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FAQ 2 DNB Impact assessment YE2025
	#
	Question
	Answer DNB

	1
	We noticed that the base NOVA curve has been adjusted, but we have not received any communication about this. The formulas for SF shocked WITH_VA curves have been modified compared to excel files published for previous impact analysis exercises (including the original 2020 impact analysis conducted by EIOPA). Although there were slight variations in past versions, the general approach was that DNB added the VA to the curve up until the FSP and then extrapolated it using the Vasicek method. 

In contrast, with the adjusted curve, we observed that DNB now applies the following formula for each tenor (i.e. without performing the Vasicek extrapolation for SF shocked WITH_VA curves): SF_WITHVA = (1 + BASE_WITHVA) * (1 + SF_NOVA) / (1 + BASE_NOVA) – 1 (the formula is for calculating the annually compounded rates) 

Differences compared to previous methodology can be significant above FSP. 

Since current regulation is relatively vague on the calculation of the SF shocked WITH_VA curves, we would like to understand the rationale behind this change in methodology. Could you share more insight into this adjustment, or is this perhaps a simplification?
	The used approach, which uses (i) the SF interest rate shock to the curve without VA and (ii) the base curve with VA, should result in the same results as adding the VA to the curve until the FSP and then extrapolating it using the new extrapolation method. Minor differences may arise due to our implementation, but we do not expect any significant differences. We have compared (for EUR) the stressed VA curves with internal EIOPA results and find maximum deviations of 0.3 bps.
 
The methodology to derive the SF interest rate curves has changed since the original impact assessment conducted by EIOPA (the ‘down’ and ‘up’ parameters), which might explain the results you observe. Please let us know if this is not the case.


	2
	For insurers who are using an internal model, DNB asks the following in the tab for IM users
 
1. Solvency information on the new regime with the current DVA, no caps
2. Solvency information on the new regime with the current DVA, first notional SCR (EPP)
3. Solvency information on the new regime with the current DVA, second notional (EPP)
4. Solvency information on the new regime with the changed DVA, anticipating on the review 2020
 
In the tab Solvency position, DNB also asks the SCR. Which SCR should the insurer use?
 
In the calculation of 2 and 3, the CSSR is an important feature when determining the notional SCR. However, in the current DVA model, the CSSR is not included. Which CSSR should be taken?

In the current DVA, no change in the GAR nor an introduction of the CSSR is seen and no change in the risk correction. This is actually what DNB wants to see under 1?
	The EPP applied to bullets 2, 3 and 4 should indeed be applied for the SCR in the Solvency Position tab (the maximum of the three SCRs), but only when the option on bullet 4 is reported. If this option is not reported, the EPP should be applied to options under bullets 1, 2 and 3. To simplify this impact assessment, you may just report the results of the option under bullet 4 although this would actually require an MMC and DNB approval. 

In the calculations under options 2 and 3, the two EPP lower bounds are determined. For this purpose, the CSSR must in principle be modelled dynamically. If dynamic modelling is not feasible, a prudent and appropriate static CSSR should be selected and substantiated. Your question regarding the relation of the CSSR with the option under bullet 4 is unclear to us: Option 4 is the redesigned internal DVA model, and Achmea's CSSR in the current redesigned DVA model is not equal to the CSSR used to calculate the floors under 2 and 3.

For option 1, participants should report the figures of the expected new regime, except that the SCR should be based on the current DVA model. That is, without incorporating the changes applied in the other options (e.g. the CSSR and the GAR). 


	3
	How is the LLFR calculated on the ‘Curves with VA’ tab, specifically in cell H6 of the Technical Information Excel file?

	To determine the LLFR, we apply the selected weights and swap rates from Refinitiv (rounded to four decimals).

Looking at the (continuously compounded) forwards that follow from this, the result is as follows.

	f(15,20)
	3.4544%

	f(20,25)
	3.2033%

	f(20,30)
	3.1204%

	f(20,40)
	2.9849%

	f(20,50)
	2.7699%




	4
	How is the ‘Scaled Risk Corrected Currency Spread’ determined on the ‘RCS and Scaling Factors’ tab, specifically in cell C5 of the Technical Information Excel file?

	We have received the VA data from EIOPA. To gain insight into the calculation of the RCS, it is therefore best to use the EIOPA tooling.


	5
	We compared the NO VA curves based on government bond rates in DNB’s Technical Information Excel file with the current EIOPA curves.

With the current methodology identical curves should be obtained up to the FSP, since all tenors are liquid until that point (so the change in the interpolation methodology do not affect this curve).

However, the curves in DNB’s Technical Information Excel file differ from those produced by the current method. Could you please clarify the reason for this discrepancy?

	Following the RFR technical documentation, the GVT RIC is used for HUF. More specifically, we use the 'HUGOV1YZ=R' RIC in the tool for the impact assessment and this yields a value of 6,1562 for the 1Y maturity.

Compared to the RFR curve for HUF from EIOPA this yields a difference of less than 1 bp.

In the sheet you have shared, you appear to use a different RIC for HUF. This seems to be causing the differences between your approach and our tool for the impact assessment.


	6
	When comparing the WITH VA curves to the NO VA curves in DNB’s Technical Information Excel file, we noticed that the difference in annual-compounded rates no longer corresponds directly to the VOLA adjustment, unlike under the previous methodology.

Are you aware of any methodological changes in how the VOLA adjustment will be applied under the SII review?

	Given the annual compounded curve without VA, the VA is added to this curve in continuous time up to the FSP. The alternative extrapolation is afterwards applied on this continuous time curve and the result is transformed back to annual compounding.

Suppose you consider the AC curve without VA. The continuous compounded curve before extrapolation would amount to:
    r(t, with VA) =

ln[1 + r(1, no VA)] + ln(1 + VA/10000),    if t = 1

{t * ln[1 + r(t, no VA)] - (t - 1) * ln[1 + r(t - 1, no VA)] + (t <= FSP) * ln(1 + VA/10000) + (t - 1) * r(t - 1, with VA)} / t,    if t > 1

	7
	Our understanding is that applying the SF shock directly to the extrapolated WITH VA curve should yield the same result as adding the VOLA to the shocked NO VA curve.

We tested this for EUR and CZK but observed that this equivalence holds only up to the FSP. Could you please confirm whether this behaviour is expected and which method should be used?

	The alternative extrapolation should be applied after incorporating the SF shocks. Moreover, since the alternative extrapolation comes into effect beyond the FSP, this implies that the rates beyond the FSP will be affected and not necessarily be the same as applying the SF shocks directly beyond the FSP and disregarding the alternative extrapolation.
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