
Changes to legislation: Commission Delegated Regulation (EU) 2015/35, Article 42 is up to date with all changes known to be
in force on or before 26 July 2024. There are changes that may be brought into force at a future date. Changes that have been
made appear in the content and are referenced with annotations. (See end of Document for details) View outstanding changes

Commission Delegated Regulation (EU) 2015/35 of 10 October 2014
supplementing Directive 2009/138/EC of the European Parliament
and of the Council on the taking-up and pursuit of the business of

Insurance and Reinsurance (Solvency II) (Text with EEA relevance)

TITLE I

[X1VALUATION AND RISK-BASED CAPITAL REQUIREMENTS
(PILLAR I), ENHANCED GOVERNANCE (PILLAR II)

AND INCREASED TRANSPARENCY (PILLAR III)]

CHAPTER III

RULES RELATING TO TECHNICAL PROVISIONS

SECTION 3

Methodologies to calculate technical provisions

Subsection 6

Recoverables from reinsurance contracts and special purpose vehicles

Article 42

Counterparty default adjustment

1 Adjustments to take account of expected losses due to default of a counterparty
referred to in Article 81 of Directive 2009/138/EC shall be calculated separately from the rest
of the amounts recoverable.

2 The adjustment to take account of expected losses due to default of a counterparty shall
be calculated as the expected present value of the change in cash flows underlying the amounts
recoverable from that counterparty, that would arise if the counterparty defaults, including as
a result of insolvency or dispute, at a certain point in time. For that purpose, the change in
cash flows shall not take into account the effect of any risk mitigating technique that mitigates
the credit risk of the counterparty, other than risk mitigating techniques based on collateral
holdings. The risk mitigating techniques that are not taken into account shall be separately
recognised without increasing the amount recoverable from reinsurance contracts and special
purpose vehicles.

3 The calculation referred to in paragraph 2 shall take into account possible default
events over the lifetime of the reinsurance contract or arrangement with the special purpose
vehicle and whether and how the probability of default varies over time. It shall be carried out
separately by each counterparty and for each line of business. In non-life insurance, it shall also
be carried out separately for premium provisions and provisions for claims outstanding.
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4 The average loss resulting from a default of a counterparty, referred to in Article 81
of Directive 2009/138/EC, shall not be assessed at lower than 50 % of the amounts recoverable
excluding the adjustment referred to in paragraph 1, unless there is a reliable basis for another
assessment.

5 The probability of default of a special purpose vehicle shall be calculated on the basis
of the credit risk inherent in the assets held by the special purpose vehicle.
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