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Introduction

This consultation is now available in 23 European Union official languages.

Please use the language selector at the top of this page to choose your language for this consultation.

Insurance companies'! play an important economic and social role. Indeed, insurance is provided for many events
of human life (sickness, car accidents, fire damage, death, etc.) but also for potential liabilities as regards third parties
such as medical liability. Insurers also play an important role in non-bank intermediation, for instance by channelling
household savings into the financial markets and into the real economy.

The core business model of insurance companies is very specific. Insurers collect premiums from clients (referred to as

“policyholders”) up-front but are only obliged to make payments if a predefined adverse event occurs at a later stage®.
The insurance sector is also prone to information asymmetry. In general, policyholders are less aware than the
insurance company about the own ability of the latter to fulfil the terms of the contract (solvency) or the risks underlying
the contract (conduct of business).

Insurance companies perform a key function in the economy, and their failure could have very detrimental
consequences for its functioning. Intervention of public authorities is therefore needed, in particular to
guarantee that insurance companies are able to honour insurance contracts (i.e. that they are “solvent”). For
this reason, there is regulation as regards the solvency of insurance companies and for minimisation of the disruption
and losses for policyholders in case of insurance failure (so-called “prudential supervision”).

Since the 1970s, the European Union (EU) has adopted a series of legislative acts (so-called “Solvency 1”) aiming at
facilitating the development of a Single Market in insurance services, whilst securing an appropriate level of
policyholder protection. However, this framework was characterised by a number of structural weaknesses. In
particular, it ignored key risks faced by insurers (for instance, risks of negative downturns in financial markets) and did
not guarantee an equivalent level of protection for all citizens in Europe.

Solvency Il which entered into application in 2016, introduces for the first time a harmonised, sound and
robust prudential framework for insurance firms in the EU. It is based on the risk profile of each individual



insurance company but still ensures comparability, transparency and competitiveness. The Solvency I
framework consists of three 'pillars':

® guantitative requirements, including the rules to value assets and liabilities (in particular, technical provisions —
liabilities towards policy holders), to calculate capital requirements and to identify eligible own funds to cover
those requirements (referred to as “Pillar 17);

® requirements for risk management, good governance, as well as the details of the supervisory process with
competent authorities (“Pillar 27);

® requirements on transparency, reporting to supervisory authorities and disclosure to the public (“Pillar 3”).

The same approach is being applied for insurance groups as for individual insurers, so that groups are recognised and
managed as economic entities.

As confirmed by stakeholders’ statements at the recent conference organised by the European Commission on the

review of Solvency II¥ on 29 January 2020, the general perception is that the European framework as a whole functions
well. At the same time, the experience gained from the first years of application of the Solvency Il framework and the
feedback received from industry stakeholders and public authorities have identified a number of areas, which could
deserve a review. Furthermore, the framework also needs to take into account the political priorities of the European
Union (notably the European Green Deal, the completion of the Capital Markets Union, and the strengthening of the
single market) and should also be flexible enough to cope with any economic and financial developments (including the
unprecedented protracted low — and even negative — interest rate environment).

Following a formal request for advice that was sent by the European Commission to the European Insurance and
Occupational Pensions Authority (EIOPA) in February 2019, EIOPA conducted three technical consultations covering
the 19 topics of the Solvency Il review that were identified by the European Commission.

In parallel to EIOPA’s work on the review, the European Commission intends to collect feedback from a wider
audience, including policyholders, consumer associations, and financial market stakeholders other than
insurers, by conducting its own consultation on the review. This more general consultation will cover four main
areas:

1. long-termism and sustainability of insurers’ activities and priorities of the European framework;

2. proportionality of the European framework and transparency towards the public;

3. possibilities to improve citizens’ trust, to deepen the single market in insurance services and to enhance
policyholder protection and financial stability;

4. new emerging risks and opportunities (e.g. sustainability, technological developments, etc.) that may need to be

addressed by the European framework.

The results of the present consultation will complement the one resulting from EIOPA’s technical consultations. They
will all feed into the European Commission review process of the Solvency |l framework.

ﬂ Note that throughout this consultation document, unless explicitly stated otherwise, the term “insurance” encompasses both insurance and

reinsurance.

@ For instance, a house fire, a car accident causing damages to the policyholder’s car or physical injuries, the death of the insured triggering

the payment of accumulated capital to pre-determined beneficiaries in the case of a life insurance contract, etc.
&l

The recording of the conference is available here.



https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en
https://ec.europa.eu/info/business-economy-euro/growth-and-investment/capital-markets-union_en
https://ec.europa.eu/info/files/190211-request-eiopa-technical-advice-review-solvency-2_en
https://eiopa.europa.eu/publications/eiopa-consultations
https://eiopa.europa.eu/Publications/Requests%20for advice/RH_SRAnnex - CfA 2020 SII review.pdf
https://webcast.ec.europa.eu/conference-on-review-of-the-solvency-ii

Please note: In order to ensure a fair and transparent consultation process only responses received through our
online questionnaire will be taken into account and included in the report summarising the responses. Should you
have a problem completing this questionnaire or if you require particular assistance, please contact fisma-s2review-
consultation@ec.europa.eu.

More information:

® 0n this consultation

® on the consultation document

® on Solvency |l

® on the protection of personal data regime for this consultation
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| agree with the personal data protection provisions

Section 1: Long-termism and sustainability of insurers'
activities, and priorities of the European framework

The main objective of Solvency Il is the protection of policyholders.

The protection of policyholders requires that insurance companies are subject to effective solvency requirements based
on the actual risks they are facing. Such a framework provides incentives for insurance companies to appropriately
measure and manage their risks. The framework is defined in such a way that the risk of an insurance failure, even
though not null, is of very low probability, as an insurer complying with its requirements is supposed to be able to cope
with an extreme adverse event whose probability of occurrence is only 1 in every 200 years.

At the same time, it is important to ensure that insurers are not hindered from providing long-term funding to the
European economy in line with the European Commission’s political priorities such as:

® the European Green Deal, which should make Europe the world’s first climate-neutral continent by 2050. To
achieve this ambition, there are significant investment needs as well as opportunities. Their magnitude requires
mobilising both the public and private sectors, including insurance companies;

® the completion of the Capital Markets Union (CMU), which aims to mobilise financial resources in Europe and
channel them to all companies, including small and medium-sized enterprises (SMEs), and in infrastructure
projects that Europe needs to expand and create jobs.

Solvency Il includes a series of provisions aiming to ensure that the framework does not unduly prevent insurers from
providing financing to the economy and to offer life insurance products with guaranteed returns (or capital guarantee).
However, according to some stakeholders, European legislation has incentivised insurance companies to retrench from
more long-term and thus illiquid assets (e.g. infrastructure projects). This may negatively affect European economic
growth, and result in lower expected returns for life insurance policyholders.

Moreover, the current heightened equity and credit spreads volatility and the significant stock market contraction

stemming from the Covid-19 crisis, as well as the vulnerabilities in the real estate sector” must be taken into account
when reviewing the existing rules. The prudential framework should provide the right incentives for robust risk
management while avoiding excessive risk-taking, and limiting financial stability implications. At the same time, it
should avoid procyclical behaviour and not unduly prevent insurers from contributing to the long-term financing of the
economic recovery of the European Union in the aftermaths of the current crisis.

In addition, while insurers’ investments are exposed to risks related to climate change and reputational risk, European
legislation may not appropriately reflect those risks, hence not providing the right incentives. The European Central
Bank recently showed that climate change-related risks have the potential to become systemic for the euro area

through possible significant exposures to climate risk, which are currently not included in the prudential framework®.

Finally, over the recent years, insurers have faced an unprecedented environment of low interest rates, which is
progressively deteriorating their profitability. This can raise several concerns. First, despite the prudential framework, it
can incentivise insurers to “search for yield” by taking more risks and investing in more complex securities, as pointed
out by the European Central Bank in November 2019¥, Second, the low interest rate environment can also materially
affect the life insurance landscape, and the ability of insurers to offer insurance products with guarantees. The current
trend of risk shifting to policyholders can result in new challenges, depending on customers’ risk tolerance and financial
literacy.

[417

See for instance, ESRB’s warnings and recommendations on medium-term residential real estate sector vulnerabilities .



https://ec.europa.eu/info/law/better-regulation/specific-privacy-statement_en
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en
https://ec.europa.eu/info/business-economy-euro/growth-and-investment/capital-markets-union/what-capital-markets-union_en
https://www.esrb.europa.eu/news/pr/date/2019/html/esrb.pr190923~75f4b1856d.en.html

@ See the special feature “Climate change and financial stability” published in May 2019 as part of the European Central Bank’s

Financial Stability Review.
Gl

See the ECB'’s Financial Stability Review of November 2019.

Objectives of the framework and priorities of the review

According to the current European legislation, “#he main objective of insurance and reinsurance regulation and
supervision is the adequale protection of policy holders and beneficiaries. (...) Financial stability and fair and stable
markets are other objectives of insurance and reinsurance reguiation and supervision which should also be taken info
account but should not undermine the main objective’.

Question 1: What could be the renewed objectives of European legislation for
insurance companies?

On a scale from 1 to 9 (1 being “not important at all” and 9 being “of utmost
importance”), please rate, and if possible rank, each of the following
proposals.

Don't
know
1 2 3 4 5 6 7 8 9
/no
opinion
Policyholder protection 2
Financial stability 2

Fostering investments in
environmentally-sustainable
economic activities which will be

defined in the EU taxonomy[Zl

Fostering long-term investments

in the real economy and

providing long-term financing to @
European companies, including

SMEs

Ensuring a fair and stable single
market

@ The taxonomy is a clear and detailed EU classification system for sustainable and environmentally-sustainable activities,

which is currently under development. It is aimed to become a “common language” for all actors in the financial system.

If you identify other political objectives, please specify them and give a rating
of their importance from 1 to 9 for each of them:

2000 character(s) maximum
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https://www.ecb.europa.eu/pub/financial-stability/fsr/special/html/ecb.fsrart201905_1~47cf778cc1.en.html
https://www.ecb.europa.eu/pub/financial-stability/fsr/html/ecb.fsr201911~facad0251f.en.html#toc43

including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The main objectives of insurance regulation should remain policyholder protection and financial stability.

However, considering the EU’s overarching goals regarding sustainable growth and global competitiveness,
it makes sense for Solvency Il to reflect these goals too.

Apart from the additional potential objectives identified by the EC in the table above, another objective
should be added: namely that Solvency Il should support the international competitiveness of the European
insurance industry, with an importance set at 8. While Solvency Il is the most sophisticated risk-based
regime in the world, it is also the most conservative. The industry strongly supports a risk-based regime that
ensures a high-level of policyholder protection and supports financial stability. At the same time, the regime
should not hamper, but instead support the global competitiveness of the European (re)insurance industry,
which is the most international industry in the world, and a success story for Europe. This over-arching
objective of the European Union to support European competitiveness at a global level should become an
objective of Solvency Il itself, and should be added under Art 28 of the Directive.

At the same time, it is key to understand that what generates insurers’ ability to invest with a long-term
perspective is the flow of premiums that they receive from policyholders for their long-term savings/pension
products. Removing barriers to long-term investments is key, but equally key is removing barriers to the
offering of long-term products, including long-term guarantees, which are the generators of the industry‘s
long-term investment capacity. Therefore, the review of Solvency Il should give the highest priority to
insurers’ ability to offer long-term guarantees. (see Q2)

Question 2: In light of market developments over the recent years, in
particular the low or even negative interest rates environment and the Covid-
19 crisis, what should be the priorities of the review of the European
legislation for insurance companies?

On a scale from 1 to 9 (1 being “low priority” and 9 being “very high
priority”)? Please rate, and if possible rank, each of the following proposals.

Don't
know
1 2 3 4 5 6 7 8
/no
opinion
Ensuring that insurers remain ~
solvent
Ensuring that insurers'
obligations to the policyholders 3

continue to be fulfilled even in
the event that they fail

Ensuring that there are no
obstacles for insurance

11



companies to contribute to the

investment needs of the 5
European Green Deal, i.e.

fostering insurers’ investments

that help the transition to carbon

neutrality by 2050

Ensuring that there are no
obstacles for insurance
companies to invest in
accordance with the objectives
of the Capital Markets Union, i.
e. fostering insurers’ long-term
financing of the European
economy, including SMEs

Facilitating insurers' ability to
offer (sufficiently) high returns to
policyholders, even if this

implies taking more risks

Facilitating insurers' ability to
offer products with long-term 2
guarantees

Ensuring that insurers do not
face liquidity issues (i.e. that
they have sufficiently liquid C
assets) to meet at all times

short-term obligations@
Preventing the build-up of

systemic risk and ensuring =
financial stability

@ i.e. cash or other highly marketable securities.

If you identify other priorities, please specify them and give a rating from 1 to

9 to each of them:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

Insurance Europe understands that this question is not about the general importance of certain objectives,
but rather about whether and how/where the existing regulatory framework needs to be improved in order to
achieve these objectives.

- Reducing the unnecessary burdens and costs of the regulation should be one objective of the review, with
an importance set at 9. The overly high costs and strains of Solvency Il make long-term guarantee products

very capital intensive, to the detriment of policyholders. Increasing operational efficiency can be achieved by:

- Making proportionality work in practice.

12



- Simplifying & streamlining reporting requirements, in line with the EC’s fitness check of supervisory
reporting requirements.

- Improving regulatory and supervisory convergence to avoid additional regulatory burden due to additional
layers and diverging regulation, avoid gold-plating and ensure a level-playing field.

Capital requirements for investments in SMEs (both in equity and debt), for
long-term investments and for sustainable investments

Question 3: Have the recent changes to the prudential framework regarding
equity investments appropriately addressed potential obstacles to long term
investments?

Yes

® No, the recent changes will not have a material impact on insurers’ ability to
invest for the long term

Don’t know/no opinion

Please specify what the remaining obstacles are, and how to address them
while preserving the necessary prudential safeguards to ensure policyholder
protection:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The industry appreciates the EC’s previous work in this area and acknowledges the steps taken with the
objective to improve the framework for long-term equity (LTE) in Art 171a of the Delegated Regulation.
However, some application criteria are hard to fulfil and reduce the applicability of the sub-category, as
evidenced in the EIOPA data collection exercises. The criteria for LTE in the Delegated Act are too strict,
making it very difficult or even impossible for insurers to apply this sub-module to their LTE portfolio. The
recent alternative criteria proposed by EIOPA as part of its Holistic Impact Assessment are also inadequate
because the LTE would only qualify for the reduced risk factor under prohibitive conditions. The industry
therefore calls for a review of the LTE submodule to address the problems raised by the current and EIOPA’
s proposed criteria and enhance the applicability of the submodule in practice With respect to the specific
criteria:

Criterion (b) to (d) of Art. 171a can be problematic for some markets as they can only be implemented in EU
legal systems with corresponding balance sheet structures

The industry proposes to remove such criteria Criterion (e) on the average holding period effectively
mandates a buy and hold strategy for insurers’ equity portfolios with little or no flexibility for ongoing
management The industry proposes to substitute this criterion with a commitment-to-hold approach
Criterion (f) on EEA shares considerably restricts the investment universe The industry proposes an
extension to OECD shares Criterion (g) of Art. 171a is hardly implementable. EIOPA’s alternative criterion is
also a step back to a very conservative approach The industry considers that criterion (g) should be relaxed
and the threshold lowered. Should the EC consider EIOPA’s proposal, it should account for the features of
countries with business characterised by lower durations and asset liability management (ALM) practices of
non-life insurers

13



Question 4: Does the prudential framework set the right incentives for
insurers to provide long-term debt financing to private companies, including
SMEs (i.e. to invest for the long-term in long-maturity debt instruments)?

Please indicate the statements with which you agree.

at least 1 choice(s)

Yes, the framework provides the right incentives

No, investments in long-maturity bonds (more than 15 years) should be less
costly for insurers, regardless of whether they hold their investments for the
long term

No, there should be a preferential treatment for long-term investments in

bonds that are held close to maturity, with appropriate safeguards®

No, and in order to effectively reduce the cost of investment in bonds,
Solvency Il should allow all insurers to apply the dynamic modelling of the
volatility adjustment

No, and | have another proposal to address this issue

Don't know/no opinion

@ Note that in this case, it may be justified that the capital relief cannot exceed the one stemming from matching adjustment.

Please specify your answer to question 4 (if needed):

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

First, it is important to note that the industry is not seeking incentives to long-term investment but only to
remove unjustified disincentives. Solvency Il is a risk-based framework and should remain this way.
Concretely, this means that the treatment of long-term investment should be improved by better
measurement of the true long-term risk of these exposures.

The dynamic volatility adjustment (DVA) is a tool which enables insurers to partially reflect their risk-bearing
capacity as long-term liability driven investors in their capital calculations. It creates a more realistic

assessment of the credit risks to which they are exposed and should be available for all insurers.

Internal model users are currently able to apply the DVA make the correct adjustments subject to
supervisory approval - this should continue without changes. No new restrictions should be introduced.

For the specific case of corporate debt, Insurance Europe supports the extension of the DVA to the standard
formula.

The current standard formula risk charges for corporate bonds are based on the incorrect assumption that

14



insurers may have to sell all their corporate bonds at depressed prices during a crisis. However, insurers
typically invest in a specific portfolio of corporate bonds which is tailored to provide income to match their
expected claims and expenses. If there is no significant change in the expected claims and expenses, then
there is no need for insurers to sell their bonds during crisis period. In these circumstances, because the
insurer does not have to sell the bonds, the short-term price fluctuations are irrelevant as the expected
cashflows remain the same. Therefore, the true risk to the insurer in this case is default risk as defaults will
change the cashflow pattern.

As a final remark, the industry notes that the introduction of the DVA for corporate debt in the standard
formula would not impact the 0% risk weighting for member state sovereign debt.

Insurers’ contribution to the objective of a sustainable economic growth
and policyholder protection

Solvency Il is a risk-based and evidence-based framework. This implies in particular that the quantitative rules
governing capital requirements for insurers’ investments are supported by quantitative evidence. This entails a need for
sufficient and robust data to support changes to Solvency I, which could further incentivise insurers to contribute to the
long-term and sustainable financing of the European economy, while preserving the necessary level of policyholder
protection embedded in the framework.

In particular, there is a need for sufficient evidence that the risk of investment in SMEs or in environmentally-
sustainable economic activities and associated assets is lower than what the current prudential rules would imply.

Question 5: Do you agree or disagree with each of the following proposed
change to quantitative rules in Solvency I1?

Don't
know
/no
opinion

Agree Disagree

We should make it less costly for insurers to invest in SMEs =

We should make it less costly for insurers to invest in environmentally-
sustainable economic activities and associated assets (so-called "green -
supporting factor")

We should make it more costly for insurers (and therefore provide
disincentives) to invest in activities and associated assets that are
detrimental to the objective of a climate-neutral continent (so-called
"brown penalizing factor")

Please explain your reasoning for your answer to question 5 (if needed):

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The industry is not seeking incentives to long-term investment, including SMEs, but to remove unjustified
disincentives that limit insurer’s willingness and ability to invest long-term. Solvency Il is a risk-based
framework and should remain this way. It is key to seek ways to improve the treatment of long-term

15



investment under Solvency Il by precisely better reflecting a risk-based measurement of the exposures On
investment in SMEs:The current capital requirements for some SMEs investments are excessively high
compared to the actual risk exposure. They should be reduced in a risk-based manner €Insurers invest in
SME in various ways: eg via listed/unlisted equity, debt, funds, securitisation, covered bonds. Improving the
treatment of equity and debt under Solvency Il will implicitly support investment in SMEs At the same time,
insurers’ investment capacity in SMEs (and other assets) would be enhanced by addressing other flaws of
the framework, such as the VA and the RM (see Q6)On green/brown factors:The industry does not support
artificial incentives/disincentives based on green/brown qualifications. Solvency Il is, and should remain, a
risk-based framework. Any differential treatment between green or brown assets, including a green
supporting factor (GSF) or a brown penalising factor (BPF), should be based on the difference in underlying
risks The priority should be on ensuring that the outcome of the Solvency Il 2020 review results in focused
changes that help, and do not hinder, insurers in fulfilling their key role in supporting Europe’s need for
investment to achieve carbon neutrality and economic growth. This means a reviewed Solvency Il framework
that adequately reflects transition risk, and appropriately measures the risks of long-term business without
exaggerating long-term liabilities or the risks of long-term assets that back them (including sustainable
investments). This is also key to avoid disincentives to offering long-term products to customers (Q41)

Short-term volatility, procyclicality, and insurance products with long-term
guarantees

The current Covid-19 crisis, characterised by heightened volatility in financial markets, drops in stock markets, rises in
spreads and a series of rating downgrades by credit rating agencies, has resulted in more volatility of insurers’ solvency
positions over the last months, according to industry stakeholders and public authorities. This requires assessing the
effectiveness of the mechanisms embedded in the Solvency Il framework (in particular, the so-called "long-term

guarantee measures and the measures on equity risk") aiming at mitigating volatility of insurers’ solvency and at

avoiding procyclical behaviours. If this volatility becomes excessive, it may hinder their ability to offer products with long-
term guarantees and may incentivize them to largely shift the risk to policyholders (via the distribution of unit-linked or
index-linked products). This could question the sustainability of the traditional life insurance business.

Question 6: Does Solvency Il appropriately mitigate the impact of short-term
market volatility on the solvency position of insurance companies?

Yes
® No
Don’t know/no opinion

Please indicate how the framework could mitigate the volatility of:

® fixed-income assets
® stock markets

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

Solvency Il does not provide sufficient mitigation against artificial volatility of insurers’ solvency position
caused by short-term market volatility
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Artificial volatility in Solvency Il generally arises where the market consistent approach and 1-year time
horizon used to quantify the insurer’s solvency position have not been properly adapted to deal with long-
term insurance business. The result of these inconsistencies is that small risks for an insurer are often
reflected as big changes in the solvency position, typically experienced during periods of market turbulence.
As a result, Solvency Il can provide incorrect signals on the solvency position during these periods

There are already mechanisms in Solvency Il which aim to improve the recognition of long-term business.
Some provide good mitigation against artificial volatility. However, targeted but important improvements are
still needed:

-The level of the VA should be increased and its ability to mitigate artificial balance sheet volatility arising
from short-term fluctuations in both European and national fixed income markets should be improved

-EIOPA’s proposed risk correction and liquidity adjustment factor should be rejected as these would make
the VA less effective.

-No changes should be made to the current risk-free rate extrapolation as it is already effective in countering
artificial volatility. The matching and residual volume criteria are necessary and justified elements and must
be retained
-The MA is also effective in removing artificial solvency volatility. EIOPA’s proposals to remove the
restriction on diversification between MA and non-MA portfolios are welcomed
The risk margin is a source of artificial volatility because of its high sensitivity to interest rates. To address
this and its excessive size, an appropriate lambda parameter should be introduced, there should be
increased recognition of diversification and the cost of capital (CoC) rate should be lowered to 3%.

Question 7: Does Solvency Il promote procyclical behaviours by insurers (e.
g. common behaviour of selling of assets whose market value is plunging or
whose credit quality is decreased), which could generate financial
instability?

Yes
? No
Don't know/no opinion

Over the recent years, in some countries, insurers have favoured the supply of insurance products where the
investment risk is shifted to policyholders (i.e. higher risk for policyholders, but also prospects of potential higher returns
over the long run), instead of traditional life insurance products with guarantees.

In a recent report'?, the International Monetary Fund recommended public authorities to consider “policies serving as a
disincentive to new life insurance products offering guaranteed returns”.

(ot See the Global Financial Stability Report: Lower for longer (October 2019), and in particular page 47.

Question 8: Some stakeholders claim that Solvency Il has incentivised
insurers to shift investment risk to policyholders. Do you agree with this
statement?

Yes
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® Yes, but it is not the most important driver
No
Don’t know/no opinion

Question 9: Do you agree with the International Monetary Fund that public
authorities should aim to provide disincentives to the selling of new life
insurance products offering guaranteed returns?

Yes No Don’t know/no opinion
From the point of view of a policyholder 2

In terms of financial stability 2

Please explain your reasoning for your answer to question 9 (if needed):

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

A combination of Solvency Il rules and the prolonged low-interest rate environment has adversely affected
the ability of insurers to provide products with LTG. Preserving the ability of the industry to provide LTG
should be a priority of the review. LTG can refer to both the amount and duration of the future claim (in some
markets insurers can provide a pension for as long as you live) The calibrations of Solvency Il however
overstate long-term liabilities and exaggerate balance-sheet volatility, resulting in capital requirements and
buffers that are too high. Consequently, Solvency Il unnecessarily and adversely affects the cost of offering
long-term products Refining Sl would help insurers play an even bigger role in the provision of safe, long-
term savings products, for example by addressing the exaggerated volatility of solvency ratios by fixing the
VA flaws

The demand for guaranteed saving products varies across Europe and depends on personal circumstances
and national differences, although it remains very high on average. A recent Insurance Europe pension
survey, interviewing 10 000 citizens across ten countries, clearly confirmed a strong appetite for certain
features typically offered by insurers including guarantees:The highest priority was security of the money
invested (60% respondents) Respondents overwhelmingly chose investment safety over performance of
investments (73%) Information about guarantees was deemed the most important one (67%) It is therefore
crucial that regulatory obstacles are avoided so that pension and long-term investment policies enable
insurers to meet the demand for guarantees and allow them to fulfil their role in tackling the pension savings
gap and more generally in channelling more private savings into capital markets. Given the potential for life
insurance products to provide savers with simple and less risky access to an appropriate asset mix,
policymakers should support industry efforts to make wider use of these products

Prudential rules and Covid-19

The Covid-19 outbreak allows assessing the robustness of the regulatory framework under a crisis situation. As
Solvency Il requires insurers to set aside capital to absorb losses stemming from extreme events — including sanitary
crises such as a pandemic — that occur once in two hundred years, the insurance sector proved to be in general well-

prepared to cope with the current adverse financial and economic conditions™™,



(T By the end of 2019, insurers held on average an amount of capital which was more than twice as high as the one required by

the legislation.

Question 10: In light of the Covid-19 crisis, have you identified any major
issues in relation to prudential rules that you were unaware of or considered
of lesser importance prior to the pandemic?

Yes
® No
Don’t know/no opinion

Other issues

Some insurance companies are subsidiaries of (and therefore belong to) wider insurance groups. The European
legislation identifies such insurance groups as integrated “economic entities”, which are therefore subject to Solvency Il
rules on a consolidated basis. However, under current rules, public authorities focus on ensuring that both the solo
entities of the group and the group as a whole have enough capital to cover their risks.

Some stakeholders are of the view that it might be sufficient for public authorities to supervise the solvency position of
insurance groups only (and not of individual insurers), and to ensure that they are sufficiently well-capitalised to support
all funding needs of insurance subsidiaries. This would imply that individual insurers belonging to a group could be left
under-capitalised, provided that the group as a whole is well-integrated and has sufficient available capital to cover all
risks to which insurance companies within the group are exposed, and therefore to meet each subsidiary’s financing
needs on demand.

Question 11: From the point of view of policyholders, would it be acceptable
to waive Solvency Il requirements to insurance companies that belong to a
group, if the group as a whole is subject to “strengthened” supervision?

Yes, it is sufficient for the insurer to rely on the group's wealth
No, it is not sufficient for the insurer to rely on the group's wealth
® Don’t know/no opinion

Some stakeholders claim that Solvency Il focuses too exclusively on the monitoring of individual insurers without taking
into account their exposure to and interconnectedness with other insurers, the broader financial sector and the real
economy.

Question 12: Should the European legislation be amended to better take into
account insurers’ exposure to and interconnectedness with the broader
financial sector and the real economy? Please indicate the statements with
which you agree.

at least 1 choice(s)

. Yes, in targeted areas of the framework!2
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Yes, a number of gaps in the framework need to be addressed in areas
other than those mentioned in the previous answer (for instance, insurers’
significant exposure to specific types of assets)

No

Don’t know/no opinion

[12IT Reference can be made to the closed list of topics identified in section 3.10 of the European Commission’s Call for advice: the

own risk and solvency assessment, the prudent person principle, liquidity risk management and reporting, and systemic risk
management planning.

Section 2: Proportionality of the European framework and
transparency towards the public

Scope of Solvency Il

Solvency Il is a sophisticated while often complex prudential framework. Applying it appropriately is a costly exercise.

Therefore, certain companies that provide insurance services are not covered by the European framework due to their
size, their legal status, their nature — as being closely linked to public insurance systems — or the specific services they
offer. In practice, Solvency Il does not apply to very small insurance companies (it is worth mentioning that the
exclusion from Solvency |l also prevents the insurers concerned from doing business on a cross-border basis).
However, the quantitative thresholds of exclusion have not been reviewed since the entry into force of the Directive in
20009.

Increasing the quantitative thresholds of exclusion of Solvency Il would result in an increase in the number of insurance
companies which are not in the scope of the European framework. This increase could be justified by the objective of
further alleviating undue regulatory burden for small insurers, and might result in lower premiums to be paid by
policyholders of those small firms with (possibly) higher fixed costs.

On the other hand, for policyholders of those firms, which would be excluded from the scope of Solvency I, there is no
guarantee that the level of protection introduced at national level would be as high as the one stemming from

Solvency Il rules. In addition, from a European perspective, it might be argued that new exclusions from the scope of
Solvency Il would go against the objectives of integration of the Single Market for insurance services and of level-
playing field within the European Union.

Question 13: From the point of view of policyholders, should the scope of
small insurance companies, which are not subject to Solvency Il be
extended?

® Yes
No
Don’t know/no opinion

Please explain your reasoning for your answer to question 13 (if needed):
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2000 character(s) maximum
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Exempting very small companies from costly and overly complex regulation is necessary to maintain a
diversified market, by avoiding unnecessary burden. As such, very small companies should be excluded of
the scope of Solvency II.

The companies out of the scope of Solvency Il remain under the supervision of national supervisory
authorities, in a more appropriate regulatory regime created by national regulators.

Consequently, the industry supports an increase of the thresholds for the application of Solvency Il. The
thresholds set in Article 4.1.a and 4.1.b of the Solvency Il Directive should therefore be changed as follows
and as proposed by EIOPA:

- €10m for the undertaking’s annual gross written premium income [currently €5m] with the option for
member states to increase the thresholds to €25m.

- €50m for the total of the undertaking’s technical provisions [currently €25m].

Proportionality in the application of Solvency Il

Solvency Il aims at limiting the burden for small and medium-sized insurance companies within its scope. One of the
tools by which to achieve that objective is the application of the proportionality principle. In other words, the
requirements should be adapted and simpler when such an approach is justified by the nature, scale and complexity of
the risks. That principle should apply both to the requirements imposed on insurance companies and to the exercise of
powers by public authorities.

As Solvency Il is a “principle-based” framework, its implementation by public authorities heavily relies on supervisory
judgement by public authorities. In particular, as regards proportionality, there are only broad principles regarding the
way of assessing whether a given insurer may be allowed to implement certain requirements in a more proportionate
and flexible way.

In practice, this high level of supervisory discretionary power may have limited the effective implementation of the
proportionality principle, and the effective possibilities for small insurers with a low risk profile to implement the
framework in a simplified way.

For this reason, some stakeholders claim that Solvency Il should be more “rules-based” regarding the implementation
of the proportionality principle, which would require setting clear and unambiguous criteria in the legislation - for
automatic allowance for simplified rules when those criteria are met. However, it may be challenging in practice to
define appropriate criteria, which would take into account the actual risks faced by each insurer.

Question 14: Should public authorities have less discretion when deciding
whether insurers may apply simplified approaches and/or implement
Solvency Il rules in a more proportionate and flexible way? Please explain
your reasoning (if needed).

® Yes
No
Don’t know/no opinion
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Please specify the criteria that should be introduced in the European
legislation, in order for an insurer which meets them to be automatically
granted the use of simplified approaches and/or a more proportionate and
flexible application of the rules:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

While Insurance Europe is of the view that some mandatory aspects in the application of proportionality
should be introduced — in the view to ensure a minimum application of proportionality in all markets — the
discretion of NSAs and the supervisory dialogue with companies should not be deterred. Instead, changes in
the regulation are needed to improve the NSAs’ ability to largely apply proportionality.

The Insurance Europe proposal (detailed in the attached document) is based on the following:

- Making clear that applying proportionality is a duty for NSAs and allow them to comfortably consider
proportionality more broadly.

- Making clear that proportionality can apply to all, and is based on the nature, scale and complexity of the
risks.

- Creating a toolbox of proportionality measures with pre-defined risk-based criteria for their automatic
application.

- Giving to the newly created EIOPA committee on proportionality the responsibility to publish an annual
report on proportionality including proposals on how to improve its effectiveness and consistency.

Scope of reporting obligations

The European framework requires insurance companies to regularly submit to public authorities the information which
is necessary for the purpose of prudential supervision. However, it also contains some exemptions and limitations that
national authorities can grant if the companies concerned do not represent more than 20% of a Member State’s
insurance market.

Question 15: Should the exemptions and limitations always be subject to the
discretion of the public authorities? Please indicate the statements with
which you agree.

at least 1 choice(s)

The current system of exemptions and limitations is satisfactory

The framework should also include some clear criteria for automatic
exemption and limitation

The 20% limit should be increased
The 20% limit should be reduced
There should be no discretion at all
| have another answer

Don't know/no opinion
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Please specify your answer to question 15 (if needed).

In particular, if you think that there should be clear criteria for automatic
exemption and limitation, please specify those criteria:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The application of proportionate measures should be a duty for NSAs, and at the same time it needs to
consider the specific characteristics of the national markets. While the industry supports the use of waivers
up to the current 20% level of this threshold, the industry strongly highlights that the automation of risk-based
proportionate measures yields huge potential for insurance companies and policy holders.

The industry supports the use of the waivers foreseen in Art 35(6) (7), and believes that the application of
waivers up to the current level of 20% of the market by NSAs should be made mandatory instead of optional.
At the same time, the application of these proportionate measures should remain a choice on the insurer’s
side: companies exempted should still be able to report data voluntarily.

The limitations and exemptions set out in Article 35 of the Solvency Il Directive are a concrete proportionality
measure in reporting requirements (see EIOPA reports on the use of limitations and exemptions from
reporting). This measure is an additional tool and should in no way not prevent application of other
simplifications under the cover on proportionality (see answer to Q14).

Specificities of not-for-profit insurers

Most Solvency Il rules apply uniformly to all insurers regardless of their legal form or corporate structure. This is in
particular the case for governance requirements (e.g. requirements for directors and board members to have
appropriate knowledge and experience).

The European legislation has required changing and strengthening the governance of mutual companies (i.e. not-for-
profit companies, which are collectively owned by their members who are at the same time their clients) and paritarian
institutions (i.e. not-for-profit institutions that are jointly managed by the social partners).

Question 16: Should the European framework take into account the specific
features of not-for-profit insurance companies (e.g. democratic governance,
exclusive use of the surplus for the benefit of the members, no dividend paid
to outside shareholders)?

Yes
® No
Don’t know/no opinion
The European framework has substantially improved transparency towards the public. Indeed, each insurer subject to
Solvency Il has to disclose — that is to say make it available to the public in either printed or electronic form free of

charge — at least on a yearly basis, a report comprising information on its business strategy, financial and solvency
situation, and risk management (so-called “Solvency and Financial Conditions Report” — SFCR).
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Some insurers claim that this report is burdensome to produce and is not fit for purpose, as it may appear too complex
and too detailed for current or prospective customers. On the other hand, other stakeholders in the financial industry (e.
g. investors) are requesting further transparency on solvency data.

Please note that the European Commission is also reviewing the rules concerning non-financial reporting for public

interest entities, including insurance companies™. One of the aims of this review is to improve publicly available
information about how non-financial issues, and sustainability issues in particular, impact companies, and about how
companies themselves impact society and the environment. As part of this review, the European Commission launched
a public separate consultation between 20 February and 11 June 2020.

[13]7

More information on the review of the rules concerning non-financial reporting for public interest entities, including insurance companies.

Transparency towards the general public

Question 17: How can the framework facilitate policyholders’ and other
stakeholders’ access to the SFCRs?

Don't
know /
no
opinion

Agree Disagree

The current framework is sufficient, as it already requires insurers to
publish their SFCR on their website if they own one

The framework should clearly require that insurers’ publication on their
website is easily accessible for the public

Insurers should be required to send (electronically or by mail) on a
regular basis a summary of the SFCR to each policyholder

Insurers should be required to send (electronically or by mail) the
SFCR to each policyholder who explicitly requests for it

Other options @

Please specify your answer to question 17 (if needed).

In particular, if you identified other options, please elaborate:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The industry agrees with the current provisions specified in Art 301 and believes these are appropriate. As
such the industry agrees with the statement that ‘the current framework is sufficient, as it already requires
insurers to publish their SFCR on their website if they own one’.

However, undertakings already have to publish the SFCR on their website if they own one. Most

undertakings provide the SFCR on their website in an easily accessible manner, often on the same page as
annual reports/similar publications. As such there is no need to require a change in legislation that ‘insurers’
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publication of the SFCR on their website is easily accessible for the public’.

The sector disagrees with the suggestion to require insurers by default to send (electronically/by mail) a
summary of the SFCR to each policyholder, as this would trigger costs, be environmentally unfriendly and
put more administrative burden on insurers, with little or no benefit for the policyholder. Indeed, the
policyholder can easily access the SFCR on the website of the insurer. Furthermore, the industry highlights
that policyholders already receive numerous documents and information when concluding an insurance

policy.

Regarding the statement that ‘Insurers should be required to send (electronically or by mail) the SFCR to
each policyholder who explicitly requests for it’, the industry notes that Art 301(5) already requires insurers to
send a printed copy of the SFCR to each policyholder who explicitly requests it within two years of the
disclosure date, as such the industry believes there is no need to modify the existing article. However, the
existing requirement could be amended to include electronic copies.

Regarding other options, the industry would support the idea to request insurers to provide the direct links to
the SFCRs in the regulatory reporting and to have these SFCR-links published on the websites of EIOPA
/NCAs, as this would be helpful for finding the reports.

Question 18: If you have already consulted a SFCR, did you find the reading
insightful and helpful, in particular for your decision making on purchasing
(or renewing) insurance, or investing in/rating an insurance company?
Please indicate the statement(s) with which you agree.

at least 7 choice(s)
The reading was insightful

The information provided was in the right level of details
The information provided was too detailed
The information provided was redundant with what can be found in other
public reports by insurers
No, the reading was not insightful
| have never consulted a SFCR
“'Don’t know/no opinion.

Question 19: Which information should be provided to policyholders on
insurers’ financial strength, business strategies and risk management
activities? What should be the ideal format and length of the SFCR?

3000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The low level of public interest in the SFCR is significantly surpassed by the enormous effort put into
preparing the information. Indeed, the level of detail of the current SFCR is excessive and is not helpful in
understanding the actual financial strength of the insurer for the normal policyholder.
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Therefore, the industry believes that, in order to increase its impact, the SFCR should be split in two
sections, with clearly defined target stakeholders, namely a policyholder section and a professional section,
containing the following information:

A brief narrative report for policyholders, comparable to the executive summary of maximum two
pages, which would enable the average policyholder to acquire an overview of an insurer’s key information.
It should be standardised and include an overview of an insurer’s risk appetite, key risks and solvency and
financial situation and it should not require expert knowledge to fully understand the information provided.

A detailed quantitative report without narrative explanations for the professional public consisting of the
set of public QRTs, disclosed already. Limiting the SFCR for professionals to quantitative information would
facilitate report comparison, and would also enable cross-border analysis, which is currently complicated due
to the language barriers arising from the narrative content. Additional narrative explanation should be
possible, at the discretion of the reporting company.

Furthermore, it should be noted that insurers are not supportive of the addition of various reporting
disclosure proposals from EIOPA (eg on VA, risk management/disclosure provisions on LTG measures, best
estimate and extrapolation) suggested by EIOPA in the context of the consultation on the Solvency Il review.
The industry also has strong objections against the new auditing requirements, as proposed by EIOPA.
While only leading to limited benefits, and clearly duplicating work in the remit of supervisors, the proposals
would have significant additional burden and costs across the industry.

Question 20: Some insurers belong to wider insurance groups, which also
have to publish a Solvency and Financial Conditions Report at group level
(so-called "group SFCR”). Do policyholders (current or prospective) need to
have access to information from group SFCRs?

Yes
? No

Don’t know/no opinion

Question 21: Should all insurers publish a SFCR on a yearly basis? Please
indicate if you agree or disagree with the following statements.

® Yes, all insurers should publish a SFCR on a yearly basis

Yes, but some insurers should only be required to publish a summary of
their SFCR on a yearly basis

No, a yearly publication of the SFCR should not be required for some
insurers

No, a yearly publication of the SFCR should not be required for any insurer
Don't know/no opinion

Question 22: Some insurers use their own internal models to calculate their
solvency requirements, after approval and ongoing supervision by public
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authorities, and not the prescribed standard approach defined by the
legislation. For those insurers that use an internal model, should European
legislation require them to also calculate their solvency position using
standard methods for information purposes, and to disclose it to the public?

Yes

No, insurers that use their own internal models should not be required to
publicly disclose their solvency position using standard methods, although
they should be required to calculate it and to report it to public authorities
No, insurers that use their own internal model should not be required to
calculate their solvency position using standard methods

Don’t know/no opinion

Please explain the issues stemming from such a disclosure:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The requirement to calculate both (partial) internal model (IM) and standard formula (SF) figures is onerous
and unnecessary, with long-lasting consequences. Should such a requirement be introduced, it would
effectively undermine not only the IMs but also the suitable processes underlying their effective management
and supervision.

IMs are designed to reflect a company’s specific risk profile when it is proven that the standard formula is not
suitable, as such IMs are the critical part of the Solvency Il framework for many (re)insurers. It is important to
recognise that that true comparability of outcomes should mean that regulatory capital is aligned to the
actual risk profile of insurers. Therefore, a continuous comparison between the SF and IM figures with public
disclosure would only to confusion and wrong conclusions.

In fact, IMs facilitate a risk-sensitive approach to supervisors’ and insurers’ assessments of capital
adequacy, by considering insurers’ idiosyncratic risk profiles. As such, transparent insights into the risk
management practices of insurers with specific risk profiles are provided, which is the most valuable
information for supervisors. Supervisors might even require firms to use an IM (Art. 119 Directive) when a
company’s risk profile deviates significantly from the underlying assumptions of the SF. It would hardly make
sense, from a policyholder protection perspective, to ask firms required to use an IM by supervisors to
disclose SF results.

Further, supervisors are responsible for the original IM approval, they approve any major changes to the IM

and they will be notified regularly of all other changes. During these processes, NSAs receive the SF figures
as part of the mandatory information required for the authorisation. As such, supervisors have an extensive

suite of tools available to them to ensure that IMs continue to generate appropriate SCR numbers.

Section 3: Improving trust and deepening the single market
In insurance services
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Supervision of cross-border business

The rationale for the EU insurance legislation is to facilitate the development of a Single Market in insurance services,
whilst securing an adequate level of policyholder protection.

Insurers that have obtained a licence to operate in a Member State under Solvency Il rules are allowed to operate in
any other Member State of the Union (so-called “EU passporting” system).

The harmonised requirements under Solvency Il aim to ensure uniform levels of policyholder protection throughout the
Union.

The supervision of insurance activities (including cross-border) is the responsibility of the national public authority that
granted the licence to the insurer (the “Home” authority), and not the public authorities of the other Member States
where the insurer operates (the “Host” authorities). However, a European Supervisory Authority (the European
Insurance and Occupational Pensions Authority) is in charge of ensuring supervisory convergence, and contributes to
the coordination of the supervision of cross-border activities.

Some insurers operating cross-border have failed over the recent years, with negative impacts on policyholders. Such
cases may have unduly affected public trust in the Single Market for insurance services.

Question 23: When the Home authority does not take the necessary
measures to prevent excessive risk taking or non-compliance with the
European rules by an insurer for its cross-border activities, should the Host
authority be provided with additional powers of intervention, in order to
protect policyholders?

Yes
® No
Don’t know/no opinion

Question 24: Should the supervision of cross-border activities by insurers be
exercised by national authorities or by a European authority?

By national authorities only
By a European authority only
® By national authorities, with European coordination where needed.
Other answer
Don’t know/no opinion

Preventing and addressing insurance failures

Policyholders across the EU have different levels of protection in the event of their insurer’s failure. National public
authorities have different sets of powers to deal with an insurer whose financial position is deteriorating or that is failing.

Solvency |l already provides authorities with a general power to take any measures, which they deem necessary to
safeguard the interests of policyholders. It further requires firms to set up a recovery plan (“ex-post”) when they do not
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comply with their quantitative solvency requirements. However, some Member States require insurers to also draft and
maintain pre-emptive recovery plans setting out possible measures to deal with crisis scenarios. Resolution regimes,
which aim to address the fall-out of an insurance failure in an orderly manner and to prepare authorities for such events
with resolution plans and resolvability assessments, are mostly incomplete and uncoordinated. The lack of availability
for national authorities of the right tools to deal with failures, leads to different levels of policyholder protection and
affects public authorities’ ability to safeguard financial stability.

In addition, a majority of Member States have introduced national Insurance Guarantee Schemes (IGS) that provide
last-resort protection to policyholders. When insurers are unable to fulfil their contractual commitments, IGS offer
protection against the consequences of a failure of an insurance company. These IGS are generally funded by the
insurance industry. An IGS can offer protection by paying compensation to policyholders or by ensuring the
continuation of insurance contracts.

However, not all Member States have created such a safety net for the protection of policyholders and the geographical
scope, the coverage and powers of the current IGS differ. This implies that policyholders of insurers located within
some Member States would not benefit from the same IGS protection in the event of an insurance failure as in other
Member States. This situation leads to gaps and overlaps in IGS protection.

Note that the protection of victims of motor accidents in the case of the insolvency of an insurer is already covered by
the proposal amending the Motor Insurance Directive, which is currently negotiated by the European Parliament and

the Council of the European Union.™¥

[1417

More information on the Motor Insurance Directive.

Question 25: Do you consider that insurers and public authorities are
sufficiently prepared for a significant deterioration of the financial position or
the failure of an insurer and that they have the necessary tools and powers to
address such situations, in particular in a cross-border context?

® Yes
No
Don’t know/no opinion

Question 26: Should it become compulsory for all Member States to set up an
IGS, in order to ensure that a minimum level of policyholder protection is
provided across the EU?

Yes
® No
Don’t know/no opinion
Please explain your reasoning for your answer to question 26 (if needed):

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.
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IGS currently in place vary significantly across Europe but work generally well within their local context and
laws. In fact, IGS often predate Solvency Il requirements, which in some cases have rendered IGS
protection redundant. Some member states currently have arrangements equivalent to an IGS that protect
policyholders in the same way, whereas other member states do not have an IGS, but consider that
policyholder protection is nevertheless sufficient.

Insurance Europe takes the view that the legal structure of policyholder protection schemes should be left to
the discretion of individual member states. More generally, Insurance Europe believes that national
authorities should be allowed significant flexibility to choose the IGS features that best suit their market, to
reflect that there are important differences between member states regarding social welfare systems,
winding-up process for insurers and insurance product lines.

Insurance Europe notes that Solvency Il was designed to take into account analysis of past insurance
failures and was calibrated to provide an adequate level of policyholder protection, without there being
harmonised IGSs across the EU.

Subsequent analyses of insurance failures by EIOPA have substantially come to the same conclusions as
the initial analysis, and therefore does not indicate there is an issue with the design of Solvency Il in this
respect.

There are already substantial existing layers of prudence built into the Solvency Il framework — such as the
SCR, the MCR and the risk margin — all of which sit above the best estimate of the liabilities. If additional
layers of prudence were to be added to Solvency Il through a harmonised IGS, which was not considered
when determining its original calibration, then the calibration of the overall framework would need to be
reviewed to ensure that the overall cost of the regime (which ultimately falls to customers) is still appropriate
(in particular the risk margin).

Question 27: Which of the following life insurance products should be
protected by IGS?

All life insurance products
Some life insurance products

® No life insurance products
Don’t know/no opinion

Question 28: Which of the following non-life insurance products should be
protected by IGS?

Should be Should not be Don't know/no
covered covered opinion
Health Q
Workers’ compensation 2
Insurance against Fire and other damage o
to property
@

General liability
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Accident (such as damage to the driver) 2

Suretyship for home building projects 2
Other )
Please elaborate your answer to question 28.

In particular, if you consider that other non-life insurance products should be
protected please specify which products:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

Insurance Europe takes the view that the legal structure of policyholder protection schemes should be left to
the discretion of individual member states and therefore does not endorse a minimum harmonisation on any
type of product (life and non-life). However, Insurance Europe would like to highlight the following:

In contrast to life insurance, non-life insurance is generally characterised by a short contract duration (often a
one-year policy) and lacks a savings element. In the case of insolvency of a non-life insurance undertaking,
the consumer can easily switch from the insolvent insurer to another insurer since, in contrast to life
insurance, there is no deterioration of the insured risk with time. Unlike in the case of bank deposits or
investments, compensation must only be paid if the insured event occurred and the policyholder’s claim is
justified. Consequently, the affected number of policyholders is considerably smaller in relation to the total
insured portfolio.

Including compulsory non-life products under the scope of minimum harmonisation would be also
problematic because types of insurance that are compulsory vary greatly across member states. Moreover,
since life and non-life insurance contracts differ significantly and are handled differently in the event of
insolvency, it could be preferable that life and non-life insurance are treated and administered by separate
IGS entities. This should, however, be up to member states to decide.

Question 29: Should all mandatory insurance be covered by IGS?

Yes
® No
Don’t know/no opinion

Please specify your answer for your answer to question (if needed):

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

Insurance Europe takes the view that the requirement for and legal structure of policyholder protection
schemes should be left to the discretion of individual member states and therefore does not endorse a
minimum harmonisation on any type of product (life and non-life).
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Including compulsory non-life products under the scope of minimum harmonisation would be also
problematic because types of insurance that are compulsory vary greatly across member states. Moreover,
since life and non-life insurance contracts differ significantly and are handled differently in the event of
insolvency, it could be preferable that life and non-life insurance are treated and administered by separate
IGS entities. This should, however, be up to member states to decide.

Question 30: If your insurer fails, what would you prefer?

Receiving compensation from the IGS

That the IGS ensures that your insurance policy continues, for example by
transferring it to another insurer

It depends on the type of insurance policy
® Don’t know/no opinion

Question 31: The coverage level of IGS determines the level of protection
provided to policyholders. Should the European legislation set a minimum
coverage level at EU level?

Yes
® No

Don’t know/no opinion
Preventing financial stability risks and ensuring policyholder protection

Question 32: In order to limit the risk of insurance failures and protect

financial stability, should public authorities have the power to temporarily

prohibit redemptions of life insurance policies? Please indicate the statement
(s) with which you agree.

at least 1 chorce(s)
Y 'Yes, at sectoral level, to the extent that such a measure is absolutely
necessary to address major threats to the insurance sector
Yes, in cases where a specific insurer is in a weak financial position
Y Yes, in cases where a specific insurer is in financial distress, and as long as
policyholders would be better off than in the event of the insurer’s failure
No

Don’t know/no opinion
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Question 33: In order to limit the risk of insurance failures and protect
financial stability, should public authorities have the power to reduce
entitlements of a life insurer’s clients (e.g. reducing the right for bonuses that
policyholders were initially entitled to receive)? Please indicate the statement
(s) with which you agree.

at least 1 chorce(s)
Yes, if the insurer is in deteriorated financial position
Yl Yes, as a last resort measure, and as long as policyholders would be better
off than in the event of a failure
No

Don't know/no opinion

Flexibility of the framework under crisis situations

Solvency Il provides that when exceptional adverse situations are identified by the European Insurance and
Occupational Pensions Authority, national authorities may give more time for insurers to restore compliance with
quantitative requirements (from six months to up to seven years). Still, there is a need to evaluate whether the Solvency
Il framework is sufficiently flexible and reactive to crisis situations (such as the current Covid-19 pandemic), in order to
preserve insurers’ solvency and financial stability, but also to restrict the regulatory burden stemming from reporting
and disclosure requirements.

Question 34: Please specify whether other exceptional measures than those
mentioned in Question 32 and Question 33 should be introduced in order for
public authorities aiming to preserve insurers’ solvency and financial
stability to intervene timely and in an efficient manner during exceptional
adverse situations.

Please also clarify if those measures should apply at the level of individual
insurers or widely to the whole sector:

3000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The industry believes that no further exceptional measures are needed if the shortcomings of the framework
are addressed, making it fit for purpose to overcome crisis situations.

Indeed, while the Solvency Il framework works well overall, it does not correctly capture the real economics
and risks of insurers’ long-term business. This leads to an underestimation of solvency strength and
excessive volatility in the solvency measures. This is of particular relevance in times of stress since, during
periods of high market volatility, these flaws can push insurers into unnecessary procyclical behaviour. The
industry has highlighted the need for the Solvency Il review to result in focused improvements, including
increasing the volatility adjustment and significantly reducing the risk margin, while keeping the risk-free rate
calibration and methods unchanged for the euro as well as for other currencies.
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Additionally, the possibility to provide an extension of the recovery period allows for flexibility in times of
exceptional adverse situations.

Please also clarify if those measures should apply at the level of individual insurers or widely to the whole
sector:

N/A

Question 35: In your view, should the framework provide for flexibility to
alleviate certain regulatory requirements during exceptional adverse
situations?

Yes
® No

Don’t know/no opinion

Section 4: New emerging risks and opportunities

A. European Green Deal and sustainability risks'™

The European Commission recently unveiled its European Green Deal for the EU and its citizens, with the aim for
Europe to become the world’s first climate-neutral continent by 2050. The European Green Deal is a new growth
strategy that aims to transform the EU into a fair and prosperous society, with a modern, resource-efficient and
competitive economy where there are no net emissions of greenhouse gases in 2050 and where economic growth is
decoupled from resource use. To achieve the ambition set by the European Green Deal, there are significant
investment needs. These also represent opportunities for sustainable investment.

Insurance companies can contribute to these investment needs and can benefit from new opportunities arising from the
green transition. Their underwriting activities can also help increase the Union’s resilience to sustainability risks, in
particular when it comes to damage arising from natural catastrophes. However, insurers are exposed to climate
change, both through their investment and underwriting activities. The European Insurance and Occupational Pensions

Authority (EIOPA) indicated in a recent opinion"® that the European legislation may currently not appropriately reflect
those risks, hence not provide the right incentives. Insurance companies are also exposed to the transition risks.

While this consultation serves to prepare the review of Solvency I, it has to be noted that the European Commission is

also preparing a renewed sustainable finance strategy for the 3rd quarter of this year and an upgraded EU Adaptation
Strategy for the 4th quarter of this year, with dedicated public consultations.

(181t The questions in this section address similar issues as the questions in section 3.5. (Improving resilience to adverse climate

and environmental impacts) of the consultation on the renewed EU Sustainable Finance strategy Which was launched on 8 April 2020.
Stakeholders that submit responses to both consultations do not need to reiterate the comments already made in responses to

the questions of the consultation on the renewed EU Sustainable Finance strategy.

(e Opinion on Sustainability within Solvency Il, Reference EIOPA-BoS-19/241.

Perils of the natural catastrophe module


https://ec.europa.eu/info/consultations/finance-2020-sustainable-finance-strategy_en
https://www.eiopa.europa.eu/content/opinion-sustainability-within-solvency-ii

The Solvency Il standard approach for the calculation of capital requirements for natural catastrophes covers the most
common types of natural catastrophes, namely windstorm, flood, hail, earthquake and subsidence. Where an insurance
company uses an approved internal model for the calculation of the capital requirements, either on own initiative or on
request by the national authority, additional types of natural catastrophes can be covered in the calculation of capital
requirements. However, a large number of insurance companies, in particular most small and medium-sized ones, are
currently not using an internal model for the calculation of natural catastrophe risk.

Question 36: Are there additional types of natural catastrophes that might
become relevant to the broader insurance sector in the next years and
therefore warrant an inclusion in the standard approach for the calculation of
capital requirements (e.g. drought or wildfire)?

Yes, and sufficient data is available for the calibration of capital requirements
for the additional types of natural catastrophes

Yes, but the calibration of capital requirements is not possible at this stage,
as the data will only become available over the next years

No, additional types of natural catastrophes will continue to have lesser
relevance for insurers, and they can be addressed by internal models and
qualitative requirements (“Pillar 27).

Don’t know/no opinion

Please elaborate your answer to question 36:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The Solvency Il standard formula is not intended to, and should not be changed to, quantify every risk.
Although no evidence has yet been presented to support the inclusion of new risks in the standard formula,
Insurance Europe recognises that the materiality of risks may change in the future and that there may be
justification for the future inclusion of new risks, as data will become available over time. For example, there
is a more consistent impact of atmospheric events such as wind, rain, lightning: such events, considered
altogether, even if not referable to a single catastrophe event, are becoming more relevant. It is to be noted
that a sufficiently long period of time would be necessary for any data signals to be distinguishable from
random variation.

The justification for the future inclusion of any risks needs to be assessed with respect to 1) the significant
operational challenges of sourcing data and calibrating the natural catastrophe risks parameters for the
standard formula, 2) the materiality of other peak perils in a given country and 3) the existing Solvency |l
provisions for dealing with idiosyncratic risks (eg internal models and Pillar Il requirements).

The 2018 review of Solvency Il included the revision of a number of natural catastrophe parameters. This
was carried out by the EIOPA CAT working group which consisted of EIOPA, nat cat modellers, brokers as
well as supervisory and industry representatives. The process demonstrated that there is often limited data
available to calibrate these parameters.
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Insurance Europe further highlights that the materiality and calibration of several of the existing standard
formula natural catastrophe risk parameters remains questionable. These include the ltalian earthquake risk
and Greece earthquake risk country factors.

Use of historical data

Solvency |l sets out several requirements on the use of data in the valuation of liabilities to policyholders. Notably, the
data should contain “sufficient historical information” and “appropriately reflect the risks” to which the insurance

company is exposed". In business lines materially affected by climate change, historical data may not capture
sufficiently the trends caused by accelerated climate change. EIOPA therefore recommends that insurers combine
historical data with knowledge gained from recent scientific research and, where appropriate, the output of forward-
looking models when valuing their liabilities towards policyholders.

1717 See Article 19 of Commission Delegated Regulation (EU) 2015/35.

Question 37: Beyond the general rules on the use of data, should Solvency i
rules explicitly require insurers to assess whether the data used in the
valuation of liabilities to policyholders captures sufficiently trends caused by
climate change?

Yes, and requiring this assessment is of high importance

Yes, and requiring this assessment is of medium importance
® Yes, but requiring this assessment is of low importance

No

Don’t know/no opinion

Solvency Il allows insurance companies to use internal models for the calculation of capital requirements after approval
by the supervisory authority. For that purpose, the insurer has to forecast the probability distributions for the relevant
risks. Similar rules apply to the data used in the probability distribution forecast in the context of internal models as for

the valuation of liabilities towards policyholders™.

(181" See Article 231 of Commission Delegated Regulation (EU) 2015/35.

Question 38: Beyond the general rules on the use of data, should Solvency i
rules explicitly require insurers to assess whether the data used in an
internal model captures sufficiently trends caused by climate change?

Yes, and requiring this assessment is of high importance

Yes, and requiring this assessment is of medium importance
® Yes, but requiring this assessment is of low importance

No

Don’t know/no opinion
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https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02015R0035-20200101
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:02015R0035-20200101

Scenario analysis

Scenario analyses are common practice for insurers’ risk management to challenge the plausibility of balance sheet
valuation and the level of capital requirements. EIOPA also recently recommended that insurers should conduct
analyses of climate scenarios as part of their risk management.

Question 39: Should Solvency Il rules for insurers explicitly require climate
scenario analyses as part of the qualitative rules ("Pillar 2")?

Yes, and climate scenario analyses are of high importance

Yes, and climate scenarios analyses are of medium importance
® Yes, but climate change scenario analyses is of low important

No

Don’t know/no opinion

Please explain what opportunities and challenges you foresee for the
insurance industry when it comes to climate scenario analyses including, for
example, whether standardisation of these scenarios would be useful:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The European stress testing exercise and the overall solvency needs assessment (in the ORSA) can be
helpful for certain insurers to assess their exposures to climate change risk. With respect to the ORSA, it is
important that scenarios remain relevant for each company’s risk profile. Insurance companies that do not
identify significant climate risks in their risk profile should not be forced to consider climate scenarios.

For insurers with significant climate risk, the development of a standardised set of quantitative scenarios to
be included in the ORSA should be avoided, as it creates a number of issues including the lack of
consensus among experts regarding the choice of scenarios and their evolution in the future. Defining a
standardised set of quantitative scenarios for all countries across the EU is even more challenging (see the
existing modules for natural catastrophe risk).

It is important to note that:

- It is unclear how to separate the various effects of climate change risk from other factors.

- While historical data is not enough to predict climate change risks, forward-looking company data
(pathways) is not available in a systematic manner and is not of sufficiently high quality.

- There are no agreed scenario assumptions and methodologies to project key variables, including
insurance uptake/exposures and vulnerabilities into the future, eg for a period 2030-2040.

- Undertakings need to have full flexibility to reflect differences in time horizons (climate change has a
longer time horizon compared to that of long-term scenario analysis in risk management, governance and
ORSA) and company specificities (the measurement and quantification of these risks is necessary only

when these effects are financially material for the undertaking, which depends on company-specific strategy).

Impact underwriting
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EIOPA recently suggested that insurers engage in ‘impact underwriting’, whereby insurers develop new insurance
products, design and price products with the aim to contribute to adaptation to and mitigation of climate change without
disregard for actuarial risk-based principles of risk selection and pricing.

Question 40: In your view, does Solvency Il contain rules that prevent the
practice of impact underwriting by insurers?

Yes
® No
Don't know/no opinion

Question 41: Do you have proposals for changes others than those provided
in your answers to Question 5 and Questions 36 to 40 that would make
Solvency Il a more conducive framework for sustainable activities by
insurance and reinsurance companies?

3000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The EC focus should be on fixing the treatment of the long-term business and assets. Any regulatory barrier
to long-term investing by the insurance industry will also be a barrier to sustainable investment. While not all
long-term assets are sustainable, improving the design and calibration of regulations to better reflect the
long-term nature of the business will therefore implicitly benefit sustainable investment.

The EC should investigate how Solvency Il could be adapted to facilitate further long-term investment while
maintaining its strong risk-based nature. In this respect, it is essential that Solvency Il remains risk-based
and does not attempt to artificially support green assets or penalise brown ones via artificially adjusted
capital requirements.

Apart from Solvency I, a uniform European company database could be useful to broaden the investor base
for SMEs through more accessible company information.

B. Challenges arising from digitalisation and other issues

While this consultation serves to prepare the review of Solvency Il, the European Commission organised between
19 December 2019 and 19 March 2020 a consultation on the need for legislative improvements to make the financial

sector more secure and resilient against cyberattacks™.

In addition, the European Commission is also preparing a new Digital Finance Strategy for Europe that sets out
strategic objectives that should guide public policy in the coming five years. This new strategy planned for the third
quarter of 2020 will build on the work carried out previously, in particular in the context of the FinTech Action Plan. It will
take into consideration all the recent market and technological developments that are likely to impact the financial

sector in the near future. A separate public consultation® took place between 3 April 2020 and 26 June 2020.

Insurance companies increasingly rely on Big Data analysis in order to set prices and customise insurance product
offering for policyholders. While such innovations could provide some potential benefits to policyholders, they also raise
questions about privacy, discrimination, fairness and exclusion.
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https://ec.europa.eu/info/publications/180308-action-plan-fintech_en

In the context of the digitalisation of the economy, cyber risk has gained increasing relevance as one of the main — if
not the top — operational risks faced by organisations. The increasing frequency and sopbhistication of cyber-attacks and
the continued digital transformation and use of new technologies also make insurers increasingly exposed to cyber
threats. In addition, there is a rising demand by businesses and individuals for insurance protection against internet-
based risks, for instance to cover losses from data or network security breaches, and theft of intellectual property (so-
called “cyber-insurance"). While insurers have to be granted authorisation for conducting business in various “classes”
of insurance, there is no specific authorisation process (or dedicated reporting requirements) for cyber-insurance
products.

[19]7

More information on the public consultation on the need for legislative improvements to make the financial sector more secure and resilient against

cyberattacks.
[20]T

More information on the public consultation on a new digital finance strategy for Europe.

Question 42: Should the European legislation introduce enhanced
requirements for insurers to monitor and manage information and
communication technology (ICT) risks, including cyber-risks as part of their
risk management practices ("Pillar 2")?

Yes
® No
Don't know/no opinion

Question 43: Should the European legislation consider that cyber-insurance
is a distinct class of insurance, which would need to be subject to its own
authorisation process by public authorities?

Yes
® No
Don't know/no opinion

Insurance companies may decide to conclude an agreement with another entity (for instance a FinTech company), by
which the latter performs certain activities, which would otherwise be performed by the insurance company itself (for
instance, in relation to IT services).

Insurance companies can also outsource these activities to another entity belonging to the same insurance group.
Solvency Il does not differentiate intra-group and extra-group outsourcing, in terms of requirements. Some stakeholders
claim that intra-group outsourcing, in particular in the area of digital services, should be “lighter”, as insurance groups
are treated and managed as integrated economic entities and are subject to all Solvency Il requirements on a
consolidated basis.

Question 44: Should the legislation differentiate intragroup and extra-group
outsourcing, and introduce “lighter” requirement in the former case?
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https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12090-Digital-Operational-Resilience-of-Financial-Services-DORFS-Act-/public-consultation
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12090-Digital-Operational-Resilience-of-Financial-Services-DORFS-Act-/public-consultation
https://ec.europa.eu/info/consultations/finance-2020-digital-finance-strategy_en

Yes, but the lighter requirements should be conditioned to the satisfaction of
some criteria at the level of the group, for instance appropriate centralised
risk management processes and internal control mechanisms of the group

Yes, and those lighter requirements should not be conditioned to any
additional criterion

No
Don’t know/no opinion

Please specify which requirements should be alleviated in the case of intra-
group outsourcing:

2000 character(s) maximum
including spaces and line breaks, i.e. stricter than the MS Word characters counting method.

The following criteria should be simplified for intra-group service providers:
-During the selection/tender of service provider.
-During the ongoing cooperation/collaboration between the involved insurance entities.

Selection/tender of service providers for services to be outsourced:

-Simplified examination of the service provider (Art 274.3.a of the Delegated Acts).

-Simplified examination of the same provisions of the safety and confidentially of information (Art 274.3.f
DA).

-Simplified terms and conditions of the outsourcing agreement (Art 274.3.d DA).

Ongoing cooperation/collaboration between involved intra-group entities for outsourced services:

-Simplified right to issue general guidelines and individual instructions to service provider (Art 274.4.f and
274.4.j DA).

-Simplified reporting and disclosure obligations of the service provider (Art 274.4.c, 274.4.h and 274.4.j DA).
-Simplified compliance of the service provider’s risk and internal control system (Art 274.5.a DA).
-Simplified monitoring of the service provider by the outsourcing insurance undertaking (Art 274.1 DA).
-Simplified coordination of contingency plans of the service provider by the outsourcing insurance
undertaking (Art 274.5.d DA).

In particular, the designation of a person within the undertaking with overall responsibility for the outsourced

key function — as required by EIOPA — should be dispensable. The same applies to the exhaustive
requirements on selecting an adequate service provider.

Additional information

Should you wish to provide additional information (e.g. a position paper, report) or raise specific
points not covered by the questionnaire, you can upload your additional document(s) here:
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Please upload your file

The maximum file size is 1 MB.
You can upload several files.

c642445d-6fab-472a-beac-8a5ef8540d2a/ECO-SLV-20-231.pdf

Useful links

More on this consultation (https://ec.europa.eu/info/publications/finance-consultations-2020-solvency-2-review el

Consultation document (https://ec.europa.eu/info/files/2020-solvency-2-review-consultation-document_en)

More on Solvency |l (https://ec.europa.eu/info/business-economy-euro/banking-and-finance/insurance-and-
pensions/risk-management-and-supervision-insurance-companies-solvency-2 _en)

Specific privacy statement (https://ec.europa.eu/info/law/better-regulation/specific-privacy-statement_en)

More on the Transparency register (http://ec.europa.eu/transparencyregister/public’homePage.do?locale=en)

Inception impact assessment (https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12461-

Review-of-measures-on-taking-up-and-pursuit-of-the-insurance-and-reinsurance-business-Solvency-II-#publicatic

details)

Contact

fisma-s2review-consultation@ec.europa.eu
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http://ec.europa.eu/transparencyregister/public/homePage.do?locale=en
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https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12461-Review-of-measures-on-taking-up-and-pursuit-of-the-insurance-and-reinsurance-business-Solvency-II-#publication-details
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