Regulatory priorities and challenges in
the EU insurance framework
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(EU) Regulatory uncertainty (?)

Regulators must play an active role
iIn ensuring that insurance
undertakings have in place the right
governance and culture.

But it is not up to the supervisor to
determine the culture, business
strategy or remuneration policy.

The right cultures are rooted in
strong ethical frameworks and in
the importance of individuals
making decisions in relation to
Regulatory uncertainty remains a principles, rather than only

fact of life . businessoriented values.

(Source: Michele SIRI (CORPORATE GOVERNANIEHNSURANCE FIRMS AFTER
SOLVENCY II)
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to be or not to be...
REGULATION?
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A Introducing procedures to look more deeply into
certain aspects of an insurer’s corporate governance
even when the insurer has a positive financial

situation.

A Trigger additional review when there is a diversity of
opinions within the supervisor.
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Achieving balanced regulation

A Main objective of regulation:
I Protection of policyholders.

A EU response: Solvency 2 & IDD i wosmmsmmmssen

A Solvency 2 -> financial strength and stability
of insurers

I IDD->regulation of salesand post-sales
behaviour of insurers.

N AZN



Current regulatory challenges

Increasingly cross-border nature of the insurance business

» A (desired) result of the nature of the EUsingle market,
* How to achieve effective protection of policyholders in cross-border operations.

» Harmonisation efforts : regulatory practices, guarantee schemes recovery and
resolution framework .

Anticipating a risk reversal in the global financial markets

* How to ensure a satisfactory level of resilience to adverse developments?
» Scopeand timing of stress tests.
* Dealing with the low-yield environment.

EIOPA 202050lvency Il review

» Aregular exercise to ensure that the regulatory requirements are still suitably
calibrated to the risks and challenges.

» Review of supervisory reporting and disclosure.
== * Regular SCRreview.




Current regulatory challenges

How to foster
developmentof
sectorwhile
: eliminating
Regulatorsaim excessivaisk
to createalevel taking?

piayinafield

How to avoid
unintended
consequence?

.t

How much regulation is
enough?
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Application of the
Proportionality Principle

A Member states shall ensure that the requirements
laid down in this Directive are applied in a manner
which is proportionate to the nature, scale and
complexity of the risks inherent in the business of an
insurance or reinsurance undertaking (Article 29 of

S2).

A Supervisory powers shall be applied in a timely and
proportionate manner (Article 34 of S2).

C More in Delegated Act.
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Use of Proportionality Principle

A Incorporated in the system of governance

I Insurers may combine key functions in one holder or with
board member.

A Valuation of liabilities
I Market consistent valuation

I Valuation method is proportionate with respect to the
nature, scale and complexity of the risks inherent in the
business of the undertaking for liabilities

C Delegated Act —Proportionality & Simplifications .

A Calculation of SCR
C Delegated Act —Simplifications .
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SCR Simplifications

A To avoid supervisory divergence EIOPAprepared
consistent application of the proportionality principle
for the supervision of SCR:

A EIOPA recommends that materiality is assessed
considering the weight of the sub-modules in the total
BSCR

I each , simplified * sub-module < 5% of the BSCRor
I all ,simplified “ sub-modules < 10% of the BSCR
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Some more ldeas

A Should proportionality principle be more
prescribed?
d Than it is not principle !
I What to do? / How to calculate ? / Governance structure?
A Should be the use of proportionality more

limited (use of thresholds or other limits)?

I Where/ in which area applicate the principle?
I Who is the proper candidate for it?

A Should supervisor publicly disclose their
expectations (guidelines)?
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IDD distribution rules
(1 single NCA in good company
with 28 ,friends®)

A AZN realityshowv. EIl OPA expect at

Consumer Guide
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Additional rules inside IDD rules
(general good rules....)

A General good rules are provisions which are
part of the legal system of the host Member

State (Source: EIOPA -CCPFI-19/002 24 April) 2019 Insurance Distribution Directive -
Report analysing national General Good rules) - from DRAFT REPORT !

A EIOPA

Neither the IDD, nor any other European legislation or case -law of the European Court of Justice (ECJ)
entail a precise definition”of what constitutes “gen

T SeveralMember States have published general good rules which cannot be assigned to any of the
categories or subcategories of this Section ...
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General good rules
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A Out of the 27 national competent authorities (“NCAs”) which have implemented
the IDD, EIOPA identified 6 NCAs where there are significant issues with the
publication of the national general good rules.

A In addition, EIOPA identified 7 out of 27 NCAs where further steps appear
necessary to ensure an appropriate publication of the national general good
rules.

A 14 out of 27 NCAs ensure an appropriate publication of the national general
good rules, having clearly indicated on their websites all the general good rules
in the sense of Article 11(1).
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Example: cross-border business

How to avoid
the blame
game if
something
goes wrong
and focus on
the
frictionless
functioning
of the single
market
Instead?

A AZN

Whatabout
policyholder
guarantee®

Whocan

policyholders
turn to?

Insurerscan
offer services
acrosshe EU
singlemarket

Policyholder
protection

Whatif
somethinggoes
wrong, e.g
insurer

bankruptcy?

Consumergan
be insuredin
anyMs,
regardlessof
their placeof
residence

Supervisiorby
the home
supervisor

Policyholders
are not
necessarily
aware of the
risks, while
taking the
advantage of
the cross-
border
business
benefits.



Dealing with climate change

A Role of the regulator:

I Ensure a proper level of capitalisation of insurers /
reinsurers to withstand nat cat events.

I Regular stress testing of the insurance portfolio, not
only the asset side.

I Provide input to governmental ministries and bodies
to ensure that the national risk assessments capture
proper nat cat risk exposure.

I Consider supporting environmentaly sustainable
Investment strategies.
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New business models...

A Operates as a public benefit corporation .
A“Giveback"’
A Modern approach to selling insurance / paying claims .

A Operates as direct-buy insurer.

A Policies - on the website or through the app.
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(in Slovenia)

A Photo cube which is a
high-quality photo
studio.

A 5 min to scan a car and
prepare a claim
assessment.
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(in Global world...)

Who'll be responsible when a self- 7?%4,,«,,% "B

driving car crashes? , their desyy, ableto f, '
g _ - Nations 4 ing all s},

Source Wierd

Carsare smarter and safer ...
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INSURANCE IN A

DIGTT@L FUTURE

INSURANCE CONFERENCE, Ljubljana, 13. 9. 2018

INSURANCE CONFERENCE

d2B

BACK to BASICS

LJUBLJANA, 6. 9. 2019

The Insurance Supervision Agency of Slovenia (AZN) is
pleased to invite you to the 5th annual conference with
the title »Back to Basics« on the Gth September 2019,
in Hotel Union Ljubljana — Slovenia.

The conference will address the challenges that have been part of the
insurance business from the very beginning, but have perhaps been
underrepresented in discussions in the recent years when the insurance
sector strives towards digitalisation.

The main focus of the event is the exploration of the general quality of
underwriting in insurance, and the related challenges and trends. The
conference will explore the basic principles of solid underwriting practices,
the balance between quality and market competition, and the limits of
digitalisation in insurance. As the motor lines of business represent a
sizable part of the insurance business in Slovenia and the neighbouring
countries in the region, the conference will also seek to explore the trends

in the automotive industry.

Agencija za zavarovalni nadzor
Insurance Su >n Agency
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