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Comments on Compromise Amendments circulated by the European Parliament on 19 March 2012 
IMD and Prospectus amendments (compromises A+B): not applicable under Solvency II discussions.

Reporting (compromises C, D, E + F): DIFFICULT TO SEE HOW WORDING ON PROPORTIONALITY (EXEMPTIONS) WOULD HELP UNDERTAKINGS IUN PRACTICE
· Positive proposal to limit quarterly reporting however in the past, we have expressed concern at the use of quantitative thresholds without first considering an impact assessment. It is unclear how this exemption would apply in practice. This is a “may” proposal therefore supervisors will maintain the discretion to require quarterly reporting of all undertakings at national level.

· Positive that EP recognise asset reporting is for purpose of financial stability monitoring and not assessing the solvency situation of an undertaking. EIOPA’s stated interest in detailed asset reporting was to assess application of the prudent person principle. The wording of the amendment does not actually propose an exemption therefore we see moves towards (compromise N) additional assessments of prudent person principle with potentially no reduction in asset reporting. 
Capital Add-Ons (compromise G): MEDIUM CONCERN: DRAFTING INITIATIVE PASSED FROM EC TO EIOPA
· We support that EC retain power to draft delegated acts on capital add-ons and when they would apply. Capital add-ons are an extremely powerful tool given to supervisors therefore appropriate tools need to defined to ensure its use is limited to exceptional circumstances

· Additional proposals on dispute resolution within colleges when considering application of capital add-ons – extended decision making procedures should not slow down the work of the college. 

· Existing Level 1 text for Article 250 has been introduced to this compromise amendment. Unclear what the motivation is here as it will not impact the current framework directive.
Extension of the recovery period (compromise O): MEDIUM CONCERN: SUPERVISORS SHOULD NOTIFY UNDERTAKINGS WITHOUT DELAY
· We support the intention of introducing a dispute resolution mechanism in the case of groups. However we believe the 1+2 months is much too long for supervisors to notify groups of the decision to grant an extension to their recovery period: this should be at maximum one month. As this provision aims at reacting to a breach of the SCR in a situation when financial markets are seriously disrupted, it is very important to act without undue delay. 

CCP (compromises J+K, art 77a): BAD: NO PREDICTABILITY AND LIMITED TO ILLIQUID LIABILITIES TO BE DEFINED BY EIOPA
· EIOPA discretion in application (in cooperation with ESRB) (bad – need predictability of the application of the CCP – for forward capital planning, risk appetite setting and decision-making during crisis – would expect delays in application if subject to the discretion of 2 bodies)
· Limited to “substantially illiquid liabilities” (yet to be defined) (bad – should apply across portfolios)

· Reference to disallowance for “any other risk” in the calibration of the CCP (77a.2 second paragraph, top of page 7) – (bad- not sure what this means, but could potentially disallow CCP for recognition of government bond spreads?)
· Requirement for public disclosure (77a.2 fourth paragraph) – (bad – should be disclosure to supervisor only)
 
MP (compromises J+K, art 308c) BAD: BACK IN BUT VERY RESTRICTIVE AND FAR TOO DETAILED (THEY HAVE COPY PASTED LEVEL 2 DRAFT TEXT).   
· Allowed at Member State discretion (clearly better than previous compromise which did not allow it at all, but still, due to below restrictions, = bad)

· Proposals are in line with current level 2 text, so scope is as constraining as it was previously (only some UK and Spanish products included) and does not provide an EU solution – (bad)

· Far too detailed for level 1, and includes numerous restrictions which are not reflective of economics of business (e.g. ring-fencing, only single premium products, only allowed for products with certain risks (longevity, expense, revision risk), 75% floor for calibration, only BBB and above assets, implicit exclusion of non-life annuities which have exactly the same underlying economics) –(bad) 

· The requirement of full matching is overly restrictive, since situations where assets are shorter than liabilities eliminate spread risk in the same way (in those situations the matching premium should be limited to the assets held and no benefit should be given for future reinvestments) (bad)

· Transitional allowed at Member State discretion  - which is phased-in over 7 years (but transitional MP has the same restrictions as the permanent solution) – (bad – same issues as above, and doesn’t start from status quo (Solvency 1) for Spain and UK -and runs off very quickly)
Extrapolation  (compromises J+K, art 77b, recital 17a): GOOD: EXACTLY INSURANCE EUROPE POSITION
· 20 years cut-off point & 10 years extrapolation period (Good)

· Based on availability of bonds and also using forward rates (Good) However the wording might be misleading; it should be clearer that the starting point of extrapolation should be determined by bond markets. 

Spread risk symmetric adjustment mechanism (compromises J+K, art 106a) OK: BUT DOES NOT SOLVE ARTIFICIAL VOLATILITY PROBLEM FOR HOLDING ASSETS TO MATURITY
· Amended Balz’ first proposed compromise to now be +/- 25% of the base capital charge (ok)

· But cannot deal with cases where you are not exposed to spreads (i.e. not liability specific) (i.e. MP should be the key solution for own funds volatility, together with an appropriate SCR, which should be based on default for these portfolios)

Assessment of application of package measures (CCP, extrapolation, MP, spread dampener) (compromises J+K, art 308c.5):  GOOD IDEA IN PRINCIPAL BUT REQUIRES NEED TO PROVE DETRIMENTAL IMPACT WHICH BY THEN  MAY BE TOO LATE
· EIOPA & ESRB Assessment  after 5 years, and potentially earlier (after 3 years) for MP (bad – as it seems illogical to only have a very restrictive application during this period, and only potentially expand the mechanism afterwards. The emphasis should be the other way round, with less constraints now, and an assessment as to whether more constraints are needed later – undertakings are likely to have exited the provision of long-term products or moved away from long-term investments in the meantime)

Over reliance on external credit assessment (compromises L, art 109a 1(c) 2nd paragraph): BAD: THE REQUIREMENT IS EXCESSIVE

· The requirement that (re)insurance undertakings have to verify the appropriateness of external credit assessments as part of their own risk assessment (Art 109a 1c – AM 386) is excessive given the requirements already in place to register and certify a credit assessment institution. Insurers and reinsurers must be allowed to rely on the official data and not be expected to have to scrutinize the official processes. We believe that a general proportionality principle should apply. 

· In addition, the new wording at the end of the sentence “wherever possible” is too strong. The use of additional assessment should be requested “only if necessary”. 
 
Equivalence (compromises R,V and X, art 172,227 and260): BAD: ONLY 5+1 WITH NO APPARENT WAY TO EXTEND
· Criteria a country needs to meet to achieve transitional equivalence still very demanding (including ‘current solvency regime is risk based and based on economic valuation of assets and liabilities’ – US regime unlikely to meet this criterion, we believe it should be an outcome of transitional regime but not required at the initiation) – (bad)
· Length of transitional period – 5yrs + 1 year (although extra year only allowed in the event that EIOPA and EC have not had time to complete full assessment, we would like 5 additional yrs. to be possible and extension to be allowed when 3rd country is still not in a position to be deemed fully equivalent ) – (bad)
· Once a 3rd country is found equivalent with respect to group supervision it is left to member state discretion as whether to rely on their equivalent group supervision – we believe that once a country is equivalent member states should not be given discretion but rely on this ‘equivalent’ group supervision (otherwise inconsistencies in member state treatment of 3rd countries might result and it also undermines a finding of equivalence – US very concerned about potential member state discretion…)  -(bad)
Supervision of risk concentration (compromise W): BAD: LEVEL 1 SHOULD NOT SEEK TO DEFINE “SIGNIFICANT RISK CONCENTRATION)

· EIOPA discussed in Level 3 guidelines “significant intra-group transactions”, EIOPA were proposing ex-ante reporting requirements.
· Risk concentration is group specific and will differ depending on nature, scale and complexity. A significant concentration of risk would not be appropriately defined via use of a threshold.

Sunrise clause (compromise Y): GOOD: IMPORTANT PROGRESS ON LEVEL 2 IS NOT LOST

· The EC draft on Level 2 should be used as the starting point for further drafting in this area. Important that EIOPA acknowledge this.

Phasing in (compromise Z): SEE ECO-SLV-11-117 FOR INSURANCE EUROPE COMMENTS; NEW DRAFTING BELOW
· EP propose new drafting on standard parameters to be used for equities purchased on or before publication (of OII?) in Official Journal of the EU.

· New drafting on approval of group internal models.[image: image1.png]
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