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[bookmark: _Toc160198703]Introduction
Insurance Europe welcomes the Solvency II Directive review agreed in December 2022. In particular, the insurance industry welcomes the improvements made by the EU co-legislators in the areas of capital, volatility and proportionality. These changes help insurers better serve customers, unlock more investment for the green and digital transitions, and support progress towards completing the EU’s Capital Markets Union, while maintaining the high level of policyholder protection of the framework.
However, in order to realise the potential benefits, the technical details in Level 2 and 3 implementing regulation need to be fully aligned with the high political ambition resulting from the Level 1 Directive review. While the upcoming Level 2 empowerments cover very technical details, getting them right is essential for the overall outcome of the review. It is therefore key to ensure that these technical details are appropriate and aligned with the high political ambition of the Level 1 Directive review.  
In the following paper Insurance Europe outlines the key priorities for development of Level 2 and Level 3 regulations, and the necessary steps to ensure alignment with the overarching goals of the Solvency II Directive review.

[bookmark: _Toc160198704]Improving the treatment of long-term business

[bookmark: _Toc160198705]Extrapolation of RFR curves
Stability of the illiquid part of the RFR curves is paramount to avoid introducing even more artificial volatility. 
The technical parameters of the new extrapolation methodology which determine the starting point (the FSP) and the convergence to the UFR (the speed of convergence) should be chosen to minimize artificial balance sheet volatility, avoid incentives for procyclical behaviour, and avoid pushing insurers towards extensive derivative usage.
DO: Set the speed of convergence parameter at 15% for the Euro and 40% for the SEK.
The Directive sets a minimum value for this parameter at 11.5% but a higher parameter is needed to ensure stability of the framework.
DO: Set the outstanding bond criterion at 8%
This criterion is one of the two criteria which determine the first smoothing point (FSP) of the extrapolation and is set as the percentage of outstanding bonds of that or a longer maturity among all outstanding bonds in that currency (Art 77 para 1b) which are of a greater maturity than deemed to be sufficiently high.	Comment by Insurance Europe: Members are invited to provide justification

[bookmark: _Toc160198706]Volatility adjustment
The co-legislators agreed to several improvements to the design and functioning of the volatility adjustment including improved reference portfolios, the macro VA, an increased general application ratio (GAR) and the credit spread sensitivity ratio. 
However, these improvements will be undermined by a poor design and calibration of the risk correction parameter, particularly in a crisis period when the efficient functioning of the VA is most critical.
DO: Design and calibrate the risk correction parameters which provide a realistic assessment of the default and downgrade risk associated with the reference portfolio.

[bookmark: _Toc160198707]Risk margin
The co-legislators have set the Cost of Capital rate at 4.75% in the Directive which is welcomed as a key change that reduces excessive capital requirements for all the undertakings.
This should be complemented with a lambda parameter which further mitigates excessive and volatile capital requirements for long-term products. 
DO: Set the lambda parameter at a maximum of 0.975, without a floor.
This calibration was supported by the outlined in its Communication on the review of the EU prudential framework for insurers and reinsurers in the context of the EU’s post pandemic recovery. A similar calibration was supported by EIOPA’s analysis and included in its advice.

[bookmark: _Toc160198708]Interest rate risk SCR	Comment by Insurance Europe: Members requested to provide feedback on the new phasing in proposal from co-legisltors? Ie should we support or oppose a mandatory phasing in?
Insurance Europe welcomes the co-legilsators’ proposal to introduce a term-dependent floor to the interest rate risk scenarios. This is necessary to reflect the economic reality of an effective lower bound to the interest rate curve and to avoid excessive capital requirements, particularly in stressed environments which could result in procyclical behaviours.
DO: Calibrate a realistic floor to the interest rate risk SCR scenarios.
DO: Update the correlation between interest rate risk down and spread risk to be 0.25, as per EIOPA’s advice.
DON’T: Introduce mandatory phasing-in of the updated interest rate risk scenarios. 

[bookmark: _Toc160198709]Equity investment

Long-term equity
The industry welcomes the inclusion of workable and simplified criteria for Long-term equities in the Directive. 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. 
DON’T: Introduce overly-complicated or excessive conditions in the Delegated Acts which would restrict supervisors ability to recognise equities as long-term.
DO: Clarify that all collective investment undertakings can be assessed at the level of the fund and not at the individual security level. 
This is consistent with the portfolio-level approach foreseen in the LTE criteria (ie. (b), (d), and (f). 

Symmetric equity adjustment
The current design of the symmetric equity adjustment creates basis risk for a number of countries, due to differences in currencies and equity portfolio composition. This is particularly the case of some insurers who have large unit-linked portfolios for whom the application of the symmetric equity adjustment creates, not mitigates, solvency volatility. 
DO: Make it optional to apply the symmetric adjustment

[bookmark: _Toc160198710]Proportionality
Improving proportionality was one of the core aims of the review, by allowing small insurers – fulfilling  a set of predefined criteria – to be automatically exempted from specific Solvency II rules and as such creating a more suitable framework for insurers identified as ‘small and non-complex’ (SNCU).
While the industry welcomes the introduction of automated proportionality, based on SNCU criteria, also proportionality for non-SNCUs should be addressed. 
DO: Create clear criteria for non-SNCUs to get admission to proportionality measures. 	Comment by Insurance Europe: Members requested to provide detailed criteria.

This includes the use of prudent deterministic valuation of best estimate of technical provisions.

[bookmark: _Toc160198711]Macroprudential supervision	Comment by Insurance Europe: Members are requested to provide feedback on whether we should retain this in the document
Several new additional requirements and NSA powers were agreed by the co-legislators related to macroprudential supervision. 
While recognising the potential benefits of some of these new requirements in monitoring systemic risk, the industry is concerned that many of the additional requirements are excessive given the limited systemic risk in the insurance sector and existing supervisory tools (ie the IAIS Holistic Framework).
DO: Avoid overly prescriptive requirements for liquidity risk management plans.
DO: Limit the scope of undertakings which will have to provide additional macroprudential analyses under the ORSA or PPP (Art 45 (e) and Art. 132 (6)).

[bookmark: _Toc160198712]Sustainability
European insurers strongly support the drive towards sustainability and are ready to build on their current actions to contribute further to the transition to a more sustainable society and to play their role in achieving the targets of the EU Green Deal. 
The industry supports the development of prudential transition plans, which would be part of the risk-management system. The plans focus on risk-management aspects of the transition, including the strategic risks associated with not implementing transition strategies.
DON’T: Do not introduce changes to capital requirements that are not risk- and evidence-based.
DO: For prudential transition plans, avoid creating overlaps and inconsistencies with other cross-sectoral regulation that can create confusion and unnecessary costs and operation burdens.
· While distinct from transition plans under CSDDD, in terms of content it is important to avoid duplications, inconsistencies, unnecessary reporting burden and legal risks. 
· In terms of timelines these should mirror the timeframes established for the CSDDD. 
· Ensure that group-level plans can be used to satisfy any subsidiary-level requirements. 
· Ensure that groups can have a single transition plan option to fulfil all transition plan related requirements both under CSDDD and SII regulation.	Comment by Insurance Europe: TBC - depending on CSDDD discussions

[bookmark: _Toc160198713]Group supervision
Numerous changes were made to the group supervision requirements and extensive additional powers were granted to the group supervisor. In particular a solution was implemented to address the issues regarding the scope and the calculation method of the minimum consolidated group SCR, which lead to trigger inversion and double counting. 
However, despite the changes double counting will remain an issue due to the extension of the group floor to non-EEA subsidiaries.
DO: Update EIOPA’s Guidelines on Group Solvency to clarify that local requirements of third country undertakings do not have to be factored in if the related risks are already part of the balance sheets of European companies, to the satisfaction of supervisory authorities.

[bookmark: _Toc160198714]Reporting and disclosure
[bookmark: _Toc160198715]External audit requirement
The SII proposals include a  minimum external audit requirement of the balance sheet disclosed as part of the SFCR. These external audit requirements will be very resource-intensive and entail significant costs for insurance companies. 
DON’T: Extend audit requirements to SNCUs or other sections of the SFCR. 
Although the industry appreciates the exemption for SNCUs, there are concerns about NSAs having discretion to extend this requirement. 
DO: Accept a a limited level of assurance in the audit. 
The data to be audited is already subject to a significant safeguard mechanism through the supervisory process of regulatory authorities (see, inter alia, Article 36 of the Solvency II Directive). 
[bookmark: _Toc160198716]Design of the SFCR
Improved transparency was aimed for by the review of the format and content of the SFCR, by adapting disclosures required from insurers to the information needed by recipients, differentiating between the information for policyholders/beneficiaries and professionals. 
In practice, the current proposal will mean that insurance companies must have two separate SFCRs, one for policyholders/beneficiaries and professionals, which is a missed opportunity as it will not lead to a more streamlined reporting for undertakings, and it will even increase the operational burden. 
DO: Minimise the SFCR reporting burden by streamlining requirements in the Level 2.  

[bookmark: _Toc160198717]Other topics
[bookmark: _Toc160198718]EPIFP
EPIFPs are an important part of the Solvency II framework allowing the reflection of economic reality, with respect to the principle of going concern. As such, they are a useful element, notably to encourage the offer of long-term guarantees. 
DON’T: Change the treatment of EPIFP in the Level 2
The current framework already allows for sufficient supervisory powers to achieve that purpose, and therefore no changes are needed.
[bookmark: _Toc160198719]Treatment of non-proportional reinsurance
Non-proportional (NP) reinsurance is an important risk mitigation instrument for the non-life sector and a crucial tool for smaller and medium sized companies to manage peak risk.
The current standard formula approach provides for a flat 20% reduction on the volatility of premium risk for three lines of business. This reduction does not depend on the actual existence of reinsurance and is not available for other lines of business, nor for reserving risk. This is clearly not risk sensitive.
DO: Introduce dedicated treatment for Adverse Development Covers, based on an improved version of EIOPA’s proposal which applies to multiple lines of business.

[bookmark: _Toc160198720]Acquisition expenses
Article 140 of the DA specifies that expenses taken into account in the calculation of the technical provisions should be shocked to determine the SCR for life-expense risk. However, there are no exceptions for acquisition expenses or other fixed expenses. This departure from a risk  based approach in Art 140 results in insurers being compelled to include expenses that cannot vary, such as acquisition expenses leading to unnecessary and excessive capital requirements. A similar issue applies to Art 157.  
Therefore, there is the need for modification for the Delegated Regulation to address the issue of expense risk in the standard formula.   
Do: modify toe wording in Art 140 and Art 157 of the DA on the Life-expense risk sub-module and the health-expense risk sub-module respectively
The issue can be solved by adding text along the lines the wording shown in red below to the existing article:
The capital requirement for life-expense risk referred to in Article 105(3)(d) of Directive 2009/138/EC shall be equal to the loss in basic own funds of insurance and reinsurance undertakings that would result from the combination of the following instantaneous permanent changes: 
(a) an increase of 10 % in the amount of expenses taken into account in the calculation of technical provisions; Expenses which cannot vary materially or give rise to material adverse solvency development can be excluded (eg commission or investment management expenses which are contractually agreed and so cannot be unilaterally changed).
(b) … 
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