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DRAFT Plan for progressing work on mitigating measures for Covid-19 impact on solvency ratios


Summary
This discussion note is aimed at streamlining work related to Solvency II and COVID-19. 

The secretariat has identified all areas discussed so far and makes recommendations for next steps on the basis of input received from members. 

The secretariat welcomes members’ input on any other elements not captured by this note.


Background
Discussions on the impact of COVID-19 in the context of the Solvency II framework were kicked off at the Ecofin call of 16 March, continued in the Solvency II WG call of 19 March, and then in the ExCo call of 25 March. In addition, the secretariat received input from members in the ExCo COVID-19 questionnaire.

At this stage, the secretariat is seeking a way forward on the issues, and plans to update the Executive Committee on the outcomes during an ExCo call scheduled for 29 April.

1. Elements existing in the Solvency II framework that could help mitigate the impact of COVID-19 
The following elements have been discussed so far:

1.1 Article 28 on potential pro-cyclical effects of NSA actions
Feedback so far indicates that:
This article can indeed be very helpful at national level to argue against potentially wrong actions by the NSAs.
More broadly, the secretariat could make general statements on the need for NSAs to avoid unjustified and dangerous conservatism.
We have not received or identified concrete examples of areas where something straightforward could be done by Insurance Europe at European level (as most concerns and actions emerge at national level), with one exception:
The DK market raised concerns on the treatment of the Initial Margin for derivatives, which is deducted from own funds and thus takes away available capital and so adds to solvency pressure. Increases in Initial Margin due to market volatility worsen the problem. Further investigation is needed with other members to assess a) if this is indeed an example of gold plating/excessive conservatism by a supervisor, b) if the issue is also important in other markets - and if so what solutions could be proposed at European level.

Secretariat recommendations:
Insurance Europe can raise the issue of NSAs avoiding additional conservatism and also consider whether existing gold-plating/conservative approaches are appropriate
The secretariat suggests further investigating with other members the issue of Initial Margin raised by Denmark.
The secretariat suggests maintaining a list of examples provided by members of how they have made use of Article 28 at national level and share it with all members in order to support their local efforts. 
The secretariat would not do any other work in the area of Art 28, unless members provide clear examples of issues that could be addressed at European level, with assessment of potential impact 

1.2 Article 138 on extension of the recovery period
Feedback so far indicates that:
This article would be very relevant should solvency problems emerge.
While one or two members noted interest in this tool, the general view expressed by members is that this is a tool of last resort and should not be triggered now and care has to be taken to avoid prematurely signalling that there are problems.
At this stage, members have not indicated current solvency problems. 
The secretariat is however aware that EIOPA has started work in this area and members have indicated a need to be prepared and consider potential triggers for action.

Secretariat recommendations:
The secretariat proposes to members to set up a “COVID-19 monitoring framework” to identify potential points at which to discuss, at short notice if needed, Art 138 or other actions.

This framework would include 2 elements:
Market movements: The secretariat (with support from members who have access to data) would monitor changes in financial markets (eg interest rates, equities, spreads) and assess whether these levels are worse than those of identified reference points when indicators reached very concerning levels (eg mid-March data)
Companies falling below 100% SCR: Members would alert the secretariat as soon as they have concerns about significant company/companies falling below 100% SCR
The secretariat would monitor the elements above and seek members’ advice as soon as the monitoring indicates a need for action.

Questions for members: 
Do you agree to set up triggers for monitoring the COVID-19 situation and impact on Solvency II? 
Do you have other ideas on potential industry actions regarding Art 138?
Should we work jointly with PEIF/CFOF/CROF companies in this regard?

1.3 Transitionals on technical provisions
Feedback so far indicates that:
There is broad agreement that transitionals are a legitimate method for allowing time to adapt long-term “back-book” business to the SII requirements, and can also help to mitigate short-term market movements, in particular interest rate volatility.  
It is noted that the transitional measure on technical provisions, not only serve to phase-in the impact on liabilities of the change in how liabilities (from the local implementation of Solvency I to the Solvency II rules), it can also allow phasing in of the Risk Margin.  
Some markets and some companies within those markets are making use of transitionals, others are not.  
Those markets who are not making use of transitionals have indicated either that: 1) they are not interested; 2) they are in discussion with NSAs regarding potential application; 3) making use of them would not make a material difference. 
There is no particular need for Insurance Europe to engage on this topic.

Secretariat recommendations:
Insurance Europe to continue to send the message that transitionals are a legitimate part of the SII framework and there should be no barriers for companies wishing to make use of them or requirements beyond those set by Solvency II.
Insurance Europe would not engage in any other work in this area, unless members have concrete requests. 

1.4 Update of the UFR 
The secretariat investigated the opportunity of asking for a delay in the updated UFR (note: EIOPA Report on UFR 2020 proposes a UFR of 3.75% for 2020; the EC has the power to reject this change)
Feedback so far indicates that a delay in the UFR change would have a marginal impact, yet it would require using significant leverage with the EC to get this delayed.

Secretariat recommendation:
The secretariat will not take any action in this area.




2. Approach for engaging on fixes of Solvency II issues

Overall, members have so far been cautious about asking to make urgent changes to the Solvency II framework, as this could give the impression that the industry is “desperate” and that current levels of capital are insufficient. This could hurt the Solvency II review process, as some policymakers may consider that the framework needs to be more, rather than less, conservative. 

However, the industry has warned for many years that the current LTG package is not good enough, does not reflect our long-term business and risks correctly and will not work as needed in a crisis. We are seeing evidence of that now, when the conservativeness and significant volatility in solvency ratios add to already very challenging times. This can lead to companies being pushed into unnecessary pro-cyclical behaviour.  

There are reports that EIOPA has a workstream to consider what changes to the framework could be justified if that is considered necessary at some point. There is therefore an appetite from members to be prepared and  consider:
a. What types of improvements, based on those we have already been seeking, could be brought forward? Discussions have included:
· The Risk Margin (eg call for 3% cost of capital? other?) 
· VA (eg immediate introduction of EIOPA’s option 7 to improve the effectiveness of the country adjustment? seek to increase the level of the VA through an increased General Application Ratio?)
· The removal of the floor for the equity symmetric adjustment has been mentioned. While logical and justifiable, our analysis indicates that this would have very limited beneficial impact and risks undermining the focus on the need for meaningful improvements to the 22% long-term equity category.
b. Are there are any other changes that could be justified?
· One suggestion that emerged (from the ES market) is to seek a change to the regulations to allow non-application of LAC DT rules that already entered into force on 1 January 2020.  (The secretariat notes that legally it is not clear how this could be achieved – apart from having new legal text from the EC, with involvement by EP and Council, changing their decision from the Solvency II 2018 review).
In addition, it has been noted that the current situation can provide additional evidence of the parts of the existing framework that are proving to be very valuable and should therefore be preserved in the Solvency II 2020 review (eg extrapolation).


Secretariat recommendations:
The secretariat is proposing the following strategy for the Solvency II review in relation to COVID-19:
1.1 Be prepared: 
Continue to highlight the fact that the current crisis is a proof of flaws in the areas that the industry always highlighted (eg VA, RM) and educate on the reasons why changes are both needed and economically justified
Monitor closely EIOPA’s work on this and any political discussions 
Develop additional evidence on flaws related to COVID-19 and concrete proposals. 

Seek agreement on what improvements could be brought forward:
Seek agreement on concreate proposal for Risk margin
Seek agreement on a concreate proposal for the VA.  Note given the short time this would not be the full industry VA solution but a “quick fix” interim improvement 
Cease discussions about the removal of the floor for the equity symmetric adjustment 
Other?
MA: the issue of diversification has been suggested by the Spanish market for further consideration

Seek agreement if there are any other action that should be considered:
E.g. Non-application of LAC DT rules that entered into force on 1 January 2020 

Questions for members:
Do you agree with the proposed actions?
Is there anything else that we can credibly ask for that would justify the work involved and do members have views on potentially seeking that the review improvements in the MA diversifications be brought forward and for seeking a change to allow non-application of LAC DT rules? 
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