
  

Supervisory Statement  |  SS6/15 

Solvency II: the internal model 
treatment of participations 

November 2024  
(Updating March 2015) 

 



  

 

 

 

Prudential Regulation Authority 
20 Moorgate 
London EC2R 6DA 
 
Prudential Regulation Authority, registered office: 8 Lothbury, London EC2R 7HH. 
Registered in England and Wales No: 07854923 

 
 



  

Supervisory Statement  |  SS6/15 

Solvency II: the internal model 
treatment of participations 
November 2024 
(Updating March 2015)

 

  

© Prudential Regulation Authority 2024 



2    Solvency II: the internal model treatment of participations  November 2024 
 

 

 Introduction 

1.1  This supervisory statement is of interest to all UK insurance firms within the scope of 
Solvency II and to the Society of Lloyd’s. The Prudential Regulation Authority (PRA) expects 
firms to read this statement alongside all relevant Parts of the PRA Rulebook. 

1.2  The PRA is publishing this statement to set out expectations of firms in relation to how 
participations in insurance and reinsurance undertakings are treated when the solvency capital 
requirement (SCR) is determined at the solo level using an approved internal model. The PRA 
expects benefits from the maintenance of the levels of policyholder protection envisaged by 
Solvency II requirements, by clarifying its expectation that capital requirements should reflect 
the economic reality of exposure to the risks associated with such participations. Some firms 
may see their SCR increase compared to what they had been expecting if they were 
contemplating a different approach. The PRA does not regard these costs as incremental 
compared to Solvency II requirements (which are set out below). The PRA regards the benefits 
of this statement as proportionate to the costs. It also expects to facilitate effective 
competition by ensuring that firms are held to a common standard for policyholder protection. 

1.3  The statement sets out issues that the PRA expects firms to have considered when 
calibrating their internal models to ensure that they adequately address the risks posed by 
those participations. 

1.4  This statement expands on the PRA’s general approach as set out in its insurance approach 
document.1 By clearly and consistently explaining its expectations of firms in relation to the 
particular areas addressed, the PRA seeks to advance its statutory objectives of ensuring the 
safety and soundness of the firms it regulates, and contributing to securing an appropriate 
degree of protection for policyholders. The PRA has considered matters to which it is required 
to have regard, and it considers that this statement is compatible with the Regulatory 
Principles and relevant provisions of the Legislative and Regulatory Reform Act 2006. 

1.5  This statement has been subject to public consultation2 and reflects the feedback that was 
received by the PRA.  

1.6  The proposals in this supervisory statement do not have any direct or indirect 
discriminatory impact under existing UK law. 

 Risks posed by participations in insurance and reinsurance 
undertakings 

2.1  Where a firm owns a participation in an insurance or reinsurance undertaking, this will 
appear as an investment on the firm’s balance sheet. This will generally pose a risk to the firm 
as if the undertaking in which the participation is held suffers a loss, this will impact the 
participating firm’s balance sheet. This risk should be reflected in the solo SCR for the 
participating firm 

2.2  When considering how to reflect this risk in an internal model, firms may consider it 
appropriate to examine the characteristics of the assets and liabilities of the undertaking in 
which the participation is held and the risks arising from these. Firms may also consider the 

 
1  The Prudential Regulation Authority’s approach to insurance supervision, June 2014; 

www.bankofengland.co.uk/publications/Documents/praapproach/ insuranceappr1406.pdf. 
2  PRA Consultation Paper CP16/14, ‘Transposition of Solvency II: Part 3’, August 2014; 

http://www.bankofengland.co.uk/pra/Documents/publications/cp/2014/cp1614.pdf. 
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extent to which the risks of the assets and liabilities of the participant might diversify with the 
assets and liabilities of the participation. 

2.3  Firms should also consider the risks posed by any obstacles to covering losses with 
resources currently held in the form of a participation in related undertakings. These obstacles 
might arise from any barriers to moving resources between entities, taking into account 
reduced scope for diversification under extreme scenarios. 

2.4  As well as requiring that internal models should take account of all material risks, the 
Solvency II Regulations require that the assumptions underlying the system used for measuring 
diversification effects should be justified on an empirical basis. Firms will therefore need to 
demonstrate that any allowance for inter-entity diversification in the calculation of the solo 
SCR appropriately takes account of restrictions on transferring resources between the 
participant and the participation. 

2.5  Firms’ attention is drawn to the draft European Insurance and Occupational Pensions 
Authority (EIOPA) Guidelines which state that the calculation of the solo SCR should not be 
replaced with a consolidated calculation as though the participating undertaking and its 
related undertaking were a Solvency II group.3 

 Solvency capital requirement 

3.1  For the avoidance of doubt, this supervisory statement does not relate to the calculation 
of the group SCR. The calculation of group own funds takes account of obstacles to transferring 
resources between entities,4 meaning that these obstacles do not need to be reflected in the 
group SCR. 

3.2  This statement relates only to the calculation of the solo SCR. Since the determination of 
own funds at a solo level does not consider obstacles to transferring resources between 
entities, it is the PRA’s view that any such obstacles should be reflected in the calculation of 
the solo SCR. 

  

 
3   Guidelines on group solvency - European Union (europa.eu) 
4   See Group Supervision 9.4 - 9.4E and paragraphs 3.12 to 3.14 of SoP – The PRA’s approach to insurance group supervision 

which set out the PRA’s policy on modifications to 9.4A. Further guidance is also contained within SS9/15 5B.1. 
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Appendix: SS6/15 updates 

SS6/15 was originally published on 20 March 2015. 

This appendix details the changes that were made to this SS following its initial publication. 

15 November 2024 

This SS has been updated alongside the publication of Policy Statement (PS) 15/24 - Review of 
Solvency II: Restatement of assimilated law.5 This includes updating all previous references to 
the Commission Delegated Regulation (EU) 2015/35 so as to now refer to the relevant rule(s) 
in the PRA Rulebook. 

 
5  www.bankofengland.co.uk/prudential-regulation/publication/2024/november/review-of-solvency-ii-restatement-of-

assimilated-law-policy-statement.  


