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	Comments on Consultation 27-09  Draft L2 Advice on TP - Segmentation


	Name company: CEA

	Please insert your comments in the table below, and send it to secretariat@ceiops.eu in word format. In order to facilitate processing of your comments, we would appreciate if you could refer to the relevant section and/or paragraph in the Consultation Paper 27-09.


	Reference

	Comment

	General comments
	1. The segmentation should refer to best estimates only - The CEIOPS paper refers to the segmentation requirements for the calculation of technical provisions. We interpret this to refer to the high-level segmentation requirements for Best Estimate calculations only. We do not believe that segmentation discussions are appropriate for the Market Value Risk Margin. 

2. Segmentation should be considered in the context of all requirements for Solvency II - It is very important to have an overall view of the segmentation issues for all aspects of Solvency II, taking into account the purposes of the segmentation for the different aspects. The segmentation used for one purpose may not necessarily be the same as another, although it is important to ensure that the segments used for different purposes do not cause inconsistencies and are not conflicting with the way business is managed. In particular, reporting requirements could drive or constrain the segmentation used for other purposes, such as the calculation of Best Estimates. 

CEIOPS only consider part of the Solvency II requirements in this paper, by focussing solely on Technical Provisions. Segmentation is also relevant for other aspects of Solvency II. It is important that the segmentation approach used is that needed to obtain accurate and appropriate results, which may result in different segmentation approaches being used for different purposes.  We recommend that CEIOPS produces a more over-arching position which considers the bigger picture under Solvency II and reflects that different segmentation approaches might be needed for different purposes, but that it is also important to ensure that there are no conflicts between different areas such as Technical Provisions, Best Estimate assumptions, SCR, MCR, ORSA and reporting. 
Furthermore, it would be desirable to have consistency with other non-Solvency II areas, e.g. IFRS 4, phase II and MCEVs. This should be taken into consideration in the work that CEIOPS is conducting.
3. Segmentation should not conflict with the way business is managed - For calculation purposes, it is extremely important that the segments chosen do not conflict with the way insurers manage their business. For this reason, it is likely that only a few high-level segments are appropriate. In particular we would not support any segmentation requirements that split up an insurer’s lines of business, rather insurers should be able to map the lines of business they work with into the segments chosen by CEIOPS. 
In particular, the CEA only supports the use of the first 4 segments stated in the CEIOPS paper for life business (with-profit, non-profit, unit-linked and accepted reinsurance) and not the further segmentation by main risk-driver. However, the CEA is open to discuss alternative, more granular, solutions if some can be found which are in line with the way insurers manage their business. Possible solutions are discussed in the CEA comments to Paragraph 3.27, although we should note that these are preliminary views at this stage.
4. Unbundling should be principle-based and proportionality should apply to all product types - The unbundling of contracts should be done in a flexible manner and should be principle-based only. In particular, there should not be strict requirement to always unbundle for example: life and non-life risks; the top four life segments; reinsurance contracts; or those contracts that can be deconstructed into stand-alone parts.
Segmentation requires flexibility and pragmatism - We would like to emphasise the need for flexibility and pragmatism in the application of the proposed segmentation. In some cases, the choice of one segment compared to another might be difficult (for example: “Worker’s Compensation” vs. “Accident”, “Sickness” or “Health”). The choice made by the company will often rely on expert judgement and as the company is in the best position to know the business it is writing, the company’s choice should be presumed appropriate.
The detail of the level 2 advice seems appropriate - On the whole the level of detail given in the Level 2 text is well balanced and for the most part to the appropriate level of detail. However, particular points that we believe should be added to the level 2 advice are:

· the principle of “substance over form” (raised in Para 3.9)
· the fact that profit-sharing calculations may need to be done at a less segmented level (raised in Para 3.7).
The advice should not preclude a more granular segmentation at Member State level - Although we believe it is not possible to have a more granular segmentation across the EU, this doesn’t preclude more granular Member State level segmentation if this is appropriate for that market. We would expect any local statutory reporting segments to be such that they can be easily mapped to the EU high level reporting segments set out in the CEIOPS paper. For example, in some markets it may be appropriate to further segment the non-life segment of “Fire and other damage” into “Private property” and “Commercial property”.

Consideration needs to be given to non-EU activities - We believe special consideration needs to be given to activities outside EU. Indeed, the segmentation currently used for non EU contracts may differ from the one proposed by CEIOPS. When this is the case, companies should not be obliged to comply with the CEIOPS segmentation, as this would result in an excessive burden. For non-life insurance in particular, the segmentation in use may be different than the one used in the EU (because the 91/674/EEC directive requirements do not apply).



	Para 1.2
	The CEA strongly supports this. 



	Para 1.3
	The CEA strongly supports this. The advice given by CEIOPS relates to a minimum segmentation only. 


	Para 1.4
	Consideration should be givern to health products that combine life and non-life parts - In Health insurance there are products which have life and non-life characteristics/parts. We hope that the missing suggestion for health segmentation, as mentionned in this paragraph, will allow for this circumstance.

CEA position on health module of SCR - Although CEIOPS states this is out of the scope of this paper, the CEA would like to reiterate its position on the segmentation used for the calculation of the SCR for health business (as per our response to CEIOPS on CEIOPS-FinReq-01/09-rev2, earlier this year).
The CEA believes that the underwriting risks for health business should be covered under the scope of the “Health underwriting risk module”, the “Life underwriting risk module” and the “Non-life underwriting risk module” with clear guidance as to when each module should be used. 



	Para 3.1
	See comments to Para 3.21 (2nd Para 3.21!) 


	Para 3.2
	See comments to Para 3.21 (2nd Para 3.21!) 


	Para 3.3
	See comments to Para 3.23 


	Para 3.5
	Principles for segmenting into homogeneous risk groups - Although the CEIOPS paper deals only with Technical Provisions and doesn’t go into the detail of discussing the segmentation into homogeneous risk groups that is required for calculating best estimate assumptions, the CEA requests consideration of the segmentation into homogeneous risk groups. For non-life business for example, the following principles for segmenting into homogeneous risk groups could apply: 
1. Homogeneous risk groups for premiums and claims provisions can be different
2. A homogeneous risk group is characterised by similar development of claims within this segment i.e. with similar development patterns

3. The claims processing time is a key driver of the development pattern and therefore a key input into the segmentation of homogeneous risk groups
4. In addition to the claims processing time, delay in reporting the claims (IBNR losses) has to be considered: lines of business in which a relatively large number of claims with significant delay in reporting and assessment of the damage (e.g. liability business) show a significantly different run-off pattern as compared to lines of business with only short delays in reporting. This could in some cases be more significant than point 3 above.
5. For motor third party liability insurance, it is good (actuarial) practice to have separate models for property damage claims and bodily injury claims, as the claim development can be significantly different. In many cases a separation by claim size rather than by claim type will have a similar effect because we would expect most claims above a certain threshold contain a bodily injury component. Depending on the individual data situation this might be easier to implement for some companies.

· The CEA would hope to discuss a set of principles for segmenting into homogenous risk groups going forward.
 

	Para 3.8 and 3.9
	We are very pleased with the wording and philosophy of these paragraphs, the CEA supports this and believes that it is in line with good practice.
The principle of “substance over form” should be added to the advice - We believe the principle of “substance over form” (Para 3.9) should also be included in the Level 2 Advice. 

· The CEA requests that the principle of “substance over form” be included in the Level 2 advice.



	Para 3.10
	Clarification is needed that any more granular segments for different provisions may not necessarily be the same. 

· The CEA would request the following drafting changes to this paragraph:

“The segmentation proposed should may be applied to each of the components of the technical provisions. For example for non-life insurance this will include gross premium provisions, gross claims provisions and reinsurance recoverable. We would expect the segments to be used to usually be more granular than the segments proposed as homogeneous risk groups would need to be established; however unbundling of provisions and recoverables into these segments should be subject to the principle of proportionality. Furthermore, we would not expect the segmentation into the separate components to necessarily be done in an identical way. For example, claims provisions are likely to be segmented at a more granular level than premium provisions and  a separation between proportional and non proportional reinsurance may be artificial for premium provisions.”


	Para 3.11
	Annex 1 of the Level 1 text refers to separate “Accident” and “Sickness” classes – We would request that this was clarified within the paper, as the proposal of CEIOPS is not in line with the Level 1 text. 

· The CEA would request that the reference to the Level 1 text was clarified. 
Also, see comments to Para 3.24 



	Para 3.12 and 3.13
	See comments to Para 3.25 and 3.26 

	Para 3.14
	See comments to Para 3.27 


	Para 3.16
	See comments to Para 3.28 


	Para 3.18
	See comments to Para 3.30 



	Para 3.19
	See comments to Para 3.31 



	Para 3.20
	See comments to Para 3.32 



	Para 3.21 (There are 2 Para 3.21 - This is on the 1st Para 3.21!)
	See comments to Para 3.33 



	Comments on CEIOPS’ advice

	Para 3.21 (There are 2 Para 3.21 - This is on the 2nd Para 3.21!)
	Different segmentation will be appropriate for different purposes, although these should all be compatible - The CEA strongly supports the proposal that there should not be a fixed segmentation for all purposes and there should be an allowance for companies to use different segmentation for different purposes e.g. Best Estimate (BE), Risk Margin (RM), Solvency capital requirement (SCR), Minimum capital requirement (MCR), and statutory reporting, in order to achieve more accurate and appropriate results. However, it is very important that all requirements are compatible. In Internal Models in particular, insurers should not constrained in the segmentation they use, otherwise this could go against the requirement to satisfy the “use test”.
· Any advice CEIOPS issues on the segmentation for other purposes should not constrain the segmentation that insurers can use under their internal models, which should be in line with how insurers manage their business.

The Risk Margin should be calculated at entity level - Para 3.21 refers to further work on segmentation for the RM without being clear whether this is more or less granular. The CEA supports the CEIOPS statement that different segmentation might be needed to calculate the Risk Margin (RM). The CEA believes that the RM needs to be calculated at the entity level and should fully allow for diversification effects in order to achieve the underlying principles for technical provisions contained within the Solvency II Framework Directive. As such, the CEA believes that no segmentation is needed. Hence the segmentation in the calculation of the BE compared to the RM would be different by nature.   For the full CEA position on this issue please see: 

http://www.cea.eu/uploads/DocumentsLibrary/documents/1236350577_cea-paper-on-mvm.pdf
· Although CEIOPS states this is out of the scope of this paper, the CEA requests that the paper clarifies the segmentation of the Risk Margin. The Risk Margin should be calculated at entity level, and if necessary for reporting purposes, the insurer should allocate this Risk Margin per line of business using the methodology they believe is most appropriate. The key concern from a solvency perspective is that the insurer holds enough capital to cover the Risk Margin in aggregate.



	Para 3.22
	The CEA strongly supports this proposal.



	Para 3.23
	The CEA strongly supports this. 

The paper should discuss statistically significant homogenous groups - It is perhaps important to clarify that we are discussing statistically significant homogenous groups, so that under the principle of proportionality one might disregard certain segmentation classes altogether if the volume is insignificant for analysis purposes. (As per CP27 Para 3.5)

· The CEA would request the addition of the word “statistically”.



	Para 3.24
	 “Accident and health” should instead be segmented into “Accident” and “Sickness”- We understand that CEIOPS is still working on the segmentation to use for health insurance (as per the comment in Para 1.4 of the CP), however, we should point out that the proposals of CEIOPS are not in line with Annex 1 of the Level 1 text. The Level 1 text contains two segments, namely “Accident” and “Sickness”. However, the proportionality principle should obviously still apply and therefore in some cases it may not be appropriate for some insurers to unbundle these categories (see also our comments on Para 3.28-3.33). We should note that we will comment further on the issue of health segmentation when CEIOPS produces its final position on this area.
· The CEA would request the replacement of the segment “Accident and Health” with “Accident” and “Sickness”, in line with the Level 1 text.
The class “Miscellaneous” should be kept small - The "Miscellaneous" class should be kept as small as possible. Common parameters for this class are not likely to be meaningful since the content of this class will differ greatly between companies even in the same market. 

· The CEA would request that definition of this class was adjusted so that the “loss of benefits”, “insufficiency of income”, “business interruption” parts are instead assigned to the line of business where the original loss occurred. This would usually be expected to be property. 
“Third-party Liability” should not include any form of motor liability
· The CEA would request that the Level 2 advice stressed that “Third-party Liability” does not include any form of motor liability.

Aviation and marine liability should be classed under the respective aviation and marine classes - We note that it states that aviation liability and marine liability should be included within the third-party liability class. We feel that this is not appropriate, due to the differing risk profiles of the business. A more reasonable segmentation would include aviation and marine liability in the respective aviation and marine classes, rather than in the third-party liability class.

· The CEA would request that the definition of “3rd party liability“ should be amended to not include liability arising from aviation or marine business, which should rather be retained within the aviation and marine class.

Reference should be made to the treatment of non-life annuities - Some non-life insurers have large insurance liabilities in the form of annuities on their balance sheet, and it is artificial to treat them as life business since there are no separate premiums or underwriting connected to the annuities. Furthermore, the nature of the annuity risk is the same regardless of whether they originate from Motor TPL, third-party liability or Workers Compensation and so different treatment of these classes with respect to annuities doesn't make sense, however the nature of annuity risk is different from the risk arising from liability covers. Consequently, annuities are an integral part of the line-of-business from which the claim results and so the CEA believes the CEIOPS advice should clarify that annuities arising from non-life business should be classified under the line-of-business under which the claim arose.

· The CEA would request that the paper clarifies that annuities arising from non-life claims are classified under the line-of-business under which the claim arose.

In general, this segmentation appears appropriate- Other than the comments listed above, for the purposes of creating high-level segments for calculating Best Estimates, the CEA supports the non-life segmentation as specified here. Obviously, in order to do the actual BE calculations insurers are likely to split their business more granularly, in order to ensure they are working with homogeneous risk groups.
We would emphasise the point made in 3.1 of the Consultation Paper, that for purposes other than statutory reporting and BE calculations, another compatible segmentation may be more appropriate, e.g. for companies where the marine, aviation and transport category forms a major part of their business, they may wish to split this further into its component parts when calculating the SCR.



	Para 3.25 and 3.26
	Proportionality should also apply to the split between proportional and non-proportional reinsurance - The split into proportional and non-proportional reinsurance classes should also be subject to the principle of proportionality. There could be cases where the ceded business is mostly proportional, but due to the fact that there is some retention it would technically be classed as non-proportional. 
· The CEA requests that text is added to the Level 2 advice to state: “Subject to the principle of proportionality, proportional and non-proportional reinsurance should not be unbundled, but rather should be categorised according to the way it is managed within the insurer.”


	Para 3.27
	We do not support the segmentation by risk-driver - The CEA supports the use of the first 4 segments stated in the CEIOPS paper but not the further segmentation by main risk driver. 
· Within life business, many products will have multiple risk drivers. For example, pension products may give benefits both on death and on survivorship, and so therefore both longevity and mortality risks would occur simultaneously. It can be very onerous to have to split those pension products into the second-level segments and this segmentation would only be required for solvency reporting purposes, rather than being part of any split the insurer would already do for calculation or management purposes. 
· The requirement for unbundling into the 16 segments will lead to either arbitrary allocation over the possible segments or to an increased requirement for calculation and use of actuarial systems which will lead to increased perceived accuracy. This will not be in line with the statement made by CEIOPS in article 3.3 regarding the purpose of segmentation being to “achieve accurate valuation”. Additionally, life insurers would have to adjust most of their IT systems currently in use to accommodate the requirement of unbundling.
· The proposed unbundling will not lead to an increased transparency. The assumptions used for the identified segments will still be based on the whole policy which covers multiple risks. The various insurance covers will have an effect on each other and should therefore not be unbundled.

· The insurer is likely to be managing life products on the level of homogenous product groups. Therefore, we do not understand the purpose of the segments by risk-driver, as this kind of segmentation does not appear suitable for risk management purpose. For example, all risk drivers will often be applied to all contracts when the SCR is calculated. 
· During the lifetime of a life insurance product, the predominant risk driver (if existing) can shift. For example, for the pension example above, we would expect the predominant risk driver to shift from longevity risk to mortality risk. If segmentation were to be based on risk-drivers, then the policy would need to be re-classified during its lifetime. This would not allow for proper comparisons from one reporting year to the next. Also this would have to be performed at policy level, or a more detailed segmentation based on, say, age-bands would be required, which would seriously increase the administrative burden without providing the supervisor with any additional insights into the risks of the insurer over and above the other information already disclosed. This example would even be more onerous if, say, disability risk was also insured under the pension product. Therefore, this segmentation by risk-driver introduces many technical difficulties in implementation, as segmenting by main risk driver can become difficult, confusing and a continuously moving target, and so these segments will result in an excessive administrative burden.
· Further segmentation will be performed by each insurer depending on the way he manages his contracts. Indeed, Article 79 of the Framework Directive states that “Insurance and reinsurance undertakings shall segment their insurance and reinsurance obligations into homogeneous risk groups, and as a minimum by lines of business, when calculating their technical provisions.” Segmentation by risk driver contradicts this requirement in the Directive, as it may require insurers to split homogeneous risk groups up between risk-drivers and group them with other non-homogenous risk groups.
· The proposed segmentation is completely not in line with what is currently done by life insurers and will require life insurers to change their current best practices. Given the purpose of segmentation is to achieve an accurate valuation of insurance and reinsurance obligations, we do not think it is valuable to segment life business into 16 lines. Limiting the segmentation to the 4 first level segments would not jeopardize the accuracy of the BE valuation and would be more in line with the approach adopted by companies using internal models. In fact, the requirement for the proposed segmentation will conflict with the use of internal models, particularly when attempting to satisfy the “use test”.
· Since CEIOPS clearly states that the segmentation needs not to be the same for the purposes of determining BE, risk margin, capital requirements and reporting, companies have the opportunity to use a more granular segmentation (beyond the first-level segments) when carrying out calculations such as the BE or SCR. However, it should be up to the company to do this in line with how they manage their business.
· The Best Estimate calculation should not be at odds with the segmentation for reporting. On the contrary, once the BE has been calculated, it can be aggregated into the appropriate category for the segmentation for reporting purposes. Therefore the segmentation proposed by CEIOPS is not only not appropriate for the calculation of technical provisions, it is also not appropriate for statutory reporting. 
· The CEA proposes that the segments by risk-driver are removed. 
An alternative proposal to the 4 segments by risk-driver - The CEA believes that segmentation based on the 4 first level segments only would be acceptable. However, the CEA is open to hold discussions with CEIOPS on alternative solutions with the hope of finding sub-segments which would be in line with how products are managed within insurers (if this is currently possible in a harmonised manner). Preliminary examples of the types of sub-segments that could be considered would be those that are by product line or by benefit payment pattern, such as:

Example A – 12 segments in total, 3 sub-segments defined as:
· Savings  - Products where the main benefit is a payment on survival to a certain time 
· Income - Products where the main benefit is a regular income dependent on survival over a certain period (e.g. pensions annuities)
· Contingency - Products that provide the main benefit contingent on an certain event over a period (e.g. on death or morbidity)
Example B – 8 segments in total, 2 sub-segments defined as:
· Individual insurance

· Group insurance

The Level 2 advice should refer to the fact that segmentation may not be possible for profit-sharing calculations - If sub-segments are retained in addition to the 4 higher-level segments, the CEA believes that reference should be made in the Level 2 advice to the fact that segmenting into the prescribed lines may not be in line with the way profit-sharing business is calculated (as raised in Para 3.7).
· The CEA requests that an addition to the text of the advice is as follows:

“There may be dependencies between some segments due to the way profit-sharing is calculated and so in this case this business should not be segmented according to main risk drivers/lower level segments when calculating technical provisions.“


	Para 3.28
	Proportionality should also apply to the unbundling of life and non-life risks - The concept of proportionality is only applied to either life insurance contracts (3.21) or non-life insurance contracts (3.18). However we see no reason why proportionality should also not be applicable contacts which are a combination of life and non-life risks. For example, if life insurance contracts are sold with non-life riders and if these additional riders are insignificant then unbundling should not be required (also in the case where these riders can be sold separately). If unbundling is required then the administrative burden would significantly increase without increasing the understandability. 

· The CEA requests that the following text is added to the Level 2 advice:

“Subject to the principle of proportionality, contracts covering both non-life (re)insurance lines of business and life (re)insurance lines of business might not require unbundling but might be allocated to the main line of business.”



	Para 3.30
	The CEA strongly supports the proposals that the unbundling of contracts should not be required if the principle of proportionality is satisfied. This is important to ensure that insurers do not suffer excessive administrative burdens. 

The unbundling of contracts should be done in a flexible manner and should be principle-based only - We would like to emphasise on the need for flexibility and pragmatism in this area. Indeed, in many cases, unbundling contracts is extremely complex. Therefore:
· Some companies have contracts with 2 major risks, but for which it is an excessive burden to be required to unbundle these. A pragmatic solution is needed in this case.
· The decision to unbundle or not will often rely on expert judgement. As the company is in the best position to know its contracts, the company’s choice should be presumed adequate. 
A principle-based approach therefore would be appropriate. For example, unbundling of a single contract should only be required if

· the contract is economically material;

· the individual components are independent from each other; and

· unbundling is feasible at reasonable expenses for the undertaking.
· The CEA requests that the following text is added to the Level 2 advice:

“The unbundling of contracts should be done in a flexible and pragmatic manner, which will often rely on expert judgement. The decisions of the (re)insurance undertaking should be presumed adequate in this regard.”



	Para 3.31
	The principle of proportionality should also apply to unbundling the top 4 segments of life insurance – Furthermore, the CEA believes that the paragraph should also be re-worded to ensure it clarifies that the advice applies to insurance contracts covering several lines of business.

· The CEA believes that the advice should be adjusted to read: “A contract covering several life insurance or life reinsurance lines of business should, subject to 3.32 and 3.33, (..) be unbundled according to the four top level segments defined in paragraph 3.27.”



	Para 3.32
	An ability to construct a contract into its stand-alone parts should not automatically imply unbundling – As previously mentioned in our comments to Para 3.27 the CEA does not support the segments by risk-driver. However, if these segments are retained, then unbundling between these risk-based segments should be principle-based and should be subject to the principle of proportionality.
· The CEA requests that paragraph 3.32 be deleted.

Unbundling based on construction into stand-alone parts, if retained, requires clarification – As stated above, the CEA has severe reservations about the proposed risk-based segments and also an automatic unbundling into these segments if contracts can be created stand-alone. However, if this paragraph is retained, the CEA would appreciate the addition to the Level 2 advice of the example given in Para 3.20. We would also appreciate further additions to this advice to explain the principle.

· If this paragraph is retained, the CEA would request that the example given in paragraph 3.20 is included in the Level 2 advice. Furthermore, the CEA would request that the advice includes the text: “A product offering payment on the earlier of death and a critical illness, say, is not regarded as being deconstructable into stand alone contracts.”
See the comments on Para 3.33 on life reinsurance, which also apply here.



	Para 3.33
	The principle of proportionality should also apply to unbundling the top 4 segments of life insurance – As mentioned in our comments to Para 3.31,  we believe that proportionality should also apply to the 4 top level segments - see our comment to Para 3.31. The current wording of this paragraph is unclear in this respect and it could be that Para 3.33 is inconsistent with Para 3.31. 
· The CEA requests that the wording of this paragraph is amended to read: “Subject to the principle of proportionality life insurance contracts which are a combination of insurance covers which relate to different life insurance lines of business with one major risk driver might not require unbundling, but might be allocated according to major risk driver the main line of business.” 
The paragraph should also refer to life re-insurance - The CEA notes that whereas Para 3.31 refers to life insurance and life reinsurance, Para 3.32 and Para 3.33 refer only to life insurance. The CEA believes that unbundling reinsurance contracts may present difficulties where different covers are provided under the same contract, particularly with offsetting provisions such as profit sharing or experience rebates that could impact reserving. 
· The CEA proposes that Para 3.33 be expanded, or Para 3.34 created, to read “The construction of some reinsurance contracts may make unbundling inappropriate even though the individual benefits covered can be unbundled.”
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