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                     DE NEDERLANDSCHE BANK N.V. 
 
Guidance for model validation under Solvency II 
The Solvency II legislation is not yet in force and it is therefore at the moment not possible to issue 
formal  good practices based on these articles and requirements. However, the current pre-
application process for internal models under Solvency II calls for guidance and it is the intention of 
De Nederlandsche Bank N.V. (DNB) to convert this guidance into a Good Practice in the future. 
 
Disclaimer 
This guidance is meant for undertakings under DNB’s supervision, without restricting their room for 
interpretation of principle based regulation but aiming for transparency of the supervisory practice. 
This guidance expresses DNB’s views, making it possible for undertakings to make it part of their 
considerations while assessing their particular circumstances. This guidance is not mandatory but does 
give an insight into DNB’s expected line of thinking, is indicative and does not exclude other possible 
interpretations by undertakings. 
 
Relevant regulations 
This guidance is based on the following regulations (which are not yet in force): 
• EU Directive 2009/138/EC Article 44 
• EU Directive 2009/138/EC Article 124 
• Implementing Measures (level 2) Article 229 TSIM18 
 
Introduction 
This guidance is relevant for undertakings that aim to use a (partial) internal model under Solvency II 
and that have been admitted to or want to enter the pre-application for the internal model approval 
process. This guidance sets out our intended good practices for model validation (MV), hereafter 
referred to as good practices. 
 
Several topics regarding MV are included in this guidance, divided into the following chapters: 
• Chapter 1: Introduction 
• Chapter 2: Independence of Model Validation 
• Chapter 3: External personnel and internal outsourcing 
• Chapter 4: Reporting procedure, scoring and overall opinion 
• Chapter 5: Model validation steps and frequency 
• Chapter 6: Other 
Chapter 2 to 6 include  multiple good practices that are numbered and shaded. These good practices 
are in often accompanied by an introductory or/and an explanatory paragraph. 
 
Background 
Although Solvency II sets out several requirements for MV, effective execution of these requirements 
need some interpretation in practice. In more than two years of Solvency II reviews, whether aimed 
directly at the design and/or the functioning of MV or using the outcomes of MV to assess parts of the 
Internal Model (IM), we have experienced a wide variety of MV practices. Based on these experiences 
and our understanding of the Solvency II requirements, we have established a number of good 
practices as guidance for undertakings in the Dutch insurance market wishing to apply for an IM.  
 
These good practices reflect our current thinking. While undertakings might choose for other options, 
the underlying principles and requirements should be kept in mind. 

 
  













DNB Internal Model Team 7 V1.2 datum 03-07-2013 
 

 
20. The methodology to arrive at the overall opinion includes an option to overrule and sets limits 

on the number of qualified findings for a certain overall opinion. 
 

To ensure the overall opinion is well understood by all stakeholders, we envisage that the overall 
opinion takes the form of a number (usually three or four types of overall opinions) clearly defined5 
outcomes. Preferably, a methodology states whether the IM meets the Solvency II requirements and 
whether it is fit for use. With this approach we aim for IM’s that are conceptually sound and fit to the 
business for identification, measurement and management of risks, and meet the applicable 
Solvency II requirements. Said in other words: is it the right model for the particular undertaking and 
does it operate as it should. 

 
21. The meaning of an overall opinion is clearly defined in terms of Solvency II compliance and 

of usability of the IM.  
 
We observe that sometimes the materiality of the particular model component being validated within 
the whole IM is taken into account when determining the overall opinion for a specific validation. In 
our opinion this is not appropriate for the following reasons: 
• It is the responsibility of MV to assess whether the IM is conceptually sound and fit to the 

business. It is not their responsibility to set priorities by taking the materiality of the particular 
component as a factor in the methodology. The first line should weight all the factors and decide 
which risks to accept (temporarily). 

• A satisfactory rating based on the immateriality of certain model components, even though there 
may be significant underlying findings, can give the wrong signal and false comfort. 

• A immaterial component at this point in time could become material over time.  
Components or modules of the IM should therefore meet the criteria on itself. Materiality of a 
component or module only becomes relevant in the view of the total IM. The consideration whether a 
component or module is material or not is a management decision and should not be included by MV. 
 

22. Lack of materiality of a module or a component of the IM is in itself insufficient 
substantiation for a (more) positive overall opinion for that part of the IM. 

 
Chapter 5: Model validation steps and frequency of  
 
Level 1, Article 124 states there should be a regular validation cycle, indicating that a model needs to 
be validated repeatedly. We have seen a wide variety of steps in validation processeswithin 
undertakings, but several of these did not include all phases of the model’s life cycle or not all parts of 
the internal model. A proper validation set-up must cover at least the following steps:  
a) methodology (theoretical basis and conceptual soundness; do we have the right model); 
b) calibration of parameters and statistical testing ; 
c) suitability of the model for the different business lines, portfolios etc.  (fit to the business); 
d) implementation of the model (is the model that is operational the same model that initially has 

been validated); 
e) qualitative aspects of the IM (model governance, use, data, IT, documentation).  
Sometimes these are combined into one validation, but most undertakings slit them into one or more 
different steps in the validation process. Implementation validation might be seen as a formal step. 
However, in practice knowledge gained after initial development and validation might be ‘efficiently’ 

                                                      
5 in terms of requirements to be met and of consequences 
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processed during the translation into computer coding. This may result in significant deviations from 
the originally approved model and, therefore, also in different outcomes. 
 

23. MV distinguishes different steps in the  validation of the IM, together covering all phases in 
the model life cycle and all parts of the internal model. The absence of one of the afore 
mentioned steps could result in a material gap. 

 
 
At a certain phase, continuous validation will become the norm, with a validation cycle in place. It is 
not mandatory to have every single part of the IM validated annually, but we would expect at least a 
regular frequency. There may also be good reasons to validate material or high risk parts of the IM 
more frequently. Also, there could be triggers to bring forward the next validation round. Such triggers 
could be model changes, changes in the risk profile or outcomes of certain tests such as P&L 
attribution. 
 

24. A validation cycle includes a regular frequency, a risk based frequency and ad hoc validation 
based on certain triggers. 

 
Chapter 6: Other 
 
We encountered several cases where MV was more or less chasing the follow-up of model validation 
findings. Although it is acceptable that MV keeps track of gap closure activities to properly assess the 
remediation, it should not become their responsibility to facilitate the first line of defence (i.e. model 
developers) and chase the problem owners. This would compromise the independence of MV and 
drain scarce resources.  
 

25. The responsibility and accountability for recording the findings, setting priorities and chasing 
timely remediation have to be identified and allocated outside MV. 

 
 
Given the importance of model validation to ensure internal models comply with the 
requirements, DNB expects MV to be part of the audit universe of Internal Audit.  
 

26.   The validation process should be periodically audited to ensure that validation is performed 
independently and in line with the undertakings Model Validation Policy. Internal Audit is 
best placed to perform these audits. 

 
 
  




