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Reference Comment Resolution

General Comment

MetLife is grateful for the opportunity to respond to EIOPA’s Consultation Paper on the
Proposal for Guidelines on Pre-application for Internal Models.

As one of the largest insurers in the world, with operations in 50 countries, including 17 EU
Member States, we have some particular insights on the life insurance sector. We also have
many years’ experience of the interplay between individual undertakings and National
Competent Authorities (NCAs) in Europe and elsewhere.

We should stress that, for MetLife, endeavouring to meet EIOPA’s Guidelines and be fully
prepared for Solvency II is not simply a compliance exercise. It is a way of running and
managing our business so that we manage risks effectively and efficiently. That is our
ultimate aim, which we are striving to achieve.
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Within that context, we would like to say from the start that we are firmly committed to the
European Single Market. We believe harmonisation across Europe is of paramount
importance and we are keen to work with EIOPA and regulators towards that end.

We therefore applaud EIOPA’s efforts to encourage preparation for Solvency II among NCAs
and undertakings. We agree that the interests of policyholders, insurers and supervisors are
best served in this manner and we believe, like EIOPA, that implementation should be
consistent across Europe.

We do however, believe that some of the proposals within the Guidelines put an
unnecessary strain on our business for reasons we explain below.

Flexibility and proportionality should be encouraged: EIOPA suggest that the
Guidelines should be applied in a manner that is both proportionate and practical and allows
for some flexibility. We would endorse this, noting that the Guidelines are meant to help
prepare for Solvency II and not for its full implementation.

We believe it would be helpful if NCAs focused on undertakings’ overall progress during this
preparatory phase.

Greater clarity on implementation would prove beneficial: In the absence of clarity
around when Solvency II will be in force, our preparatory work in compliance with these
Guidelines may persist for longer than initially expected, thus placing extra stress on costs
and resources. We recommend avoiding swift or overly onerous demands in the early part
of the preparatory phase and recommend instead a phased-in approach allowing
undertakings to ensure they are moving in the right direction without placing undue stress
on the business.

Pre-application for internal models: We have developed tools and processes and are
preparing for full compliance with Solvency II requirements. However, we are concerned
that many of the requirements set out in this Consultation Paper place a considerable

burden on undertakings. These include, but are not limited to, the requirements around
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documentation, the use test, model changes and the use of external models.

In keeping with EIOPA’s proposals, we would request that NCAs adopt a practical and
proportionate approach when assessing these requirements. This could be achieved by
imposing the full requirements only after Solvency II is fully implemented.

There are, for example, likely to be a large number of model changes during the interim
period. We would suggest it is unnecessary to carry out the full governance process for
each change. It would instead be reasonable for the board to approve only the more
significant changes during this time.

It should also be reasonable for documentation during the interim period to be concise and
pitched at a level that is practical for users of the internal model. The full, more detailed
documentation would then be prepared in time for Solvency II implementation.

We believe that complying fully with the proposed guidelines in this consultation paper
would be very onerous and costly to the industry. A proportionate approach should be
adopted so that the benefits of implementing an internal model are not negated by the
additional resources and effort required to comply with the guidelines.

Introduction.
General Comment

1.1.

1.2,

1.3.

1.4.

1.5.

1.6.

1.7.
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1.8.

1.9.

1.10.

A1,

12,

.14.

1
1
1.13.
1
1

.15,

1.16.

Whilst the guidelines are to be implemented from 1 January 2014 there is no explicit
reference to the extent to which the guidelines have to be met between this date and
Solvency II implementation. More clarity and certainty around the level to which the
requirements need to be met would be useful to aid in planning as this will naturally have
expense and resourcing implications.

Section I. General
Comments

1.17.

1.18.

1.19.

1.20.

Section II. General
Comments

Chapter 1. General
Comments

1.21.

1.22 It is important that NCAs provide both positive and negative feedback regarding their review
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of internal models that is consistent across firms and applied consistently over time. NCAs
should also provide feedback regarding their view that the internal model approach is
appropriate and reasonable for each of its intended purpose.

1.23.
1.24 It should be possible for the insurer to make small changes to the model without informing
T the NCA in advance. Such small changes should be reported annually to the NCA.

1.25.

Chapter 2. General The model- char_wg_e policy is to be developed during the pre—a_lppllcgtlon process however we
do not believe it is proportionate for any model changes during this period to be

Comments ) - . . . R
implemented following the process laid out in the model change policy. This is because
during the pre-application phase there may be numerous model changes implemented as
the model is developed and finalised. Following the requirements laid out in the model
change policy during this time is overly onerous from both a developmental and resource
perspective.

1.26.

1.27.

1.28.

1.29.

1.30.

1.31.

1.32.

1.33.

1.34.

Chapter 3. General

Comments

1.35.
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1.36.

1.37.

1.38.

1.39 Guidance is unclear on the period of time over which training should have taken place prior

e to application for model approval.
The level of understanding of the internal model should be proportionate and appropriate to
the administrative, management or supervisory body or staff using the internal model for
decision making purposes. It should not be necessary for the administrative, management
or supervisory body or staff to have a detailed understanding of aspects of the internal
model where they are not using output to make decisions.

1.40.

Measure is unclear on the period over which historical minutes will be examined as part of

1.41. ; i .
the intenal model approval process. Internal models are only likely to be discussed at
senior levels and used in decision making when the model is in its near-final state and
produces stable results. Depending on development timelines this may only occur a short
time before formal application for approval.

1.42.

1.43.

1.44.

1.45. The documentation should be appropriate for the purpose of supporting decision taking. It is
important that documentation is proportionate and is carried out at a level that is of value to
the business to help understand why decisions have been taken. It should not be carried out
at a level of detail that is fulfilling an academic purpose that is of little value to the business.

1.46.

1.47.

1.48.
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1.49.

1.50.

There should be additional guidance regarding how firms should interpret a significant
change in risk profile to ensure firms apply this consistently.

1.51.

1.52.

1.53.

Chapter 4. General
Comments

1.54.

1.55.

NCAs should publish their quantitative and qualitative indicators for benchmarking purposes
and for assisting firms validate their materiality levels.

1.56.

1.57.

1.58.

1.59.

1.60.

1.61.

1.62.

1.63.

1.64.

1.65.

The decision taking process around the selection of assumptions should be proportionate to
the importance of each assumption. The objective should be to determine assumptions that
are appropriate to the company. It should not be necessary to consider alternative
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assumptions in significant detail where the company is satisfied that it has chosen the
appropriate assumption.

1.66.

1.67.

1.68.

1.69.

1.70.

1.71.

1.72.

Chapter 5. General
Comments

1.73.

1.74.

1.75.

1.76.

1.77.

1.78.

1.79.

1.80.

Chapter 6. General
Comments

1.81.

1.82.
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1.83.

1.84.

1.85.

1.86.

1.87.

1.88.

1.89.

1.90.

Chapter 7. General
Comments

1.91.

1.92.

1.93.

1.94.

1.95.

1.96.

1.97.

1.98.

1.99.

1.100.

1.101.

Chapter 8. General
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.102.

.103.

.104.

.105.

.106.

1
1
1
1
1
1

.107.

1,

108.

Chapter 9. General
Comments

It should not be necessary to identify persons responsible for each validation task within a
validation policy. It should be sufficient to identify each of the tasks and the department
responsible for this activity.

1.

109.

.110.

111,

112,

.113.

114.

.115.

.116.

117,

.118.

1
1
1
1
1.
1
1
1
1
1

.119.

Insurers should assess the seriousness of the limitations and include plans to address these

Template comments

10/22




Comments Template on
Consultation Paper on Proposal for Guidelines on Pre-application for Internal
Models

Deadline
19 June 2013
12:00 CET

where the administrative, management or supervisory body believes it is appropriate to do
SO.

.120.

121,

122,

.123.

.124.

.125.

.126.

.127.

.128.

.129.

.130.

.131.

.132.

.133.

.134.

.135.

.136.

.137.

.138.
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.139.
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1.140.

1.141.

Chapter 10. General

In general the documentation requirements for internal models can be considered to be

Comments burdensome. The need for detailed and in-depth documentation should be balanced with the
need to produce concise documentation that is not overly lengthy such that the intended
audience is able to follow and comprehend the, sometimes very technical, subject matter.
Accordingly more focus should be given on ensuring proportionality in assessing the
documentation requirements.

1.142. (See 1.45) - The documentation should be appropriate for the purpose of supporting decision
taking. It is important that documentation is proportionate and is carried out at a level that is
of value to the business to help understand why decisions have been taken. It should not be
carried out at a level of detail that is fulfilling an academic purpose that is of little value to
the business.

1.143.

1.144.

1.145.

1.146.

1.147.

1.148.

1.149.

1.150. Guideline is unclear if a separate user manual is required or whether other pieces of
documentation can be used as part of the manual.

1.151.

1.152.

1.153.
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Chapter 11. General | Compliance with the requirements (e.g. firms are required to have an understanding of the
Comments various aspects of the external models may be very difficult to achieve due to vendor’s
confidentiality of their external model methodologies.
1.154.
1.155.
1.156. Firms should have a detailed understanding of how external model works and how changes
to core assumptions in both stress and scenario testing will impact the firm's business.
However the detailed knowledge should not need to extend to requiring line by line code or
forcing the external model provider to relinquish its commercial secrets.
1.157.
1.158.
1.159.
1.160.
1.161.
1.162.
1.163. Requirement to assess features/models for non-selection is onerous and potentially
impractical. There may be lack of appetite across firms to evaluate all possible solutions in
existence if there a large number of alternatives available in the marketplace due to resource
and cost constraints.
1.164.
1.165. In documenting external models and data there may be significant obstacles in obtaining
required information from vendors (who may just be protecting “trade secrets”).
(See 1.45 and 1.142) - The documentation should be appropriate for the purpose of
supporting decision taking. It is important that documentation is proportionate and is carried
out at a level that is of value to the business to help understand why decisions have been
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taken.

.166.

.167.

.168.

.169.

.170.

171,

.172.

.173.

.174.

.175.
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.176.

Chapter 12. General
Comments

1,

177.

.178.

.179.

.180.

181.

.182.

.183.

1
1
1
1.
1
1
1

.184.
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.185.

.186.

.187.

.188.

.189.

.190.

.191.

.192.

.193.

.194.

.195.

.196.

.197.

e I e e T T A T L i e L

.198.

1.199.

Compliance and
Reporting Rules

1.200.

1.201.

1.202.

1.203.

Impact Assessment
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- General Coments

2.

1.

2.

2.

2.

3.

2.

4.

2.

5.

2.

6.

2.

7.

2.

8.

2.

9.

2.

10.

11,

12,

.13.

.14,

15.

.16.

7.

.18.

.19.

2
2
2
2
2.
2
2
2
2
2

.20.
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2.21.

2.22,

2.23.

2.24.

2.25.

2.26.

2.27.

2.28.

2.29.

2.30.

2.31.

2.32.

2.33.

2.34.

2.35.

2.36.

2.37.

2.38.

2.39.

2.40.

2.41.
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2.42.

2.43.

2.44.

2.45.

2.46.

2.47.

2.48.

2.49.

2.50.

2.51.

2.52,

2.53.

2.54.

2.55.

2.56.

2.57.

2.58.

2.59.

2.60.

2.61.

2.62.
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2.63.

2.64.

2.65.

2.66.

2.67.

2.68.

2.69.

2.70.

2.71.

2.72.

2.73.

2.74.

2.75.

2.76.

2.77.

2.78.

2.79.

2.80.

2.81.

2.82.

2.83.
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2.84.

2.85.

2.86.

2.87.

2.88.

2.89.

2.90.

2.91.

2.92,

2.93.

2.94.

2.95.

2.96.

2.97.

2.98.

2.99.

2.100.

2.101.

2.102.

2.103.

2.104.
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.105.

.106.

.107.

.108.

.109.

.110.

111,

112,

.113.

114,

.115.

.116.

117,

.118.

.119.

.120.

121,

122,

.123.

.124.
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.126.
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.128.

.129.

.130.

.131.

.132.

.133.

.134.
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