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Draft - Insurance Europe views on equity

The insurance industry, as Europe’s largest institutional investor, plays a crucial role in long-term investments that support products like pensions and savings, which are underpinned by long-term liabilities. 

The inclusion of workable and simplified criteria for LTE in the Directive (Art 105a) is a significant step forward, promoting investments that align with long-term liabilities. However, for these criteria to be truly effective, they must be supported by clear and practical Level 2 provisions.

At the same time, the symmetric equity adjustment mechanism under Solvency II is designed to mitigate pro-cyclical effects and stabilise insurers' solvency positions during market fluctuations. Yet, its current design introduces basis risk and solvency volatility, particularly affecting insurers with significant unit-linked portfolios.

This paper sets out the industry’s recommendations for improving the treatment of equity investments under Solvency II. 

1. Long Term Equity 

The industry welcomes the inclusion of workable and simplified criteria for long-term equities (LTE) in the Directive (Art 105a – Annex III). These should be complemented with Level 2 provisions that mirror the co-legislators’ ambition and ensure a smooth and extensive usage of the LTE classification. 

The European Commission is specifically requested to prepare Delegated Acts that further specify:

1. The conditions for eligibility at individual level.
2. The approach to be used at group level
3. The types of collective investment undertakings which shall be considered as presenting a 
lower risk 
4. The information to be included in the SFCR and the RSR.


1. The conditions for eligibility at individual level
In its non-paper[footnoteRef:2], the Commission has proposed two methods which could be used to demonstrate compliance with the insurers ability to avoid forced sales (Art 105a(1)(d)); 1) the liquidity stress test approach and 2) EIOPA’s proposed approach. [2:  Commission services non-paper: Long-term equity investments for 6 February 2025 meeting.] 
Recommendation on assessing conditions for eligibility at individual level

The industry supports the inclusion of both an appropriate liquidity stress test approach and EIOPA’s proposed as appropriate ways to demonstrate the ability of insurers to avoid forced sales.

Both the liquidity stress test approach and the EIOPA approach should be available for all insurers to use without any preconditions. The EIOPA approach should not be considered as a proportionality measure.

Liquidity stress test approach 
In its paper, the Commission makes a detailed proposal on how the liquidity stress test could be designed[footnoteRef:3]. While supporting the co-legislators’ ambition, it is crucial to avoid overcomplication. Level 2 provisions should be designed to facilitate rather than restrict LTE eligibility, rightly ensuring that a significant portion of standard formula insurers’ equity holdings qualify as LTE.  [3:  Commission services non-paper: Long-term equity investments for 6 February 2025 meeting – Annex 2
] 

Recommendations for a liquidity stress test

French-Dutch approach
Background 
The Dutch Ministry of Finance and the French Treasury Department initiated a proposal for a liquidity test, as part of a broader proposal on LTE in 2018. The French Actuarial institute revised the proposal and made a number of recommendations for improvements which are reflected in this paper as well.

Purpose of the Liquidity Test
· The liquidity test is a key requirement for insurers to qualify for the Long-Term Equity module. 
· It ensures that insurers can hold equity for at least five years, even under stressed conditions, without being forced to sell them.
· The goal is to demonstrate financial resilience and align the LTE classification with insurers’ long-term liabilities.
Structure of the Liquidity Test
1. Forward-looking horizon:
· The test must cover a 5-year period.
· Insurers must project cash flows over a five-year horizon, ensuring that cash inflows (eg assets inflows such as bonds coupons or redemption, or premiums) exceed cash outflows (e.g. claims, expenses, taxes, etc.) in all years.
· Specify that cash can be roll-forwarded year after year;
· Specify that equities not classified as LTE can be sold when performing the liquidity test
2. Scenario-based approach and calibrations:
· The test includes stressed scenarios inspired by Solvency II’s Standard Formula shocks.
· Interest Rate Conditions are defined to be consistent with BE, in deterministc liquidity scenario.
· Proposed Stress Scenario Definitions:
· Underwriting Risk Shocks: 50% of the Standard Formula shocks (mass lapse to be taken into account when considering lapse risk)
· Market Risk Shocks: 50% of the Standard Formula shock, except for equity risk 
· 100% of the Standard Formula shock for equities 

Assuralia’s existing approach
Belgian insurers already apply the SCR submodule for long-term equity, meeting all criteria without issues. To ensure alignment with the amended directive, a pragmatic approach is proposed to demonstrate the ability to avoid forced sales of long-term equity investments over a five-year period. This includes a commitment to hold long-term equity, reflected in investment policies and asset-liability management, and a liquidity test within ORSA to verify resilience under stressed conditions. The test, conducted annually, provides flexibility by allowing companies to use either internal liquidity assessments or existing Solvency II calculations. 

Full details of the approach are provided in Annex I.



EIOPA’s proposed approach
The Commission non-paper also includes an example specification of EIOPA’s approach in Annex 3. 

The industry supports the proposed specifications and welcomes the amendments that the Commission has made to ensure the usability of the approach, notably the requirement to exceed a 5-year modified duration. 

Recommendation on EIOPA’s approach 

Insurance Europe fully supports the proposed specification, as set out in Annex 3 of the Commission’s non-paper. 

As noted above, the industry does not support the introduction of eligibility conditions for the use of the EIOPA approach. A number of the conditions proposed by the Commission would unduly restrict the use of the LTE criteria. This includes proposed criterion (2), the requirement that LTE should not be more than 20% of total equities and criterion (4) which restricts its use by “larger” undertakings. 


2. The approach to be used at group level
Recommendation on approach to be used at group level. 

Insurance Europe supports the approach proposed by the Commission to automatically take into account the value of equities at solo level, unless specific supervisor concerns emerge. 



3. The types of collective investment undertakings which shall be considered as presenting a 	Comment by Insurance Europe: Members are invited to add additional funds which should be included in this list
lower risk 
Recommendation on lower risk collective investment undertakings. 

Insurance Europe supports the Commission’s assessment that the collective investment undertakings referred to in paragraph 2 of Article 105a of Directive 2009/138/EC could therefore be any of the following: 
(a)  qualifying social entrepreneurship funds as referred to in Article 3(b) of Regulation (EU) No 346/2013; 
(b)  qualifying venture capital funds as referred to in Article 3(b) of Regulation (EU) No 345/2013;  
(c)  closed-ended alternative investment funds which are established in the Union or, if they are not established in the Union, which are marketed in the Union in accordance with Article 35 or 40 of Directive 2011/61/EU and which, in either case, have no leverage in accordance with the commitment method set out in Article 8 of Commission Delegated Regulation (EU) No 231/2013; 
(d)  European long-term investment funds pursuant to Regulation (EU) 2015/760.

In addition, the industry supports the inclusion of infrastructure funds and non-substantially leveraged funds as defined in Article 111(1) of AIFMD Delegated Regulation.




4. The information to be included in the SFCR and the RSR.	Comment by Insurance Europe: Members are invited to provide specific requirements/views
Recommendation on disclosure requirements. 

Insurance Europe supports restricting the disclosure requirements to those strictly necessary. This should include: 

· Ensuring that the SFCR contains only the information essential for policyholders, beneficiaries, and professional market participants to understand the insurer's financial position and risk profile.
· Avoiding unnecessary duplication by not introducing an additional chapter in the RSR, as the LTE aspects are already addressed within the ORSA.




2. Symmetric equity adjustment

The symmetric adjustment mechanism in Solvency II aims to mitigate pro-cyclical effects and stabilise insurers' solvency positions during market fluctuations by adjusting capital requirements for equity risk in response to market conditions. However, its current design creates basis risk for several countries, due to differences in currencies and equity portfolio composition. This is particularly problematic for insurers with large unit-linked portfolios, where the symmetric equity adjustment creates, not mitigates, solvency volatility. 
Recommendation on the symmetric equity adjustment. 

Insurance Europe supports amending Article 172 of the Delegated Regulation to enable the application of the symmetric equity adjustment to be at the company’s discretion or to amend the design of the adjustment should be improved to avoid creating artificial solvency volatility for some insurers.


The symmetric adjustment, in its current form, fails to achieve its intended objective of mitigating procyclical effects and stabilising insurers' solvency positions. The widened corridor exacerbates existing problems, particularly for unit-linked policies. National differences in insurance markets justify allowing undertakings the option to decide whether to apply the symmetric adjustment. This optional approach would enhance the Solvency II framework, ensuring it better reflects the true financial positions of insurers and avoids creating artificial volatility. 




Annex I -Assuralia Approach 
Belgian insurance companies currently apply the SCR submodule for long-term equity, meeting all criteria without issues. A pragmatic approach is proposed to demonstrate the ability to avoid forced sales of long-term equity investments.
Proposal
The proposed approach focuses on two objectives:
· (1) the insurance company proves its commitment to hold the long-term equity investments for five years or more; and
· (2) the insurance company proves its ability to hold the long-term equity investments for five years or more by avoiding a forced selling.
(1) Commitment to hold
Companies include long-term equity in their investment policy, reflected in asset-liability management and approved by the board. Risk management and the executive committee monitor the commitment through QRTs, ALM reporting, liquidity reporting, and ORSA.
(2) Ability to hold
Avoiding Forced Sales in ORSA Insurers must demonstrate their ability to avoid forced sales over a 5-year period (currently 10) of long-term equity portfolios as part of their ORSA. This ability must be shown in both going concern and stressed conditions. The delegated regulation should remain simple and practical.

Liquidity Test in ORSA A liquidity test within the ORSA is proposed to demonstrate this ability, an approach accepted by supervisors. The amended directive also references ORSA for long-term equity review. This test, conducted annually, aligns with ORSA requirements and allows for a pragmatic approach, using either internal liquidity calculations or existing Pillar II calculations.

Calibration of the Liquidity Test The directive mandates a five-year avoidance of forced sales but does not provide further specification. Legislators could define a value at risk (VaR), e.g., 1 in 50 years, triggering specific liquidity shocks. Two options are suggested:
· Option A: In-house liquidity test, calibrated on the agreed VaR and reviewed annually by supervisors.
· Option B: Liquidity test based on the SCR VaR of 1 in 200 years, leveraging Solvency II cash-flow calculations to demonstrate resilience under extreme conditions. To encourage investment in long-term equity, legislators could reduce the SCR shocks e.g., by 80% 

Specific considerations:
· The mass-lapse shock should be excluded as it is unrealistically high and would distort the perceived ability to avoid forced sales. Precedents exist, such as the EIOPA stress test, where mass-lapse shocks were reduced.
· In terms of frequency, the liquidity test should be conducted annually within the ORSA. If a special ORSA is required due to significant risk profile changes, the need for a new liquidity test should be assessed.
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‘Article 105a Long-term equity investments 
1. By way of derogation from Article 101(3), and as part of the equity risk sub-module referred to in Article 105(5), second subparagraph, point (b), Member States shall allow insurance and reinsurance undertakings which comply with the conditions laid down in the second subparagraph of this paragraph, to apply to a specific subset of equity investments held with a long-term perspective a capital requirement in accordance with paragraph 4 of this Article. 

For the purposes of the first subparagraph, a sub-set of equity investments may be treated as long-term equity investments if the insurance or reinsurance undertaking demonstrates, to the satisfaction of the supervisory authority, that all of the following conditions are met:

a) the sub-set of equity investments is clearly identified and managed separately from the other activities of the undertaking;
b) a policy for long-term investment management is set up for each long-term equity portfolio and reflects the undertaking’s commitment to hold the overall exposure to equity in the sub-set of equity investment for a period that exceeds five years on average. The administrative, management or supervisory body of the undertaking shall explicitly endorse the investment management policies and those policies are frequently reviewed against the actual management of the portfolios, and reported in the own-risk and solvency assessment of the undertaking referred to in Article 45;
c) the sub-set of equity investments consists only of equities that are listed in countries that are member of the EEA or of the Organisation for Economic Co-operation and Development (OECD) or of unlisted equities of companies that have their head offices in countries that are member of the EEA or of the OECD;
d) on an ongoing basis and under stressed conditions, the insurance or reinsurance undertaking is able to avoid forced selling of equity investments within the sub-set for five years;
e) the risk management, asset-liability management and investment policies of the insurance or reinsurance undertaking reflect the undertaking’s intention to hold the sub-set of equity investments for a period that is compatible with the requirement laid down in point (b) and the undertaking’s ability to meet the requirement laid down in point (d);
f) the sub-set of equity investments is appropriately diversified in such a way as to avoid excessive reliance on any particular issuer or group of undertakings and excessive accumulation of risk in the portfolio of long-term equity investments as a whole with the same risk profile;
g) the sub-set of equity investments does not include participations.

2. Where equities are held within European long-term investment funds or within certain types of collective investment undertaking, including alternative investment funds, which are identified in the delegated acts adopted pursuant to this Directive as having a lower risk profile, the conditions laid down in paragraph 1 may be assessed at the level of the funds and not of the underlying assets held within those funds.

3. Insurance or reinsurance undertakings that treat a sub-set of equity investments as long-term equity investments in accordance with paragraph 1 shall not revert back to an approach that does not include long-term equity investments. 

Where an insurance or reinsurance undertaking that treats a sub-set of equity investments as long-term equity investments no longer complies with the conditions laid down in paragraph 1, it shall immediately inform the supervisory authority and take the necessary measures to restore compliance. 

Within one month of the date of the first observation of non-compliance with the conditions laid down in paragraph 1, the insurance or reinsurance undertaking shall provide the supervisory authority with the necessary information and the actions to be taken by the undertaking to achieve, within six months of the date of the first observation of non-compliance, the re-establishment of compliance with those conditions. 

Where the undertaking is not able to restore compliance within six months of the date of the first observation of non-compliance, it shall cease to classify any equity investment as a long-term equity investment in accordance with this Article for a period of two and a half years, or as long as compliance with the conditions laid down in paragraph 1 is not restored, whichever period is longer.

4. The capital requirement for long-term equity investments shall be equal to the loss in the basic own funds that would result from an instantaneous decrease equal to 22 % in the value of investments that are treated as long-term equity

5. The Commission shall adopt delegated acts in accordance with Article 301a to supplement this Directive by further specifying: 
(a) the conditions set out in paragraph 1, second subparagraph, of this Article; 
(b) the types of collective investment undertaking referred to in paragraph 2 of this Article; 
(c) the information to be included in the solvency and financial condition report referred to in Article 51(1) and in the regular supervisory report referred to in Article 35(5a).’;
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