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EUROPEAN AGENDA



Thingsies going on in Europe — a long ’ Qoe

time ago in a galaxy far, far away....

= Economic uncertainty continues
= Low interest rates

» |mpact of regulation and new policies on companies,
customers and the economy

= Euro-area crisis management

= Safety and data security

= Risk management and board liability

= Ageing society

= Development of e-services, digitalisation
= Developing financial literacy



Regulatory Landscape ’ QOG

= |mpact of the crisis on the attitude of decision makers,
NGOs, media

» Global regulators’ influence is growing constantly
= More harmonisation — EU regulations

= Role of European Supervisory Authorities — the amount of
level 2 and 3 measures grown exponentially

= More focus on consumer protection — Green Paper on
Retall financial services soon

= Digitalisation — Digital Single Market affects all business
lines



Commission Targets re: Financial ’ Qoe

Markets

Juncker: "Big on big things, small on small things”
Fewer new legislative proposals

Implementation, enforcement and “repair work”
Finalising on-going work: especially Banking Union
Growth and Jobs agenda influences all proposals
Capital Markets Union, Long Term Investments
Digital Single Market as a horizontal project

Consumer and retail focus — Hill: “Fair, transparent and
affordable products”

New risks and shadow banking
Global coherence — G20, IAIS, FSB, US, Asia
Better Regulation and Impact assessments
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NEW COMPLEX EU-REGULATION SYSTEM

. QsA
Guidelines and Recommendations
Implementing technical standards _
§ Power of ESAS

Implementing Act

Trilogy & National

1 may enter into force anly f European Parliament or the Council does not abject the proposal



Amount of Insurance Regulation Q Qoe
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COMMISSION CALL FOR EVIDENCE ON
CUMULATIVE IMPACT OF FINANCIAL ’ Qoe
SERVICES REGULATION - until 6 Jan 2016 L

Part of Capital Markets Union

1.Rules affecting the ability of the economy to finance itself
and grow

*Constraints on financing and liquidity? Proportionality?
2.Unnecessary regulatory burden

*Excessive compliance costs and complexity, duplicative
reporting, barriers to digitalisation?

3.Interactions of individual rules, inconsistencies and gaps

«Cumulative impact, overlaps, duplications and
Inconsistencies?

4.Rules giving rise to other unintended consequences
*Risks shifted elsewhere, creating procyclicality?



MEP BALZ REPORT IN EP ECON
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Stocktaking and challenges of EU financial services:
Impact and the way forward

More coordination in legislative process

More coherence between level 1 and 2 measures

Level 2 measures need to respect level 1 mandate

Level 2 needs proportionality

Need to avoid national red tape

More regular checks on coherence and impact of regulation



POSSIBLE EXAMPLES OF POOR ’ Qoe
REGULATION IN FINANCIAL SERVICES

= Qverlap in growing reporting obligations

= |nvestor protection rules partly conflicting

= |egislation creates barriers to digitalisation

= Risk of overregulation in data protection

* |[nsurance sector crisis management?

= Regulation on derivatives market too extensive

= Market Abuse Regulation disclosure requirements in conflict
with market reality

» Banks’ structural restrictions vs. the aims of the CMU?

= FTT?

= European supervisory authorities overextend their
mandate?
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— European Deposit ’ OO@

(EDIS —= EUROPEAN DEPOSIT INSURANCE SCHEME?)




Bank Structural Reform ’ QO@
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= Commission proposal: Banks would be prohibited from proprietary trading and investing in
alternative investment funds (AIFs)

— Certain trading activities (such as market making) would also have to be separated from banks to
specific trading entities, if authorities so request.

= The Council reached a General Approach in June

— Same banks in the scope as in the Commission proposal — required to separate their proprietary
trading from their other business.

— Other trading activities will also be subject to risk assessment -> additional measures may then be
required (reporting, capital adequacy requirements, separation of activities).

— If trading activities amount to more than €100bn, stricter risk assessment and heavier additional
measures.

— Aim to keep market-making activities outside of the restrictions.
= Parliament continues to pursue consensus

— Rapporteur Hokmark (EPP) did not win over the majority in May’s vote
— Negotiations continue

+ S&D shadow rapporteur proposed additional indicators according to which banks could be grouped
» Reversal of the burden of proof proposed to banks to relieve them from the restrictions
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1. MOBILISING FINANCE FOR INVEST MENT 2. MAKING FINANCE REACH THE REAL ECONOMY

= Boost investment in strategic projects and European Investment Project Portal
access to finance via the European Investment Advisory Hub: technical
within EIBIEIF assistance
= Cooperation with National Promotional Banks
and the EIB

3. IMPROVED INVESTMENT ENVIRONMENT

Predictability and quality of regulation

Removing non-financial, regulatory barriers
in key sectors within EU Single Market

Structural reforms at national level




European
S Investment
* * Bank

The ol é.l.'tt .

EFSI risk-bearing
capacity
€ 21bn

3X

EIB / EIF financing
~€ 61 bn

OX

Investment value
~£ 315 bn
35

ELX l:’-"udget
guarantee
: 3

***

Infrastructure &

. . SME window
Innovation window

Investments SMEs and mid-caps
~ £ 240 bn ~£ 75 bn

Total over 3 years:
~£ 315 bn

s




SOURCES
OF FUNDING

European Fund
for Strategic
Investments

The Fund
serves as
credit
protection for
new EIB
activities

=)

TYPICAL PRODUCTS
OFFERED

Long-term senior
debt for higher
risk projects

Subordinated loans

Equity and
quasi-equity

Other
investors
joinin on
a project

basis

)

Infrastructure nd Innovation window

PROJECTS IN ELIGIBLE
SECTORS

Fesearch, development,
innoyation

Energy infra, renewahle
Energy, energy efficiency

Transpaort

Ernvironment and resource
efficiency

Social sectors, education




I CAPITAL MARKETS UNION IS

CMU launch package

Headline actions

1. CMU action plan + accompanying documents on economic
analysis + feedback on CMU consultation;

2. Securitisation: Legislative proposal for STS securitisations,
amendment to CRR regulation;

3. Solvency II delegated act on infrastructure investments.

Consultations
» European covered bond framework;
* Possible modifications to EUWVECA/EUSEF Regulations;

o Call for evidence on cumulative impact of recent EU financial
legislation.

40 #CMU m European
Commission




I CAPITAL MARKETS UNION IS

A key contribution to jobs and growth

 Unlock investment: for companies, SMEs, infrastructure, long
term investment and support the Commission's Investment Plan

* Better connect savings to growth across borders: MS with
both small and large capital markets have much to gain;

* Make the financial system more stable: developed capital
markets can cushion the impact of a contraction in bank lending;

* Deepen integration and increase competition: supporting
EMU, lowering costs and increasing competitiveness.

41 #CMU H Eurﬂpeldn1
Commission




Insurance Crisis Management ’ QOG
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Discussions on Insurance Union earlier on the table

No clear definition or content — not visible on the new
Commission’s agenda

Insurance crisis management appearing in the plans:

1) Recovery and resolution:
*Anticipatory and recovery measures?
*Supervisory mandates for resolution?
*Scope: Systemically important insurers or all?

2) Harmonised Insurance Guarantee Schemes in Member

States?

Commission focus on CMU at the moment.
*Continued pressure on low interest rates, or collapse of an insurer?

18



2016 priorities for an approach to resolution for CCPs,

Extract from speech by Commissioner Jonathan Hill on p
Centre for European Policy Studies Brussels, 9 February 20
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We need to consider how to approach other systemic financial institutions like central
counterparty clearing houses, or CCPs. We have required more clearing to go through
central counter parties. That's good for transparency and will reduce risk. But now, if we
are going to rely more on CCPs, we also need to put in place a system so that we can
resolve them if anything goes wrong.

As CCPs operate across borders, it's important that we engage internationally on this
iIssue. So, | have decided that the sensible way to proceed is to align our work on this
with the work being taken forward as part of the G20 agenda. We'll table a proposal for
an effective recovery and resolution regime for clearing houses towards the end of the
year.

In the insurance sector, we're working through the
International Association of Insurance Supervisors on how

to best manage risk. We of course expect all insurers to be
ready with resolution and recovery plans. But at present,
we're not convinced that new EU legislation is needed. We'll
continue to closely monitor the situation very carefully. And
we will take the same approach to the asset management
sector. o



GREEN PAPER - RETAIL
FINANCIAL MARKETS



Green Paper, Fin markets ’ QOG
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The Green Paper seeks the views on how to improve
choice, transparency and competition in retail financials
services to the benefit of European consumers and how to
facilitate true cross-border supply of these services, so that
financial firms can make the most of the economies of scale
In a truly integrated EU market. It is also looking at and
discussing the impact of digitalisation on retail financial
services with a view to allow for growth of innovative
solutions in this area in the EU.

Due March 18

THE SUFD 183 A0COINT I0T 1855 THAM LYo O THE TOTAL NO1sen0ld LOATS 1M THE avea. 1N IE1Ence,
cross-border provision of services accoarted for only aboat 304 of total sross wntten
prempums in 2011 and 2012.%
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Green Paper on insurance ’ OOG
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In the msarance sector, the same policy holder with a sinular nsk profile can pay tarice as
nmch for a siolar policy depending on hus place of residence. Informaton collected by the
FiUZ> indicates that monthly premnims for a comparad le ron-mvestment 25-vear term hife
1rurance product mnged fom €10 per morth in Slovalaa and €12.40 per mowth 1n S pamn to
£65 per month n the TE. Inthe case of motor imarance, for example, quotes vary even for
the same car model (C hart 27.%

Differences in prices can be athibuted to factor smch as varang comdibons n domeste
econommes, uneven levels of parchasing power, finaneial or msthibonal strachires (&2
taraton, regulation or saperision), or diffenns funding costs, vahie proposihons (somehies
related to product tring or packazing ] and pricine stuchimes 1n local markets, For insarance
[specifically motor nwarance) wanatoms 1in the costs and nsks of prowding cover can vary
substarbally betareen the dufferert Member States, wluch can nastfyy some price dufferences.
Howrewer, there 15 no apparent objectve mstficaton for the scale of the puce difference mn
products that are less hed to zecgraplocal locabon or local nsk characterishes, such as hife
irsuratice [even if’ life expectatices may not be 1denbeal mm every Member State)]. These
factors do not abarays sufficlentl v explain the degree of pace fagmertation amoss the ETT.
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Green Paper on insurance ’
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Chart 2 Averge Mand atory Third Party Liabihiby prenmins by coambry
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Green Paper on insurance ’ OOG
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Chiestons

2 Whar would be the pwst apvopriate ehamnel to raise comsniepney awayengss abowt the

different retail fmmacial services and surance products avallable Nroughot the
Lhdon?

I Hhat maore can Be dorne to foaoilitate cross-Border dshibunon of fnawial praduets
thy cueh inteynwediaries 7

II 5 finthey aofon neces sy b0 ervorage conparamiin and /f ov foalitate switclong to
reral fnareial sexvices frowm providers located ather in the sane o another Menber

date P Fyes, what aotiow and fov which praduet segrans 7
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Green Paper on insurance

find that thev are mot elizihle for services if they do not 1eside in the provider’s conmtrr ™ In
1mutance, consuiters places of' residence, mther than their mdiadual nsk profiles, define the
ophoms avaldile, as mmarers wall diwer up policles based on the rsk pool as determrured by
local demand. Oncline mappliers may apply 'zeo-blodking' techingques by blocking access 1o
websites, reruting to other websites or by not allowing for the conchision of the trarsacton
by requinng specific data formats linnted to parboular countnes (e .z, postal codes or payment
1rformaton). These prachees prevent corsurrers fom applyng for thewr chosen produacts .

iChiestoms
I What cam Be done to Tingt s Biied &s cvinornation on the grounds gf vesidence in

reral ingnaal secter ncludne inswance ?

Chieshons
I What can be dove at BT level to fad Biate the portabiliny of veral finandal products —

Foo example, e swance and private health insurance ¥

Chieshons

20 5 achiom weeded to exsure that Wehins of oo acciderts are covered by puarantee funds
From other Merber States in cas e the inswr aice covrpayy Becornes Huolvent?
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LOW INTEREST RATE
ENVIRONMENT



The Economist February 20th 2016
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The fallout from low interest rates (2)

The lowdown

Insurers regret their guarantees

INANCIAL markets may be drawing

breath after their recent falls, but one in-
dustry in particular has little reason to feel
calm. The life-insurance industry has
deeper problems than just temperamental
markets. Years of doling out goodies from a
seemingly bottomless sack are now catch-
ing up with these actuarial Santa Clauses,
who in their worst nightmares did not
imagine that the interestincome from their
investment portfolios could stay so low for
solong.

27



The Economist February 20th 2016 o Qoe
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Ironically this de-risking creates a differ-
ent danger: that the industry becomes jrrel-
evant, By removing the key selling point of
an insurer over 4 mutual fund—the assur-
ance that a policy will pay out no matter
what—the industry risks negating its busi-
ness proposition to investors looking for
security. (It does so, moreover, at a time
when pension funds are watering down
their long-term financial commitments,
says Daniel Hofmann of the Geneva Asso-
ciation, who worries about the conse-
quences for society and the economy.) The
big question is whether new customers
will buy savings-based insurance products
at all in this shaky market environment,
says Benjamin Serra of Moody’s.

28



The Economist February 20th 2016 o ooe
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To survive, the life-insurance industry
willneed to address the question of whatit
is for. Most premium income for life insur-
ers comes from the savings business,
where guarantees play a central role. The
classic model thrives on short-term inter-
est rates of between 2-6%, government
bonds yielding at least 4% and no worries
about defaults. “That’s when we can sell
policies cheap and generously,” sighs one
nostalgic underwriter.

29



INTERNATIONAL CAPITAL
STANDARD



International Capital Standard ’ Qoe

The Basic Capital Requirement (BCR)

= Foundation of the HLA. Together, they will constitute a
group-wide capital requirement, applying to G-Slis only. G-
Slis started reporting the BCR to their supervisors
confidentially in 2015.

= The BCR is intended to reflect major categories of risk
affecting G-Slls, split between insurance and non-
Insurance.

31



International Capital Standard ’ QOG

Higher Loss Absorbency (HLA) Requirement

= HLA capacity will be added to BCR to constitute a
consolidated group-wide capital requirement for G-SllIs. It is
Intended to ensure that G-Slls are required by their
supervisors to hold higher levels of regulatory capital than
would be the case If they were not designated as G-Sllis.
The G20 endorsed HLA at its annual summit in November
2015.

= Beginning in 2016, the HLA is to be reported on a
confidential basis to group-wide supervisors and be shared
with the IAIS for purposes of improving the HLA. It is
expected that it will be applied to G-Slls from January 20109.
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International Capital Standard ’ QOG

* The ICS is part of ComFrame and will apply to all
Internationally Active Insurance Groups (IAIGs) and G-SlIs.
When it is implemented, it will replace the BCR as a
foundation for the HLA for G-Sllis.

= The ICS is a detalled risk-based capital requirement: the
December 2014 consultation document is 159 pages long
and covered valuation, capital resources, approaches to
measuring risk and set out a standard method for
calculation.

= |AIS announced its plans to launch a further consultation on
the ICS in June 2016. The ICS has been divided into two
versions. |AIS aims to adopt V. 1.0 (for confidential
reporting) in May/June 2017 and to adopt ComFrame,
Including ICS V. 2.0, at its 2019 General Meeting.
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Is ICS a CCL Standard or not? ’ Qoe

= Only for IAIG’s including G-SlI’s, is it important to engage?
= But Bernardino says S |l needs to be adapted to the ICS
and asks for European actuarial involvement

— If S 1l will be adapted in 5-10 years and we have problems, we
are told that we were warned but it is too late to react any
more

= S0, should ICS be in our priorities or should we only trust
the IAA to be active (where apparently IAIG people are
more active than others?)

= What to drop out of current priorities — or where to find new
resources?

= |f we have a CRO event this spring, should this be among
the topics?
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IRSG
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Key messages from the IRSG: ’ QOG

= New stakeholder group announced. Composition of group
has changed with slight reduction in number of participants
representing professional associations (from 6 to 4)

= Ongoing developments relating to SlI of interest
— Sll final delegated regulation by EP end of March

— EIOPA stress tests 2016 aim to test resilience of the
Insurance sector to adverse market developments and to
extract valid conclusions to support the stability of the
financial system

— Review of UFR will take place in 2016, changes will at
the earliest be introduced in 2017

— Review of standard formula will take place during coming
couple of years
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Key messages from the IRSG: ’ QOG

* [nternational Capital Standards (ICS) to be implemented
2019, expected to be on the agenda for next IRSG with
more focus than this year

= Consumer protection in focus

— Core focus area for EIOPA - as stressed in (close to) all
of Gabriel Bernardino speeches

— Initiatives of relevance Insurance Distribution Directive
(IDD), PRIIPs and Product Oversight & Governance
(POG)

= Currently input requested through a guestionnaire on equity
dampener, deadline 18 March. Comments welcome
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NOTES FROM THE EIOPA ROUNDTABLE ON
INFRASTRUCTURE INVESTMENTS ON 12
FEBRUARY 2016

38



Notes from the EIOPA Roundtable on Infra- ’ QOG

structure Investments on 12 February 2016

= New Approach to calibrate the SCR for Infrastructure
Investments is to look on the volatility of equity of listed
companies close to the infrastructure business, like energy,
transportation or even communication companies. EIOPA
has identified a short list of 67 European entities excluding
telecommunication and 35 telecommunication entities. The
iIdea was to look whether this index has a lower volatility
than the European equity market as a whole, and use this
difference to justify a respective lowering of the SCRs.
EIOPA was looking for feedback on this approach in
general and on this list specifically.

* The industry presented some infrastructure projects where
Insurance companies typically are involved. These projects
comprise typically housing, construction, wastewater plants,
highways, etc. 30



Notes from the EIOPA Roundtable on Infra- ’ QOG
structure Investments on 12 February 2016 acharial assocation of europe

* The industry estimates that only 15 % of their infrastructure
Involvement is based on utilities, but on the other hand the
Index EIOPA introduced consists to 80 % of utility
companies. So the feedback from the industry was rather
negative and EIOPA seemed to be very disappointed and
helpless how to proceed.

= The planned next steps are to publish a consultation paper
early April and to have another stakeholder event end of
May/ beginning of June. Final advice to the European
Commission is proposed for end of June after their Board
meeting.
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