital
Requirement - Standard Formula 3.1 and in [Articles 83 to 221 of the Commission Delegated
Regulation (Solvency 1) 2015/35] in order to fully integrate the capital requirement generated
by a partial internal model into the standard formula SCR.

16A.2 Unless 16A.3 applies, where it would not be appropriate to use the default integration technique
referred to in 16A.1 for any of the reasons referred to in 16A.5, the firm must use the most
appropriate integration technigue of those set out in 16B — 16G and be able to explain and
justify its choice.

16A.3 If the default integration technique referred to in 16A.1 and all integration techniques set out in
16B - 16G are inappropriate for one or more reasons referred tolin 16A.5, the firm may use an
alternative integration technigue that is appropriate and must be able to explain and justify its
choice.

16A.4 The firm must ensure that the alternative integration technigue/eferred to in 16A.3 that it uses
results in an SCR that complies with the principles set‘out imithe 'Solvency Capital Requirement
- General Provisions Part and this Part and more appropriatelyoreflects the risk profile of the
firm.

16A.5 An integration technique shall not be appropriate where ‘any of the following applies:

(1)__the resulting SCR and, if the context requires, the firm would not comply with Solvency
Capital Requirement - GeneralsProvisiens 3.2 - 3.5;

(2) _the resulting SCR would not appropriately reflect the risk profile of the firm;

(3)__the design of the, partial internal'model is consistent with the principles set out in Solvency
Capital Requirement - General Provisions 3.2 - 3.5 and 4 but it would not be possible to
use the integration techniquéeto fully integrate the capital requirement generated by the
partial internahmodeliinto.the standard formula SCR.

16B INTEGRATION TECHNIQUES FOR PARTIAL INTERNAL MODELS - GENERAL
PROVISIONS

16B.1 For the purposes of 16B to 16G, basic SCR shall mean the basic SCR as supplemented or
amended for the purposes of applying the relevant integration techniques in 16B to 16G.

16B.2 Where a firm applies integration techniques 1 to 5, its SCR must be the sum of the following
items:

(1) _the basic SCR as set out in 16C to 16G;

(2) _the capital requirement for operational risk as laid down in Solvency Capital Requirement —
Standard Formula 5, where that risk is not within the scope of the partial internal model,
and generated by the partial internal model, where that risk is within the scope of the
partial internal model;

(3)__the adjustment for the loss-absorbing capacity of technical provisions and deferred taxes,
as laid down in 16B.3, where that adjustment is not within the scope of the partial internal
model, and generated by the partial internal model where that adjustment is within the
scope of the partial internal model.
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16B.3 Where the adjustment for the loss-absorbing capacity of technical provisions and deferred
taxes is not within the scope of the partial internal model, the firm must calculate it as laid down
in [Articles 205 to 207 of the Commission Delegated Regulation (Solvency 1) 2015/35], but with
the following changes:

(1) _the basic SCR referred to in [Articles 206(1) and (2) and 207(1) of the Commission
Delegated Reqgulation (Solvency ) 2015/35] is calculated in accordance with 16C to 16G;

(2)__[points (a) to (d) of Article 206(2) of the Commission Delegated Requlation (Solvency II)
2015/35] apply only to calculations with the standard formula;

(3) _for the purposes of [Article 206(2) of the Commission Delegated Regulation (Solvency 1)
2015/35] the capital requirements used in the calculation of the basic SCR that are
generated by the partial internal model must take into account the risk-mitigating effect
provided by future discretionary benefits of contracts of insurance;

(4) the capital requirement for operational risk referred to in [Article 207(1)(c) of the
Commission Delegated Requlation (Solvency 11) 2015/35] is calculated in accordance with

16B.2(2).
16C  PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 1

16C.1 The basic SCR must be equal to the sum of the capital requiréments for the units of the partial
internal model, the capital requirement derived by applying the standard formula for the basic
SCR only to the risks that are out of scope of the partialfinternal model and the capital
requirement for intangible asset risk as set out.ifv[Article 203 ef the Commission Delegated
Regulation (Solvency 1) 2015/35].

16D PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 2

16D.1 The basic SCR must be equal to the followings

BSCR = JZ Corrg;, - SCR; - SCR; + SERi
ij

where:

(1)__the sum coxers all possiblescombinations (i, j) of the aggregation list set out in 16D.2;

(2) Corry ;, denotes the correlation parameter for items i and j of the aggregation list;

(3) SCR; and SCR; denate the capital requirements for items i and j of the aggreqgation list,
respectively:;

(4) _SCR;,; denotes the capital requirement for intangible asset risk as set out in [Article 203 of
the Commission Delegated Requlation (Solvency II) 2015/35].

16D.2 The items on the aggregation list must meet the following requirements:

(1) they must cover each of the units of the partial internal model;

(2) they must include each of the following sub-modules of the standard formula excluding
those within the scope of the partial internal model:

(a)__the sub-modules of the non-life underwriting risk module set out in [Article 114(1) of
the Commission Delegated Requlation (Solvency II) 2015/35];

(b) the sub-modules of the life underwriting risk module set out in Solvency Capital
Requirement — Standard Formula 3.7 — 3.9;

(c) _the sub-modules of the health underwriting risk module set out in [Article 151(1) of the
Commission Delegated Requlation (Solvency 11) 2015/35]; and
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()

(d) the sub-modules of the market risk module set out in Solvency Capital Requirement —
Standard Formula 3.11;

they must include the counterparty default risk module of the standard formula unless it is

within the scope of the partial internal model.

However, where none of the sub-modules of a module of the standard formula are within the

scope of the partial internal model, the aggregation list must include that module instead of its

sub-modules.

16D.3 The correlation parameters referred to in 16D.1(2) must comply with the following

requirements:

(1)

for all items i and j from the aggregation list the correlation parameter Corr;; ;, must not be

2)

less than -1 and must not exceed 1;

for all items i and j from the aggregation list the correlation parameters Corr,; 5, and

()

Corr; ;, must be equal;

for all items i from the aggregation list the correlation parameter Corr,; ;; must be equal to

(4)

1

for any assignment of real numbers to the items of the ag@regation list the following must

(5)

hold:

Z Corr(i'j) "Xt Xj >0
ij

where:

(a) the sum covers all possible combinations (iyj) of the aggregation list; and

(b) x; and x; are the numbers assignhed to the items i and j, respectively, of the
aggregation list;

where the items i and j from theé aggregation list are modules of the standard formula, the

(6)

correlation parameter Corrg ;y must be equal to the correlation parameter of the standard
formula that is usedito aggregate those two modules;

where the items i'and.j from the aggregation list are sub-modules of the same module of

(1)

the standard formula, then the correlation parameter Corr,; ;, must be equal to the
correlation parameter of the standard formula that is used to aggregate those two sub-
modules;

for all items i and j from the aggregation list the correlation parameter Corr,; ;; must not be

less than Corrf}'3 and must not exceed Corr%, where Corr{}'d and Corrf}; are
appropriate lower and upper bounds selected by the firm.

A firm must choose the correlation parameters referred to in 16D.1(2) in such a way that no

other set of correlation parameters that meets the requirements set out in (1) to (7) results in a

higher basic SCR, calculated in accordance with 16D.1.

16E  PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 3

16E.1 The basic SCR must be equal to the following:

BSCR:\/ZSSZ-FZSS(O)IPC-F(UZPS)+P2+SCR|nt

ij

where:
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(1)

Sc denotes the capital requirement derived by applying the standard formula for the basic

(2)

SCR only to the risks not covered by the partial internal model;

w, denotes the first implied correlation parameter as set out in 16E.2;

()

P, denotes the capital requirement reflecting the risks that are both within the scope of the

(4)

standard formula and the scope of the patrtial internal model, generated by the patrtial
internal model;

w, denotes the second implied correlation parameter as set out in 16E.3;

(5)

Pc is the capital requirement reflecting the risks within the scope of the partial internal

(6)

model but not within the scope of the standard formula, generated by the partial internal
model;

Pdenotes the capital requirement reflecting the risks that are within the scope of the partial

(1)

internal model, generated by the partial internal model;

SCR;,: denotes the capital requirement for intangible asset risk as set out in [Article 203 of

the Commission Delegated Requlation (Solvency II) 2015/35].

16E.2 The first implied correlation parameter must be equal to the following:

w1

§?— 52— 2
d1+2'SS'SC

where:

(1)

S denotes the capital requirement calculated inithe same way as the basic SCR by means

(2)

of the standard formula, but where capital requirements for modules or sub-modules are
replaced by capital requirements for those modules or sub-modules that are generated by
the partial internal model, where possible;

S~ denotes the capital requirement detived by applying the standard formula for the basic

(3)

SCR only to the risks that are withimithe scope of the standard formula and the scope of
the partial internal model,but where!the capital requirements for the modules and sub-
modules are replaced by capital réquirements for those modules or sub-modules that are
generated by the partiabinternal model;

S< is defined astimd6E.1(1):

(4)

d, is equal to 1'where Sc or S are zero and equal to zero where S and S, are different

from zero.

16E.3 The second implied correlation parameter must be equal to the following:

1
Wy = Wy " W3 +E\[(1 — w1 - wd)

where w, is as defined in 16E.2 and w- is the third implied correlation parameter as set out in

16E.4.

16E.4 The third implied correlation parameter must be equal to the following:

w3

P2 — P2 —P?
d2+2'Ps'PC

where:

(1)

P, Pc and P, are as defined in 16E.1;

(2)

d, is equal to 1 where P. or P, are zero and equal to zero where Pc and P, are different

from zero.
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16F PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 4

16F.1 The basic SCR must be equal to the following:

n l k
BSCR = |P2 + 522 + z ZS] (Z Corr(i'j) : Pi + Z Corr(i_j) . Sl) + SCRint
j=k+1 i

i=1 i=l+1

where:

(1)

P denotes the capital requirement reflecting the risks that are within the scope of the

(2)

partial internal model, generated by the partial internal model;

Sc denotes the capital requirement derived by applying the standard formula for the basic

3)

SCR only to the risks not covered by the partial internal model;

k denotes the number of modules of the standard formula that are within the scope of the

(4)

partial internal model;

n denotes the number of modules of the standard formula;

(5)

[ denotes the number of modules of the standard formula for_.each of which the capital

(6)

requirement can be generated by the partial internal model;

Corr,; ; denotes the correlation parameter of the standard formula for the aggregation of

(1)

modules i and j;

P; denotes the capital requirement for the module i ef the standard formula, generated by

(8)

the partial internal model;

S; and S; denote the capital requirements for medules i and j of the standard formula,

(9)

respectively, which are calculated.n the $ollowing way:

(a) the module is generated. by the standard formula provided that the module does not
consist of sub-modules; and

(b) the module is calculatedrin‘aeccordance with 16F.2 provided that the module consists
of sub-modules;

SCR,,; denétésithe capital requirement for intangible asset risk as set out in [Article 203 of

the Commission Delegated Requlation (Solvency II) 2015/35].

16F.2 For all modules of the standard formula referred to in 16F.1(8)(b), the capital requirement of a

particular module must be generated by the formula set out in 16F.1, applying the following

specifications:

(1)

P denotes the capital requirement reflecting the risks of the sub-modules of that particular

(2)

module which are within the scope of the partial internal model, generated by the partial
internal model;

Sc denotes the capital requirement derived by applying that particular module only to the

(3)

risks not covered by the partial internal model;

k denotes the number of sub-modules of that particular module that are within the scope of

(4)

the partial internal model;

n denotes the number of sub-modules of that particular module;

(5)

[ denotes the number of sub-modules of that particular module for each of which the

capital requirement can be generated by the partial internal model;
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(6)

Corr,; ; denotes the correlation parameter of the standard formula for the aggregation of

()

sub-modules i and j of that particular module;

P; denotes the capital requirements for the sub-module i of that particular module,

(8)

generated by the partial internal model;

S; and S; denote the capital requirement for sub-modules i and j of that particular module,

(9)

respectively, which are calculated in the following way:

(a) the sub-module is generated by the standard formula provided that the sub-module
does not consist of other sub-modules; and

(b) the sub-module is calculated in accordance with 16F.3 provided that the sub-module
consists of other sub-modules;

SCR,,; must be set to zero.

16F.3 For all sub-modules of the standard formula referred to in 16F.2(8)(b), the capital requirement

of a particular sub-module must be generated by the formula set out in 16F.1, applying the

following specifications:

(1)

P denotes the capital requirement reflecting the risks of the sub-modules of that particular

(2)

sub-module which are within the scope of the partial internal. model, generated by the
partial internal model;

Sc denotes the capital requirement derived by applying.that.particular sub-module only to

(3)

the risks not covered by the partial internal‘model;

k denotes the number of sub-modules of that particular sub-module that are within the

(4)

scope of the partial internal model;

n denotes the number of sub-modules ofithat particular sub-module;

(5)

[ denotes the number of sub-modules ef that particular sub-module for each of which the

(6)

capital requirement can be generated by the partial internal model;

Corry; ;, denotes the correlation parameter of the standard formula for the aggregation of

(1)

sub-modules i and.j of that particular sub-module;

P; denoteséhescapital requirement for the sub-module i of that particular sub-module,

(8)

generated bythe partialinternal model;

S; and S; denote the capital requirements for sub-modules i and j of that particular sub-

(9)

module, respectively, which are calculated in the following way:

(a) _the sub-module is generated by the standard formula provided that the sub-module
does not consist of other sub-modules; and

(b) the sub-module is calculated in accordance with this paragraph provided that the sub-
module consists of other sub-modules;

SCR,,; must be set to zero.

16G PARTIAL INTERNAL MODEL INTEGRATION TECHNIQUE 5

16G.1The basic SCR must be equal to the following:

n k
2P
BSCR = |P2 + SZZ + Z Z Corr(i‘j) . Si . S] + SCRint

\/Z{'(:l Z?:l Corr(i_j) ' Si ' S] Jj=k+1i=1

where:
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(1) P,Sc, k,n, Corr,; 5 and SCR,,, are defined as in 16F.1;

(2)_S; and S; denote the capital requirements for modules i and j, respectively of the standard
formula which are calculated in the following way:

(a) the module is generated by the standard formula provided that the module does not
consist of sub-modules;

(b) _the module is calculated in accordance with 16G.2 provided that the module consists
of sub-modules.

16G.2 For all modules of the standard formula referred to in 16G.1(2)(b), the capital requirement of a
particular module must be generated by the formula set out in 16G.1, applying the following
specifications:

(1) P ,S¢, k,n, Corr,;» and SCR,,, are defined as in 16F.2;

(2)_S; and S; denote the capital requirement for sub-modules i and j of that particular module,
respectively, which are calculated in the following way:

(a) the sub-module is generated by the standard formuladprovided that the sub-module
does not consist of other sub-modules; and

(b) the sub-module is calculated in accordance with 16G.3 provided that the sub-module
consists of other sub-modules.

16G.3 For all modules of the standard formula referredito inn16G.2(2)(b), the capital requirement of a
particular module must be generated by the formula setiout in'16G.1, applying the following
specifications:

(1) P, Ss. k,n, Corry; and SCRy,, are defined as inl16F.3;

(2)_S; and S; denote the capital requirements for sub-modules i and j of that particular module,
respectively, which are calculatediin the.following way:

(a) _the sub-module is generateéd by the standard formula provided that the sub-module
does not consist of other sub=modules; and

(b) the sub-module.is calculated in accordance with this paragraph provided that the sub-
module consists of.other sub-modules.
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Annex G

Amendments to the Technical Provisions Part

In this Annex deleted text is struck through.

1 APPLICATION AND DEFINITIONS

1.2 In this Part, the following definition shall apply:
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Annex H
Transitional Measure on Technical Provisions Part
In this Annex the text is all new and is not underlined.
Part
TRANSITIONAL MEASURE ON TECHNICAL PROVISIONS

Chapter Content
1. APPLICATION AND DEFINITIONS

2. TMTP PERMISSION

3. REPORTING

4. PRELIMINARY CALCULATION OF TMTP METHOD ITEMS
5. TMTP CALCULATION

6. TRANSFERS OF INSURANCE BUSINESS

7. PHASING-IN PLAN
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1 APPLICATION AND DEFINITIONS
1.1 This Part applies to:
(1) a UK Solvency Il firm;
(2) the Society, in accordance with Insurance General Application 3; and
(3) managing agents, in accordance with Insurance General Application 3.
1.2 In this Part, the following definitions shall apply:

base TMTP
is the figure calculated in accordance with 4.2(2).
dynamic portion

means the amount (which may be negative) of the best estimate for any dynamic
insurance and reinsurance obligations less any amounts recoverable from reinsurance
contracts and special purpose vehicles in respect of those obligations.

dynamic insurance and reinsurance obligations

means the qualifying insurance and reinsurance obligations,designated by the firm in
accordance with 4.2(1) and 6.1(1).

INSPRU 7

means the rules and guidance known asfINSPRU 7 (individual capital assessment) in the
PRA'’s Prudential Sourcebook for Insurersias at'31 December 2015, made or treated as
having been made by the PRA on 7 March 2013 under FSMA and the Financial Services
Act 2012 (Transitional Provisions) (Rules ahd Miscellaneous Provisions) Order 2013.

MA-eligible insurance and reinsurance obligations

means the qualifying insurance andireinsurance obligations for which the technical
provisions are calculated.in accordance with Technical Provisions 2.5(1) and which comply
with [Matching Adjustment,2.2(1)to 2.2(4), 2.3 and 2.4] for a particular firm. For the
purpose of this definition{ references to relevant portfolio of insurance or reinsurance
obligationsgn,the Matehing"Adjustment Part are to be treated as references to qualifying
insurance andyreinsurance obligations.

non-dynamic portion
means the amount that is the sum of:

(1) the amount (which may be negative) of the best estimate for any qualifying insurance
and reinsurance obligations for which the technical provisions are calculated in
accordance with Technical Provisions 2.5(1) other than any dynamic insurance and
reinsurance obligations; and

(2) the amount of any of the firm’s technical provisions to which the TMTP Permission
relates calculated in accordance with Technical Provisions 2.5(2),

in both cases less any amounts recoverable from reinsurance contracts and special
purpose vehicles in respect of those obligations.

qualifying insurance and reinsurance obligations

means insurance and reinsurance obligations for which the technical provisions are
subject to a TMTP Permission.
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qualifying reinsurance contract
means a proportional reinsurance contract between two UK Solvency Il firms:

(1) which transfers to the reinsurer a 100% share of the ceding firm’s risk under the
reinsured contracts of insurance;

(2) where the ceding firm has TMTP Permission in relation to the technical provisions for
its insurance and reinsurance obligations under the contracts of insurance referred to
in (1); and

(3) which is legally binding and enforceable in all relevant jurisdictions.

risk margin portion
means, in relation to a firm’s technical provisions calculated in accordance with Technical
Provisions 2.5(1) to which a TMTP Permission relates, the amount of the risk margin.

TMTP method

means the method set out in 5.1 for calculating the amount of TMTP, as updated following
any transfer event in accordance with the requirements set out in 6.

transfer event
means:

(1) atransfer of qualifying insurance and reinsurance obligations;
(2) the transfer of risk under a qualifying reinsurance centract;

(3) an amendment to a qualifying reinsurance,contract that results in a change to the
volume of the risks ceded to the reinsurer under'such qualifying reinsurance contract;
or

(4) the cancellation, expiration, termination, or commutation of a qualifying reinsurance
contract.

2 TMTP PERMISSION
2.1  Afirm may apply TMTP only:
(1) ifithas a TMTP Permission; and
(2) to the extent ef itSIRMTP, Permission.

2.2 Afirm that has a TMTR Permission must not apply the risk-free interest rate transitional
measure.

2.3 Afirm must not apply TMTP after 1 January 2032.

2.4  Afirm may apply TMTP only to technical provisions for such of its insurance and reinsurance
obligations that are the firm’s qualifying insurance and reinsurance obligations on the 31
December 2024 or are such obligations assumed by the firm after 31 December 2024 as a
result of a transfer event.

2.5 Afirm must calculate TMTP using the TMTP method.

3 REPORTING

3.1 Afirm must as part of its SFCR publicly disclose that it applies TMTP and the quantification of
the impact of not applying TMTP on its financial position.

4 PRELIMINARY CALCULATION OF TMTP METHOD ITEMS

4.1 Chapter 4 has effect for determining:
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4.2

(1) where a firm elects to calculate a dynamic portion, the dynamic insurance and reinsurance
obligations; and

(2) thevalues of ‘Zx', 'Zs’ and ‘Co’ in the TMTP method.

When applying the TMTP method for the first time, a firm must perform the following steps in
seqguence.

(1) Ifit so elects, designate specific MA-eligible insurance and reinsurance obligations in
respect of which the dynamic portion will be calculated.

(2) Calculate the base TMTP so that it satisfies:
N
0<To < (Xn— YW1 — )

where:
To= base TMTP;

Xn = the amount of the firm’s technical provisions to which the TMTP Permission relates,
as calculated as at 31 December 2024, less amounts recoverable (if any) from
reinsurance contracts and special purpose vehicles. Where a matching adjustment
or volatility adjustment is applied to those technicalsprovisions, the amount of the
firm’s technical provisions must take into account the/matching adjustment or
volatility adjustment, as calculated as at 31 December 2024;

Yn = an amount equal to the amount of the firm’s technical provisions to which the TMTP
Permission relates, calculated as at 31" December 2024 in accordance with INSPRU
7, applied as at 31 December 2024, less amounts recoverable (if any) from
reinsurance contracts; and

N = represents the years from 2016 to 2032. N takes integer values from 0 to 16, so that
2016 is year 0, 2017 is year 1, 2018 is year 2, and continuing until 2032 which is
year 16.

(3) Express the base TMTP as:
base TMTP = (Ay + By + Cyp)
where:
Ao = the amount of the base TMTP attributable to the risk margin portion;
Bo = the amount of the base TMTP attributable to the dynamic portion; and
Co = the amount of the base TMTP attributable to the non-dynamic portion.
(4) Calculate ‘Za’ as follows:
A,
DO
where:
Ao= ‘Ao as defined in 4.2(3); and
Do = the amount of the risk margin portion calculated as at 31 December 2024.

(5) Calculate ‘Zg’ as follows:
By
Eg

where:
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Bo = ‘Bo’ as defined in 4.2(3); and

Eo = the amount of the dynamic portion calculated as at 31 December 2024.

5 TMTP CALCULATION

5.1 A firm must calculate its TMTP, so that TMTP satisfies:

0<T.<(A.+B,+C.—W,)

where:

Tr = the amount of TMTP as at the final day of the relevant reporting period;

Ar = the amount of TMTP attributable to the risk margin portion, which is determined by
multiplying ‘Za’” as calculated in 4.2(4) with the risk margin portion, calculated as at the final
day of the relevant reporting period;

Br = the amount of TMTP attributable to the dynamic portion, which is determined by
multiplying ‘Zs’ as calculated in 4.2(5) with the dynamic portion, calculated as at the final
day of the relevant reporting period;

Cr = ‘Co’ as calculated in 4.2(3), multiplied by (1-M/7);

M =
(@) on 31 December 2024, 0; or
(b) after 31 December 2024, represents.the days elapsed since 1 January 2025 and

must be calculated at least on the final.day, of @ach year-end reporting period and on
the 1 January 2032 as follows:
X
365
where:
X = the number of days'since 1 January 2025 not including 29 February 2028, so
that 1 January 2025 is 0;@and

W: =an amount calculated in‘accordance with 5.2, to increase the rate of run-off of TMTP.

5.2  For the purpose of calculating the value of ‘W’ referred to in 5.1, a firm must, on the same day
on which the value of,'M’ used in the TMTP method is updated and following any transfer event
in accordance with 6.1(8), calculate a new value for ‘W’ as follows:

(A; +B; —Wq)
—_—+ W,
a-m

where:

A7 = the projected risk margin portion as at 1 January 2032, multiplied by ‘Zx»’;

B7 = the projected dynamic portion as at 1 January 2032, multiplied by ‘Zg’;

M = the value of ‘M’ in the TMTP method for the same reporting period; and

Wq = the value of ‘W, if any, as at the final day of the previous reporting period.

6 TRANSFERS OF INSURANCE BUSINESS

6.1  Within two months of the effective date of any transfer event, a firm must:

(1) where a firm so elects, update its dynamic insurance and reinsurance obligations by
designating specific qualifying insurance and reinsurance obligations assumed by the firm
as a result of the transfer event that are MA-eligible insurance and reinsurance obligations;
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6.2

6.3

6.4

6.5

(2) update the values of ‘Zx’, ‘Zg’ and ‘Co’ used in 5 to reflect any change in the firm’s
qualifying insurance and reinsurance obligations; and

(3) calculate ‘WY’ as at the effective date of the transfer event using the updated values
derived from the steps taken in (1) and (2).

The updates under 6.1(1) and (2) must not result in any increase in the aggregate amount of
TMTP claimed by the firms that are parties to the transfer event, such that:

(1) where the firm’s technical provisions increase as a result of the transfer event, the positive
difference calculated in accordance with 6.3(3) must be no greater than the amount of
TMTP that applied to the qualifying insurance and reinsurance obligations covered by such
transfer event immediately prior to its effective date; or

(2) where the firm’s technical provisions decrease as a result of the transfer event, the positive
difference calculated in accordance with 6.3(3) must be no less than the amount of TMTP
that applied to the qualifying insurance and reinsurance obligations covered by such
transfer event immediately prior to its effective date.

For the purpose of calculating the positive difference referred to.in 6.2, a firm must perform the
following steps in sequence.

(1) Calculate the output of the TMTP method as at immediatélyaprionto the transfer event.

(2) Calculate the output of the TMTP method as at the effective date-of the transfer event
using any updated value derived from 6.1(1) to calculate the.dynamic portion, and using
the values derived from the steps in 6.1(2) and (3):

(3) Find the positive difference between the gutputs ealculated under 6.3(1) and (2).

A firm must use the same value for ‘M’ in each of the,calculations referred to in 6.1(3) and
6.3(1) and (2).

A firm must submit to the PRA an explanation of any update to the dynamic insurance and
reinsurance obligations in accordance with, 6.1(1), the methods used to update ‘Za’, ‘Zs’ and ‘Co¢’
in accordance with 6.1(2) andithe calculations referred to in 6.3 as soon as possible and in any
case no later than three manthsffollowing the transfer event.

PHASING-IN PLAN

7.1

7.2

7.3

7.4

A firm with TMTP Permission must:

(1) immediately informthe PRA as soon as it observes that the SCR would no longer be
complied with without the application of TMTP;

(2) take the measures necessary to achieve compliance with the SCR by 1 January 2032; and

(3) within two months from the observation referred to in (1), submit a phasing-in plan to the
PRA.

A firm’s phasing-in plan must set out the planned measures to establish the level of eligible own
funds covering the SCR or reduce its risk profile to ensure compliance with the SCR by 1
January 2032.

A firm that updates its phasing-in plan must submit the updated phasing-in plan to the PRA
within two months of updating its phasing-in plan.

A firm that is required to submit a phasing-in plan in accordance with 7.1(3) must submit
annually a report to the PRA setting out the measures taken and progress made to comply with
the SCR by 1 January 2032.
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Annex |
Amendments to the Transitional Measures Part
In this Annex new text is underlined and deleted text is struck through.
Part
TRANSITIONAL MEASURES

Chapter Content

11. TECHNICAL PROVISIONS [DELETED]

A\
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1 APPLICATION AND DEFINITIONS
1.2 Inthis Part, the following definitions shall apply:
10 RISK-FREE INTEREST RATES
105 ...
(2) not apply the technical-provisions-transitionalmeasureTMTP; and
11 TECHNICAL PROVISIONS [DELETED]
11.1 Afirm-may-onhys

" | i leduction . hnical il
2 I I : tionald [
ifHt-hasreceived-approval-to-de-so-by the PRA:[Deleted]

12

PHASING-IN PLAN

121

12.3

A firm with approval to use the risk-free interest rate transitional measure erthe-technical

provisions-transiionalmeasure-must:

(1)

(@)
3)

immediately inform the PRA as soon as it observes that the SCR wouldis no longer_be

complied with without application of the risk-free interest rate transitional measure-erthe
hoi . i .

take the measures necessary to achieve compliance with the SCR by 1 January 2032; and

within two months from the observation referred to in (1)efren-compliance-with-the SCR

jti , Submit a phasing-in plan to the PRA.

A firm that updates its phasing-in plan must submit the updated phasing-in plan to the
PRA _within two months of updating its phasing-in plan.

Page 52 of 82



These are near-final rules, published with PS2/24

12.4 A firm with approval to use the risk-free interest rate transitional measure oerthe-technical

provisions-transitionalmeasure-and that is required to submit a phasing-in plan in accordance

with subject-to-thereguirementin-12.1(3) must submit annually a report to the PRA setting out
the measures taken and progress made to ensure compliance with the SCR by 1 January

2032.

\
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Annex J

Amendments to the Conditions Governing Business Part

In this Annex new text is underlined and deleted text is struck through.

1 APPLICATION AND DEFINITIONS

1.2 In this Part, the following definitions shall apply:

3 RISK MANAGEMENT

3.7 Afirm that has received internal-meodelapprovalinternal model permission must ensure that its
risk-management function covers the following additional tasks:

3.8

(4) Where a firm applies the matching adjustment;, the volatility adjustment, the risk-free

interest rate transitional measure orghe TMTPteehnical-provisions-transitional-measure, it

must perform the assessment of compliance with the capital requirements referred to in
3.8(2)(b) with and without taking‘into account those adjustments and transitional
measures.
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Annex K

Amendments to the Third Country Branches Part

In this Annex new text is underlined and deleted text is struck through.

Part

THIRD COUNTRY BRANCHES

Chapter content

4. SOLVENCY CAPITAL REQUIREMENT AND MINIMUM CAPITAL REQUIREMENT
[DELETED]

6. TFECHNICAL-PROVISIONS_ FOR INSURANCE AND REINSURANCE OBLIGATIONS-AND
OWN-FUNDBS

14. TRANSITIONAL MEASURES |[DELETED]

Page 55 of 82



These are near-final rules, published with PS2/24

1 APPLICATION AND DEFINITIONS

1.2 Inthis Part, the following definitions shall apply:

3.1

3.3 A third country braneh undertaking (except a third country branch undertaking that has a third
country pure reinsuranee branch) must hold on deposit as security in the UK with a CRD credit

institution assets of an amount equal to at least:-enre-guarter-of-the-absolute-floorof
| : L ~apital .

(1) £600,000 for a third country insurance branch whose insurance business is limited to
general insurance business, except in the case where all or some of the general insurance
business classes 10 to 15 are covered, in which case the amount must be at least
£875,000;

(2) £875,000 for a third country insurance branch whose insurance business is limited to long-
term insurance business; or

(3)__the sum of the amounts set out in (1) and (2) for a third country insurance branch that is
a composite third country branch.
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4 SOLVENCY CAPITAL REQUIREMENT AND MINIMUM CAPITAL REQUIREMENT
[DELETED]
4.1  Athird-country-branch-undertaking-must:
(B)—caleulate-a-branch-SCR;-and
{2)—cover-the branch-SCR-with-eligible-own-funds:[Deleted
4.2  Adthird-country-branch-underaking-must:
{1)—calculate-a-branch-MCR:-and
{2)—coverthe branch-MCRwith-eligible-own-funds:[Deleted]
4.3 i t
5 CONTENTS OF THE BRANCH SCHEME OF OPERATIONS
5.1 The branch scheme of operations must set out the following:

-[deleted

(4)

()

(8) for the first threesfinancial years:

(b) estimates,of thefinancial resources intended to cover branch-technical-provisions;
branch-MCR-and-braneh-SCRthe provisions referred to in 6.1;

6 FECHNICAL-PROVISIONS_FOR INSURANCE AND REINSURANCE OBLIGATIONS-AND
OWNFUNDS

6.1  Athird country branch undertaking must establish adequate branch-technical
provisiensprovisions to cover the insurance and reinsurance obligations assumed by the third
country branch undertaking in the UK, calculated in accordance with 6.1A to 6.1D.

6.1A A third country branch undertaking must calculate the provisions referred to in 6.1:

(1) such that the calculation makes use of and is consistent with information provided by the
financial markets and generally available data on underwriting risks (market consistency);

(2) in a prudent, reliable and objective manner;

(3) _taking into account the principles set out in Valuation 2; and
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6.1B

(4) in accordance with:

(a) 6.1Bto 6.1E;

(b) Technical Provisions 9 to 12; and

(c) Technical Provisions 14,

where a reference to ‘technical provisions’ is to be interpreted as the provisions referred to
in6.1.

The insurance and reinsurance obligations referred to in 6.1 must be calculated using the

6.1C

branch best estimate unless 6.1D applies, in which case they must be calculated in accordance
with 6.1D.

The branch best estimate must be calculated in accordance with:

(1) Technical Provisions 3; and

(2) Technical Provisions 5 to 8,

where a reference to ‘best estimate’ is to be interpreted as branch best estimate.

. Where:

()]
=
m

6.4

6.5

(1) future cash-flows associated with insurance or reinsurance obligations can be replicated
reliably; and

(2) __that replication is provided using financial instruments: and

(3)__those financial instruments have a reliable market value which is observable,

then the value of those future cash-flows must be determined on the basis of the market value
of those financial instruments.

(1) A third country branch undertaking must ensure that the branch best estimate, and the
assumptions underlying_ the cal¢ulation of the branch best estimate, are reqularly
compared against experience.

(2) _Where the comparisen in:(1).identifies that a systematic deviation exists between the
branch best estimate calculations and experience, the third country branch undertaking
must make appropriate adjustments to the actuarial methods being used and/or the
assumptions beingumade to ensure that the branch best estimate is calculated in
accordance with 6.1A to 6.1C.

A third country branch undertaking must value assets and liabilities_(other than the insurance
and reinsurance obligations referred to in 6.1) in accordance with the Valuation Part-of

firm:[Deleted]

[Note: Art. 165;-Art—166(1)(2)and{3)and-Art—167(1) of the Solvency Il Directive]
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7 CONDITIONS GOVERNING BUSINESS

7.1  Athird country branch undertaking must fulfil the following requirements in the Conditions
Governing Business Part-ef-the PRA-Ruleboek, as modified by 7.2,+3-and-74t0 7.6:

(2) Conditions Governing Business 2.2 to 2.6;-and

(3) Conditions Governing Business 3-te-7 (other than 3.3, 3.8(2)(b)(i), 3.8(2)(c), 3.8(4) and
3.8(5)); and

(4) _Conditions Governing Business 4 to 7.

7.2

(1) A-reference-to-SCR™is-to-be-interpreted-as-areference-to-the-branch-SCR-[Deleted]
(2) Avreferenceto"MCR”isto-be-interpreted-as-areference-to:[Deleted)

(a)—{deleted}

(b)—{deleted}

(e)—the branch MCR.

(3) A reference to “‘technical provisions’” is to be interpreted as a reference to:

(c) the branch-technicalprovisionsprovisionSieferred to'in 6.1.

()

(6) A reference to ‘best estimate’ is to be interpreted as ‘branch best estimate’.

(1) In ConditionsiGeverning Business 1.2, the reference to ‘UK Solvency I firm’ in the
definition of ‘concentration risk’ is to be interpreted as ‘third country branch undertaking’.

(2) _In Conditions Governing Business 3.1(2)(b), reference to:

(a) _‘to be included in the calculation of the SCR as’; and

(b) _‘in the calculation thereof’,

is to be disregarded.

(3) _In Conditions Governing Business 3.2, reference to ‘and eligible own funds’ is to be
disregarded.

(4) In Conditions Governing Business 3.6, reference to ‘and the SCR’ is to be disregarded.

(5) In Conditions Governing Business 3.8(2)(b)(ii) a reference to ‘Technical Provisions’ is to be
interpreted as ‘Third Country Branches 6’.

(6) In Conditions Governing Business 6.1(1)(i), reference to ‘the risk modelling underlying the
calculation of the SCR and MCR’ is to be disregarded.

7.6 In Conditions Governing Business 2.2(3)(b), the reference to ‘Conditions Governing Business 3
to 7’ is to be interpreted with reference to 7.1(3) and the modifications set out in 7.2 and 7.5.
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7.7 A firm must submit the assessments referred to in Conditions Governing Business 3.2 (as
modified by 7.2 to 7.6) as part of the information reported annually in accordance
with Reporting 2.

9 REPORTING

9.1 A third country branch undertaking must fulfil the_applicable requirements laid down in the
Reporting Part2:1-t0-2.5;-as-medified-by-9-2.
9.2 i i i

10 THIRD COUNTRY BRANCH UNDERTAKINGS IN DIFFICULTY

10.1 A third country branch undertaking must fulfil the requirements laid down in Undertakings in

Difficulty 2-to-5-as-modified-by-10-2.

10.2

11 SEPARATION OF LONG-TERM BUSINESS AND GENERAL BUSINESS

111

(1) A third country insurance undertakingthat has a composite third country branch must fulfil
the requirements laid down_in Composites 2 to-4and 3, as modified by 11.2.

11.2

()

3)

(4) The reference to ‘technical provisions’ in Composites 3.3 is to be interpreted as a
reference to the provisions in 6.1.

Neter-Art—169-of-the Solveney-H-Directive]

14  TRANSITIONAL MEASURES [DELETED
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(4)—Transitional-Measures-4-to-7-and
{5)—Transitional-Measures-10-to-12.[Deleted

14.2 TFhe-modificationsreferredto-in14-1 are:

{4—any-othernecessary-modification-[Deleted
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Annex L

Amendments to the Insurance — Supervised Run Off Part

In this Annex new text is underlined and deleted text is struck through.

Part

INSURANCE - SUPERVISED RUN--OFF

Chapter content

5.  THIRD COUNTRY BRANCHES [DELETED
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1 APPLICATION AND DEFINITIONS

1.2 Inthis Part, the following definitions shall apply:

material transaction

means a transaction (when aggregated with any similar transactions) in which:

exceeds:

(@) inthe case of a firm which carries on long-term insurance business, but
not general insurance business, the sum of €20;000£18,000 and 5% of
the firm's liabilities arising from its long-term insurance business, excluding linked
long-term liabilities and net of reinsurance ceded;-ef

(b) inthe case of a firm which carries on general insurance business, but not long-
term insurance business, the sum of €206,000£18,000 and 5% of
the firm's liabilities arising from its general insurancesbusiness, net
of reinsurance ceded; or

(c) inthe case of a firm which carries on both long-term‘insurance
business and general insurance business:

() where the transaction igyin’ connection with the firm's long-term insurance
business, the sum of €20,0608£18,000 and 5% of
the firm's liabilities arising frontits long-term insurance business,
excluding linked long-term liabilities and net of reinsurance ceded; and

(i) in all other cases;, the sum of €20,000£18,000 and 5% of
the firm's liabilities arising from its general insurance business, net
of reinsurance cededs;

3 CONTENT OF SCHEME OF OPERATIONS

3.1 In accordance withy3.2, a seheme-of operatiohsscheme of operations must:

(1) describe the firm's run-off strategy;

(2) include a description of the business underwritten by the firm;

(3) inthe case of third country branch undertakings, include financial projections (including
appropriate scenarios and stress-tests) as follows:

(a) aforecast summary profit and loss account in accordance with 3.3;_and

(b) aforecast summary balance sheet in accordance with 3.4;-and

(c) forecastMCR-and-SCR-atthe-end-ofeach-financial-yearorpart-financial
year;[deleted]

3.2  The information required by 3.1 must:

(1) inthe case of third country branch undertakings, reflect the nature and content of the rules
relating to-eligible-own-funds the valuation of assets and liabilities applicable to a firm;
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3.4 The forecast summary balance sheet referred to in 3.1(3)(b) must contain the following
information:

(7) technicalprovisionsthe provisions referred to in Third Country Branches 6.1, gross and net
of reinsurance analysed by accounting class of insurance business and separately
identifying the provision for linked long-term liabilities, unearned premiums, unexpired risks
and equalisation; and

5 THIRD COUNTRY BRANCHES [DELETED]
5.1 TFhis-Chapter-applies-to-third-country-branch-undertakings:[Deleted]
5.2 ic P Afarancao tn “ D” “\MODR” “ . " .- ” -

accordance-with-Third-Country Branches-10.2(1) - to(3)-[Deleted
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Annex M

Amendments to the Run-off Operations Part
In this Annex new text is underlined and deleted text is struck through.

1 APPLICATION AND DEFINITIONS

1.2 In this Part, the following definitions shall apply:
material transaction

means a transaction (when aggregated with any similar transactions) in which:

exceeds:

(@) inthe case of a firm which carries on long-term insurance business, but not
general insurance business, the sum of €20,000£18,000 and 5% of the firm's
liabilities arising from its long-term insurance business, excluding linked long-
term liabilities and net of reinsurance ceded;-e¢

(b) inthe case of a firm which carries on general inSurancebusiness, but not long-
term insurance business, the sum of €20,000£18,000,and 5% of the firm's
liabilities arising from its general insurance,business, net of reinsurance ceded,;
or

(c) inthe case of a firm which carries onybothilong-term insurance business and
general insurance business:

() where the transaction is in connection with the firm's long-term insurance
business, the sum’of €208,000£18,000 and 5% of the firm's liabilities
arising from its long-term insurance business, excluding linked long-term
liabilities andnét of reinsurance ceded; and

(i) in all other ‘cases, the sum of €26;000£18,000 and 5% of the firm's
liabilities arising from its general insurance business, net of reinsurance
ceded.

3 CONTENT OF A'SCHEME'OF OPERATIONS

3.1 In accordance with 3.2,"a scheme of operations must:

(3) include financial projections (including appropriate scenarios and stress-tests) as follows:
(a) aforecast summary profit and loss account in accordance with 3.3;
(b) aforecast summary balance sheet in accordance with 3.4; and

(c) for afirm other than a third country branch undertaking, forecast MCR and SCR at the
end of each financial year or part financial year;

3.2 The information required by 3.1 must:

(1) for afirm other than a third country branch undertaking, reflect the nature and content of
the rules relating to eligible own funds applicable to a firm;

(1A) for a third country branch undertaking, reflect the nature and content of the rules relating to
the valuation of assets and liabilities applicable to a third country branch undertaking;
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5 THIRD COUNTRY BRANCHES
5.1 This Chapter applies to third country branch undertakings.
5.2

In this Part, reference to “*SCRZ"MCR”and“'technical provisions’” is to be interpreted in

accordance-with-Third-Country Branches-10.2(1)-to{3)as a reference to the provisions referred
to in Third Country Branches 6.1.

\
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Annex N

Amendments to the Group Supervision Part

In this Annex, new text is underlined and deleted text is struck through.

Part

GROUP SUPERVISION

Chapter content

8A.

GROUP SOLVENCY: PROPORTIONAL SHARES

CLASSIFICATION OF OWN-FUND ITEMS OF RELATED SOLVENCY Il UNDERTAKINGS

8B.

AT GROUP LEVEL

CLASSIFICATION OF OWN-FUND ITEMS OF RELATED THIRD COUNTRY INSURANCE

8C.

UNDERTAKING OR THIRD COUNTRY REINSURANCE UNDERTAKINGS AT GROUP
LEVEL

CLASSIFICATION OF OWN-FUND ITEMS OF INSURANCE HOLDING COMPANIES,

8D.

MIXED FINANCIAL HOLDING COMPANIES: AND ANCIBLARY SERVICES
UNDERTAKINGS AT GROUP LEVEL

OWN FUNDS ITEMS FREE FROM ENCUMBRANCES

8E.

CLASSIFICATION OF OWN-FUND ITEMS OF RESIDUAL RELATED UNDERTAKINGS
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1

APPLICATION AND DEFINITIONS

1.2

In this Part, the following definitions shall apply:

consolidated group SCR

means the group SCR of a group based on consolidated data calculated in accordance
with 11.2.

group internal model

means an internal model used to calculate the consolidated group SCR, as well as the
SCR of Solvency |l undertakings in the group.

group supervisor

means (in relation to a group) the authority designated as‘group supervisor in relation to
that group, being the PRA or the Gibraltar Financial Services‘@ommission, as the case
maybe_' otdance\with olvency A implementing-measy implementing-Att

investment firm

has the meaning given in section 424A of ESMA.
method-1

WWM}MG%WW}W—WW j i 0 O
method-2

WWW}W. j j L

Part 9C rules
has the meaning diven in section 143F(1) of FSMA.

third country

means a territory or country other than the United Kingdom or Gibraltar.

third-country insurance undertaking
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means an undertaking, other than a Gibraltarian insurance undertaking, that has its head
office outside the UK and if its head office were situated in the UK would:

(1) need Part 4A permission; and

(2) satisfy the conditions set out in Insurance General Application 2.2.

third country reinsurance undertaking

means an undertaking other than a Gibraltarian insurance undertaking that pursues only
the business of reinsurance and has its head office outside of the UK and if its head office
were situated in the UK would:

(1) _need Part 4A permission; and

(2) _satisfy the conditions set out in Insurance General Application 2.2.

CASES OF APPLICATION AND SCOPE OF GROUP SUPERVISION

2.3

Where the PRA as-group-supervisor-has grante a waiver or.where a supervisory

authority which is the group supervisor has decided;, in‘accordance with Solvency || EEA
implementing measures implementing Article 214 of the Solvency Il Directive, not to include
an undertaking in the group supervision referred tolin 2.1:

LEVELS

3.2

If the PRA is not the group supervisor and makes a decision to undertake group supervision at

national level in-accordance-with-Regulation-13-of-the-Selveney-2
Regbuanen&then 4.10 19 apply Wlth any necessary changes subject to therelevant

teuewngrqroup supervision of the ultlmate parent undertaklnq at national Ievel belnq restricted
to those remaining rules of 4 to 19 if the firm is granted a waiver of such other sections as
would otherwise apply to a group.

pe#m&&en%e%ubjeepanyﬁabamaw—undeﬁakmgsm—m&gmup%%%ldeleted
GROUP SOLVENCY: GENERAL PROVISIONS

4.5

Special purpose vehicles, to which the participating undertaking or one of its subsidiaries has

transferred risk shall be excluded from the calculation of group solvency in any of the following
situations:
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(1) inthe case of a UK ISPV, it complies with the requirements set out in [Articles 318 to 327
of the Commission Delegated Regulation (Solvency 1) 2015/35]; and

(2) _in the case of a special purpose vehicle in Gibraltar or a third country, it is regulated by a
supervisory authority in Gibraltar or a third country, and complies with requirements
equivalent to those set out in [Articles 318 to 327 of the Commission Delegated Regulation
(Solvency II) 2015/35].

For the purposes of this rule, [Articles 318 to 327 of the Commission Delegated Requlation
(Solvency 1) 2015/35] shall apply at the level of the group.

5 GROUP SOLVENCY: FREQUENCY OF CALCULATIONS
5.2 The relevant data for, and the results of, the calculations referred to in 4.1 and 4.2 must be
submitted to the group supervisor by:
(1) the participating Solvency Il undertakings referred to in 4.1, or by any one of them, in the
case of the calculations referred to in 4.1; or
(2) the UK holding company 0
the%eNeney—H—D#eetwe in the case of the calculatrons referred toin 4 2.
8 GROUP SOLVENCY: PROPORTIONAL SHARES
8.1 The calculation of the solvency of a groupymustitake account of the proportional share held by
the participating undertaking in its relatéd undertakings.
[Note: Art. 221(1) of the Solvency Il Directive]
8.2  For the purposes of 8.1, the proportional share must comprise either of the following, subject
to 8.3:
(1) where method 1 is'used, the percentages used for the establishment of the consolidated
accounts; or
(2) where method 2is used, the proportion of the subscribed capital that is held, directly or
indirectly, by the participating undertaking.
[Note: Art. 221(1) of the Solvency |l Directive]
8.3  Notwithstanding 8.2:

(1) where the related undertaking is a subsidiary undertaking and does not have
sufficient eligible own funds to cover its SCR, the total solvency deficit of the subsidiary

undertaklng must be taken into account—(er—a—preperﬂer%ksh&reef—that—seh;eney—deﬂeﬁ—#

(@)

Pirective-where any of the following applies:
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(a) _if there are no capital ties between any of the undertakings in the group, an
undertaking in the group must be treated as if it is a participating undertaking that
holds a proportional share of 100% of each other undertaking in the group for the

purposes of 8.1;
(b) if a participating undertaking has a participation in another undertaking because it

effectively exercises a significant influence over that undertaking, the proportional
share that must be taken account for the purposes of 8.1 must be 100%; or

(c)__if a participating undertaking is a parent undertaking of another undertaking because
it effectively exercises a dominant influence over that undertaking, the proportional
share that must be taken account for the purposes of 8.1 must be 100%.

[Note: Art. 221(2) of the Solvency Il Directive]

8A

CLASSIFICATION OF OWN-FUND ITEMS OF RELATED SOLVENCY Il UNDERTAKINGS

AT GROUP LEVEL

8A.1

Where an own funds item has been classified into one of the three tiers based on the criteria

8A.2

set out in [Title I, Chapter IV, Section 2 of the Commission Delegated Regulation (Solvency 1)
2015/35] by a related Solvency Il undertaking that is included in thexcalculation of the group
solvency, the own funds item shall be classified in the sameier at.group level provided that all
of the following additional requirements are met:

(1) __the Solvency Il undertaking complies with the reguirements'set out in [Articles 71, 73 and
77 of the Commission Delegated Requlation (Solvency 11):2015/35]; and

(2) the own funds item is free from encumbrances and. is not connected with any other
transaction, which when considered with the own funds item, could result in that own funds
item not satisfying the requirements set eut in Own Funds 3.1 to 3.3 at group level.

For the purposes of point (1) of 8A.ds

8A.3

(1) the term ‘Solvency Capital Requirement’ in [Articles 71, 73 and 77 of the Commission
Delegated Regulation (Solvency l)2015/35] shall mean both the SCR of the related
undertaking that'has issued the own funds item and the group SCR;

(2)_the term ‘Minimum Capital'Requirement’ in [Articles 71, 73 and 77 of the Commission
Delegated Regulationi(Selvency I) 2015/35] shall mean both the MCR of the undertaking
that has issued‘the own funds item and one of the following minimums:

(a) where method 1 is used, the minimum for the group SCR as calculated in accordance

with 11.3(2), or

(b) where a combination of method 1 and method 2 is used, the minimum determined in
accordance with 10.7.

[For the purposes of this Chapter, the term ‘insurance or reinsurance undertaking’ in [Title I,

8A.4

Chapter IV, Section 2 of the Commission Delegated Regulation (Solvency 11) 2015/35] shall
mean both the participating Solvency Il undertakings and the Solvency |l undertakings
belonging to the group that has issued the own funds item.]

Notwithstanding 8A.1, where a related Solvency Il undertaking has included in Tier 2 own funds

an own funds item which would qualify for inclusion in Tier 1 own funds in accordance with
[Article 73(1)(j) of the Commission Delegated Regulation (Solvency 1) 2015/35], that
classification shall not prohibit the classification of the same own funds item in Tier 1 own funds
at group level, provided that the limits set out in [Article 82(3) of the Commission Delegated
Regulation (Solvency 1) 2015/35] are complied with at group level.
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8B

CLASSIFICATION OF OWN-FUND ITEMS OF RELATED THIRD COUNTRY INSURANCE

UNDERTAKING OR THIRD COUNTRY REINSURANCE UNDERTAKINGS AT GROUP
LEVEL

8B.1

Where an own funds item has been issued by a related third country insurance undertaking or

8B.2

third country reinsurance undertaking, the participating undertaking shall classify the own funds
item using the criteria for classification set out in [Title |, Chapter 1V, Section 2 of the
Commission Delegated Requlation (Solvency Il) 2015/35] provided that all of the following
additional requirements are met:

(1)__the third country insurance undertaking or third country reinsurance undertaking complies
with the requirements set out in [Articles 71, 73 and 77 of the Commission Delegated
Regulation (Solvency 1) 2015/35]; and

(2)__the own funds item is free from encumbrances and is not connected with any other
transaction, which when considered with the own funds item, could result in that own funds
item not satisfying the requirements set out in Own Funds 3.1 to 3.3 at group level.

For the purposes of point (1) of 8B.1:

8C

(1) the term ‘Solvency Capital Requirement’ in [Articles 71, 73.and %7 of the Commission
Delegated Regulation (Solvency Il) 2015/35] shall mean the group:SCR;

(2)__the term ‘Minimum Capital Requirement’ in [Articlesi7Zd, 73 and 77 of the Commission
Delegated Regulation (Solvency 1) 2015/35] shall meamboth the capital requirement, as
laid down by the third country supervisory authority.concerned, of the undertaking which
has issued the own funds item and one of the follewing minimums:

(a) _where method 1 is used, the minimunuforthe group SCR as calculated in accordance

with 11.3(2); or

(b) where a combination of methed 1 and method 2 is used, the minimum determined in
accordance with 10.7.

CLASSIFICATION OF OWN-FUND ITEMS OF INSURANCE HOLDING COMPANIES, MIXED

FINANCIAL HOLDING EOMPANIES, AND ANCILLARY SERVICES UNDERTAKINGS AT
GROUP LEVEL

8C.1

Where an own funds item has been issued by an insurance holding company, a mixed financial

8C.2

holding company, an intermediate holding company or an ancillary services undertaking in the

group, the own funds item must be classified using the criteria for classification set out in [Title

I, Chapter IV, Section 2 of the Commission Delegated Requlation (Solvency II) 2015/35]

provided that all of the following requirements are met:

(1) the undertaking complies with the requirements set out in [Articles 71, 73 and 77 of the

Commission Delegated Requlation (Solvency 1l) 2015/35];

(2) the own funds item is free from encumbrances and is not connected with any other

transaction, which when considered with the own funds item, could result in that own funds
item not satisfying the requirements set out in Own Funds 3.1 to 3.3 at group level.

For the purposes of point (1) of 8C.1:

(1) the term ‘Solvency Capital Requirement’ in [Articles 71, 73 and 77 of the Commission

Delegated Requlation (Solvency II) 2015/35] shall mean the group SCR;

(2) the term ‘Minimum Capital Requirement’ in [Articles 71, 73 and 77 of the Commission

Delegated Requlation (Solvency II) 2015/35] includes both non-compliance with the
relevant minimum referred to in 8A.2(2) and the insolvency of the insurance holding
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8C.3

company, mixed financial holding company, intermediate holding company or ancillary
services undertaking.

[For the purposes of this Chapter, the term ‘insurance or reinsurance undertaking’ in [Title |,

8D

Chapter IV, Section 2 of the Commission Delegated Regulation (Solvency 1) 2015/35] shall
mean the insurance holding company, the mixed financial holding company, the intermediate
holding company or the ancillary services undertaking which has issued the own funds item.]

OWN FUNDS ITEMS FREE FROM ENCUMBRANCES

8D.1

For the purposes of 8A.1(2), 8B.1(2) and 8C.1(2), own funds items must not be considered to

8E

be free from encumbrances unless the claims relating to those own funds items rank after the
claims of all policyholders of the Solvency Il undertakings belonging to the group.

CLASSIFICATION OF OWN-FUND ITEMS OF RESIDUAL RELATED UNDERTAKINGS

8E.1

The own funds items of related undertakings referred to in 11.1A(6) shall be considered as part

8E.2

of the reconciliation reserve at group level.

Notwithstanding 8E.1, where practicable and where the own funds items referred to in 8D.1

materially affect the amount of group own funds or the group solvency, these own funds items
must be classified into one of the three tiers based on the criteria.setout in [Title |, Chapter IV,
Section 2 of the Commission Delegated Requlation (Solvengy 11)/2015/35].

GROUP SOLVENCY: ELIMINATION OF DOUBLE USE OF ELIGIBLE OWN FUNDS AND
INTRA-GROUP CREATION OF CAPITAL AND VALUATION

9.4

[Note:
9.4A

Subject to 9.4A and 9.4B, Wwhere-the-RRA-cehsiders-that certain own funds eligible for the
SCR of a related Solvency Il undertaking (other than those referred to in 9.2 and 9.3) cannot
effectively be made available to coverithe SER of the participating Solvency Il undertaking for
which the solvency of a group is calculated, those own funds must not be included in the
calculation of the group solveney,of the group unless they are, and only in so far as they

are, eligible for covering the SCR ofithe related undertaking.

Art. 222(3) of the, Solvency, || Directive]

The following items ef a related undertaking that is a Solvency Il undertaking, third country

9.4B

insurance undertaking er third country reinsurance undertaking, insurance holding company or
mixed financial holding company shall be assumed not to be effectively available to cover the

group SCR:

(1) ancillary own funds;

(2) _preference shares, subordinated mutual members account and subordinated liabilities;

(3) _an amount equal to the value of net deferred tax assets; for this purpose, the amount of
deferred tax asset may be reduced by the amount of the associated deferred tax liability
provided that those deferred tax assets and associated deferred tax liabilities both arise
from the tax law of the UK, Gibraltar or third country and the taxation authority of the UK,
Gibraltar or that third country permits such offsetting.

The following items of a related undertaking that is a Solvency Il undertaking, third country

insurance undertaking or third country reinsurance undertaking, insurance holding company or
mixed financial holding company shall in any case not be considered as effectively available to
cover the group SCR:

(1) any minority interest in a subsidiary exceeding the contribution of that subsidiary to the
group SCR, where the subsidiary is a Solvency Il undertaking, a third country insurance
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undertaking or third country reinsurance undertaking, an insurance holding company or a
mixed financial holding company;

(2) _any minority interest in a subsidiary ancillary services undertaking;

(3)_any restricted own funds item in ring-fenced funds as referred to in [Article 80 of the
Commission Delegated Requlation (Solvency 1) 2015/35].

9.4C _Where an own funds item of a related undertaking that is a Solvency Il undertaking, third

country insurance undertaking or third country reinsurance undertaking, insurance holding
company or mixed financial holding company cannot effectively be made available to cover the
group SCR, this own funds item may only be included in the calculation of group solvency up to
the contribution of that related undertaking that is a Solvency |l undertaking, third country
insurance undertaking or third country reinsurance undertaking, insurance holding company or
mixed financial holding company to the group SCR.

9.4D Where a related undertaking that is a Solvency Il undertaking, third country insurance

9.4E

undertaking or third country reinsurance undertaking, insurance holding company or mixed
financial holding company is included in the consolidated data pursuant to points (1) or (3) of
11.1A, its contribution to the consolidated group SCR shall refleet diversification effects and be
calculated as follows:

(1) where the consolidated group SCR is calculated, in relation to.thatrelated undertaking, on
the basis of the standard formula, the proportional share of the SCR of that related
undertaking multiplied by a percentage corresponding to thesproportion that the diversified
component of the consolidated group SCR, as laidhdowniin 11.2A(1), bears to the sum of
the SCR of each of the undertakings includéd imithe ¢alculation of that diversified
component of the consolidated group SCR;

(2) _where the consolidated group SCRis'calculated,’in relation to that related undertaking, on
the basis of an internal model, the SER of that related undertaking multiplied by a
percentage corresponding tohe propottion of the diversification effects at group level that
are attributed to that related undértaking, determined by that internal model.

In each of 9.4D(1) and (2), the sum ofithe percentages referred to for all the related

10

undertakings that are Selveney || undertakings, insurance holding companies or mixed financial
holding companies.included in‘the consolidated calculation must equal 100%.

GROUP SOLVENCY:"APPLICATION OF THE CALCULATION METHODS

10.1

Where a Solvency Il undertaking has more than one related Solvency Il undertaking, the group
solvency calculation of the group must be carried out by including each of those related
Solvency Il undertakings.

[Note: Art. 225 of the Solvency Il Directive]

10.1A Unless the book value of the relevant related undertaking has been deducted from the own

funds eligible for the group SCR pursuant to 10.6, the calculation of the group solvency shall
include all of the following:

(1) the capital requirements for related undertakings which are credit institutions, investment
firms or financial institutions and the own funds items of those undertakings calculated in
accordance with Part 9C rules, the CRR, the PRA Rulebook or technical standards, as
amended from time to time;

(2)__the capital requirements for related undertakings which are institutions for occupational
retirement provision and the own funds items of those undertakings calculated according
to the Occupational Pension Schemes (Reqgulatory Own Funds) Requlations 2005 or the
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)

Occupational Pension Schemes (Reqgulatory Own Funds) Regulations (Northern Ireland)
2005, as amended from time to time;

the capital requirements for related undertakings which are UCITS management

(4)

companies and the own funds of those undertakings calculated in accordance with the
FCA Handbook, as amended from time to time;

the capital requirements for related undertakings which are alternative investment fund

(5)

managers and the own funds of those undertakings calculated in accordance with the FCA
Handbook, as amended from time to time; and

the notional capital requirements and the own funds items of related undertakings which

10.4

(@)

[Note: Art.

are non-requlated undertakings carrying out financial activities, where the notional capital
requirement is the capital requirement with which the related undertaking would have to
comply under the relevant sector rules if the undertaking were a regulated entity.

If the third-countrythird country in which that third country insurance undertaking or third
country reinsurance undertaking has its head office makes it subject to authorisation and
imposes on it a solvency regime that is assessed to be'equivalent under Article 379A of
the delegated act, the calculation in (1) must takefintolaccount, as regards

that undertaking, the requirement equivalent to the SCRand the capital items eligible to

satisfy that requirement as laid down by that third-cauntrythird country.
227 of the Solvency Il Directive]

10.6 Where the information necessary for calculating the group solvency of a Solvency Il
undertaking in a group, concerning aelated undertaking-with-its-head-office-in-the Uk-or

Gibraltar-or-a-third-country, issnot available to the group supervisor then:

1)

()

[Note: Art.

the book value of that related undertaking in the participating Solvency Il undertaking must
be deducted from the,ownifunds eligible for the group SCR; and

the unrealisedigains connected with that participation must not be recognised as own
funds eligible forithe group SCR.

229 of the Solvency Il Directive]

10.7 Where the group applies a combination of method 1 and method 2, the consolidated group

SCR calculated for the part of the group which is covered by method 1 shall have a minimum

determined in accordance with the requirements set out in 11.3.

11  CALCULATION METHODS: METHOD 1

11.1A Consolidated data for the calculation of group solvency according to method 1 shall consist of

all of the following:

(1)

full consolidation of data of all the Solvency Il undertakings, third country insurance

undertaking or third country reinsurance undertakings, insurance holding companies,
mixed financial holding companies and ancillary services undertakings which are
subsidiaries of the parent undertaking;
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(2)

full consolidation of data of special purpose vehicles to which the participating undertaking

3)

or one of its subsidiaries has transferred risk and which are not excluded from the scope of
the group solvency calculation pursuant to 4.5;

proportional consolidation of data of the Solvency Il undertakings, third country insurance

(4)

undertakings or third country reinsurance undertakings, insurance holding companies,
mixed financial holding companies and ancillary services undertakings managed by an
undertaking referred to in point (1) together with one or more undertakings not included in
point (1), where those undertakings’ responsibility is limited to the share of the capital they
hold;

on the basis of the adjusted equity method in accordance with [Article 13(3) of the

(8)

Commission Delegated Regulation (Solvency 1) 2015/35], data of all holdings in related
undertakings that are Solvency Il undertakings, third country insurance undertakings or
third country reinsurance undertakings, insurance holding companies, mixed financial
holding companies which are not subsidiaries of the parent undertaking and which are not
covered by points (1) and (3);

the proportional share of the own funds of related undertakings, calculated as follows:

(6)

(a)__in relation to credit institutions, investment firms and finaneial institutions, in
accordance with Part 9C rules, the CRR, the PRA Rulebookier technical standards,
as amended from time to time;

(b) in relation to alternative investment fund managers, in_.accordance with the FCA
Handbook, as amended from time t@'time;

(c) inrelation to UCITS management companies, in‘accordance with the FCA Handbook,
as amended from time to time;

(d) in relation to institutions for ogeupational retirement provision, in accordance with the
Occupational Pension Schemes (Reqgulatory Own Funds) Requlations 2005 or the
Occupational Pension Schemes (Requlatory Own Funds) Requlations (Northern
Ireland) 2005, as amended from time to time; and

(e) __according téithe owndunds items of non-requlated undertakings carrying out financial
activities; and

in accordance,with JArticle 13 of the Commission Delegated Reqgulation (Solvency II)

2015/35], data of.all related undertakings, including ancillary service undertakings,
collective investment undertakings and investments packaged as funds, other than those
referred to in points (1) to (5) of this rule.

11.1B Notwithstanding point (4) of 11.1A data of related undertakings linked by a common

management relationship shall be included in accordance with points (1), (3), (4), (5) or (6) of

11.1A on the basis of the proportional share as referred to in Chapter 8.

11.1C For the purposes of the calculation of the consolidated group own funds, the data referred to in

11.1A and 11.1B shall be net of any intra-group transaction.

11.1D The consolidated best estimate of technical provisions on the basis of the consolidated data

shall be equal to the sum of the following:

(1)

the best estimate of the participating Solvency Il undertakings calculated in accordance

(2)

with the Valuation and Technical Provisions Parts; and

the proportional share referred to in 8.2(1) of the best estimate, calculated in accordance

with the Valuation and Technical Provisions Parts, of related undertakings that are
Solvency |l undertakings and third country insurance undertakings or third country
reinsurance undertakings referred to in 11.1A(1) and (3).
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11.1E For the purposes of 11.1D the best estimates of the participating Solvency |l undertaking and of
each related undertaking that is a Solvency Il undertaking, third country insurance undertaking
and third country reinsurance undertaking shall be net of any intra-group transactions. In
relation to intra-group reinsurance contracts, all of the following adjustments shall be made:

(1)__the best estimate of the undertaking that accepts risks shall not include the cash flows
arising from the obligations of the intra-group reinsurance contracts;

(2)__the undertaking that cedes the risk shall not recognise the amounts recoverable from the
intra-group reinsurance contracts.

11.1F For the purposes of 11.1D, the participating Solvency |l undertaking may restrict the
documentation and the directory of data referred to in [Article 265 of the Commission Delegated
Regulation (Solvency 1) 2015/35] to the data used in the calculation of the adjustments of the
best estimate referred to in 11.1E.

11.1G The consolidated risk margin of technical provisions on the basis of the consolidated data shall
be equal to the sum of the following:

(1) the risk margin of the participating Solvency |l undertakings; and

(2) the proportional share, as referred to in 8.2(1), of the risk margin of the related
undertakings that are Solvency |l undertakings and third«€€ountry insurance undertakings or
third country reinsurance undertakings referred to in 11.1A@) and (3).

11.2 The group-SCRof a-group-based-on-consolidated-data{consolidated-group-SCR)consolidated
group SCR must be calculated on the basis offeither the standard formula or an-appreved
internal model_for which internal model permission has been granted, in a manner consistent
with the general principles contained in the SCR'Rules.

[Note: Art. 230(2) of the Solvency |l Directive]

11.2A The consolidated group SCR shall be.calculated as the sum of the following:

(1) an SCR calculated on the basis of consolidated data as referred to in points (1) to (3) of
11.1A, data of collectivedinvestment/undertakings and investments packaged as funds
which are subsidiaries of the parent undertaking, following the rules laid down in the
Solvency Capital Reguirement - General Provisions, Solvency Capital Requirement —
Internal Modélsrand Solvency Capital Requirement — Standard Formula Parts;

(2) __the proportional'share of the SCR of each undertaking referred to in 11.1A(4); for a related
undertaking that is.a third country insurance undertaking or third country reinsurance
undertaking which is not a subsidiary the SCR shall be calculated as if that undertaking
had its head office in the UK;

(3) for undertakings referred to in 11.1A(5), the proportional share of the capital requirements
of related undertakings, calculated as follows:

(a)__in relation to credit institutions, investment firms and financial institutions, in
accordance with Part 9C rules, the CRR, the PRA Rulebook or technical standards,
as amended from time to time;

(b) in relation to alternative investment fund managers, in accordance with the FCA
Handbook, as amended from time to time;

(c) in relation to UCITS management companies, in accordance with the FCA Handbook,
as amended from time to time;

(d)__in relation to institutions for occupational retirement provision, in accordance with the
Occupational Pension Schemes (Requlatory Own Funds) Requlations 2005 or the
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11.2B

Occupational Pension Schemes (Reqgulatory Own Funds) Reqgulations (Northern
Ireland) 2005, as amended from time to time; and

(e)__in relation to non-regulated undertakings carrying out financial activities, according to
the notional capital requirement which is the capital requirement with which the
related undertaking would have to comply under the relevant sector rules if the
undertaking were a regulated entity;

(4) _for undertakings referred to in 11.1A(6), other than undertakings covered by point (5) of
this rule, the amount determined in accordance with [Article 13, Articles 168 to 171a,
Avrticles 182 to 187 and Article 188 of the Commission Delegated Regulation (Solvency 1)

2015/35]; and

(5) for related collective investment undertakings or investments packaged as funds referred
toin 11.1A(1)(6) which are not subsidiaries of the participating Solvency Il undertakings,
and to which [Article 84(1) of the Commission Delegated Requlation (Solvency II) 2015/35]

is applied at solo level, the amount determined in accordance with [Title I, Chapter V and
Avrticle 84(1) of the Commission Delegated Regulation (Solvency 11) 2015/35].

Where the consolidated group SCR is calculated, wholly or in part, on the basis of the standard

formula, the local currency referred to in [the first paragraph of Article 188 of the Commission
Delegated Requlation (Solvency II) 2015/35] shall be the curréncy. used for the preparation of
the consolidated accounts.

11.2C Notwithstanding 11.2B, where a material amount of the consolidatéd technical provisions or the

11.3

[Note:
11.4

[Note:
11.5

consolidated group own funds is denominated’in a.currency other than the one used for the
preparation of the consolidated accounts, that cdrrency may be considered as the local
currency referred to in the [first paragraph of Article 188.0f the Commission Delegated
Regulation (Solvency 1) 2015/35].

(1) The econselidated-group-SCRconsolidated group SCR of a group must have as a minimum
the sum of the following:

(a) the MCR offthe participating Solvency Il undertaking; and
(b) the proportionalsharerofthe MCR of the related Solvency Il undertakings.

(2) That minimum:must be‘eovered by eligible own funds within paragraph 2 of the definition

of “eligible own funds~.

(3) For the purposes of determining whether those eligible own funds qualify to cover the

minimum eenselidated-group-SCRconsolidated group SCR of a group, the

principles in 8 to 10 apply with any necessary changes. Undertakings In Difficulty 3 also
applies with any necessary changes.

Art. 230(2) of the Solvency Il Directive]
Any application for permission to use a group internal modelealeulate-the-consolidated-group

model; submitted by a Solvency Il undertaking and its related undertakings, or jointly by
the related Solvency Il undertakings of an insurance holding company or a mixed financial
holding company, must be submitted to the group supervisor.

Art. 231(1) of the Solvency Il Directive]

Where an internal model is used to calculate the consolidated group SCR in accordance with

11.2, the requirements set out in Solvency Capital Requirement — Internal Models 10 shall be
complied with by all of the following undertakings:
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11.6

(1) the participating undertaking which calculates the consolidated group SCR on the basis of
the internal model;

(2) each related Solvency |l undertaking whose business is fully or partly in the scope of the
internal model, only in relation to the output of the internal model at group level; and

(3)__each related undertaking that is an insurance holding company or a mixed financial
holding company whose business is fully or partly in the scope of the internal model, only
in relation to the output of the internal model at group level.

Where a group internal model is used, in addition to 11.5, the requirements set out in Solvency

11.7

Capital Requirement — Internal Models 10 shall be complied with by:

(1) each participating Solvency Il undertaking in relation to the output of the internal model at
the level of that undertaking; and

(2) each related Solvency |l undertaking which calculates its SCR on the basis of the group
internal model, at the level of the undertaking.

For the purposes of 11.5 and 11.6, a Solvency |l undertaking or insurance holding company or

12

mixed financial holding company shall only comply with the requirements set out in Solvency
Capital Requirement — Internal Models 10.8 and 10.9 in relation tothe parts of the internal
model which cover the risks of that undertaking and the risks©fits related undertakings.

CALCULATION METHODS: METHOD 2

12.6

The aggregated own funds eligible for the group SCRaymust.be adjusted to eliminate the impact

12.7

of an intra-group transaction where the impact of the intra-group transaction affects the best
estimates of the Solvency Il undertakingssin such way that the amount set out in 12.7 is
different depending on whether the intra=group transaction is eliminated in the calculation of
that amount or not.

The amount referred to in 12.6 shall be theyssum of the following:

13

(1) _the best estimate.of the participating Solvency Il undertakings calculated in accordance
with the Valuation‘and Téechnical Provisions Parts; and

(2) the proportional'share as referred to in 8.2(2) of the best estimate, calculated in
accordance withithe Valuation and Technical Provisions Parts for each related undertaking
that is Solvency [lfundertaking, a third country insurance undertaking or a third country
reinsurance undertaking.

CALCULATION METHODS: CAPITAL ADD-ONS

13.1A The relevant insurance group undertakings must make all reasonable efforts to remedy the

residual model limitation that led to the imposition of a capital add-on arising as a result of an
internal model residual deviation at the level of the group.

13.1B A relevant insurance group undertaking must be able to, upon request by the PRA as group

supervisor, submit a progress report to the PRA as group supervisor setting out the measures
taken, and the progress made, to remedy the deficiencies that led to the imposition of a capital
add-on arising as a result of an internal model residual deviation, an internal model significant
risk profile deviation or a significant system of governance deviation at the level of the group.
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14  SUPERVISION OF GROUP SOLVENCY FOR SOLVENCY Il FIRMS THAT ARE
SUBSIDIARIES OF AN INSURANCE HOLDING COMPANY OR A MIXED FINANCIAL
HOLDING COMPANY

14.2 For the purposes of applying the provisions set out in 14.1, where the parent insurance holding
company or mixed financial holding company has issued subordinated debt or has other
eligible own funds subject to the limits set out in Own Funds 4.1 and 4.2, Group Supervision
10.3 shall apply.

16  RISK CONCENTRATION AND INTRA-GROUP TRANSACTIONS

16.1A For the purposes of identifying significant risk concentrations, participating Solvency Il
undertakings, insurance holding companies or mixed financial holding companies shall
consider, at least, direct and indirect exposures of undertakingsin.the group to all of the

following:

(1) individual counterparties;

(2) qgroups of individual but interconnected counterpaftiesyfor example undertakings within the
same corporate group;

(3) __specific geographical areas or industry sectors; and

(4) _natural disasters or catastrophes.

16.2

(1) Where 2.1(1) or 2.1(2) applies, thexelevant insurance group undertakings or any UK
holding company must report'on‘a regular basis, and at least annually, to the group

supervisor all significant intra-greup-transactionsintra-group transactions-by-Selvency-H

aValVViida Q

(2) Where an intra-grouptransactionintra-group transaction falling within (1) is very significant,
it must be reported to the group supervisor as soon as practicable.

16.3 The relevant insurance group undertakings or UK holding company must consider as significant
intra-group transactions the intra-group transactions that materially influence the solvency or
liguidity position of the group or one of the undertakings involved in these transactions.

16.4 For the purposes of identifying significant intra-group transactions, participating Solvency I
undertakings, insurance holding companies or mixed financial holding companies shall
consider at least all of the following:

(1) investments;

(2)__intercompany balances, including loans, receivables and arrangements to centralise the
management of assets or cash;

(3) __quarantees and commitments such as letters of credit;

(4) _derivative transactions;

(5) _dividends, coupons, and other interest payments;
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(6) reinsurance operations;

(7)__provision of services or agreements to share costs; and

(8) purchase, sale or lease of assets.

17 RISK MANAGEMENT AND INTERNAL CONTROL

17.3 Reporting 2.1 to 2:42.5B, 2.13 and the relevant provisions of Chapter 2A of the Reporting Part
apply, with any necessary changes, to reporting information on a group to the PRA.

[Note: Art. 254(2) of the Solvency Il Directive]

19 GROUP STRUCTURE

19.1 When 2.1(1) or 2.1(2) applies, participating Solvency Il undertakings that are firms or, if there
are none, the relevant insurance group undertakings must disclose publicly, at the level of

the group, on an annual basis, the legal structure and the governance and organisational

structure, including a description of all subsidiaries, material relatedyundertakings, and

significant-branchessignificant branches belonging to the groap.

[Note: Art. 256a of the Solvency Il Directive]

20 THIRD COUNTRIES

20.1 When 2.1(3) applies, 4 to 14, 16 to 19 and External Audit 2'to 4 apply with any necessary
changes at the level of the insurance holding company or mixed financial holding

company which does not have its head office in'the UK or Gibraltar, third country insurance

undertaking or third country reinsurance undertaking unless:

(1) subjectto-20-2-the third-couatrythird country in which that undertaking has its head office
is assessed to be equivalent under-previsions-implementing-Article 260-of the Selveney
Directive;-Article-380-ahd Atticle 380A of the delegated act, or an equivalence direction
under paragraph 12(1)(e)'of Schedule 1 of The Equivalence Determinations for Financial
Services and,MiscellaneousiProvisions (Amendment etc) (EU Exit) Regulations 2019.;--er

2)
éAmendment—ete)—éEU—E)e%—Regulaﬂens—z@}@ deleted|

[Note: Art. 262 of the Solvency Il Directive]
20.2

21

the—uK—and-G+br&I¢ar—|Deleted

MIXED-ACTIVITY INSURANCE HOLDING COMPANIES

21.1

16.2 and-17-3to 16.4 apply; with any necessary changes, to groups falling within 2.1(4).
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[Note: Art. 265 of the Solvency Il Directive]

21.2 Reporting 2.1 to 2.5B, 2.13 and the relevant provisions of Chapter 2A of the Reporting Part

22

apply, with any necessary changes, to reporting information on a group falling within 2.1(4) to
the PRA.

GROUP OPERATIONAL RESILIENCE

22.5

22.6

Where a firm is a member of a group covered by 2.1(3), 22.2, 22.3 and 22.4 do not apply if,
subjeetto-22.6.the third country in which the group’s parent undertaking has its head office is
assessed to be equivalent under Article 260-of-the-Selvency-H Directive-Article-380-and-380A
of the delegated act, or an equivalence determination under paragraph 12(1)(c) of Schedule 1
of The Equivalence Determinations for Financial Services and Miscellaneous Provisions
(Amendment etc) (EU Exit) Regulations 2019.

the-UkK-and-Gibraltar.[Deleted
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