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Eurnpean omm ssion adopts formal aropasal for Uirective/Hegulzticn after
a full consultation procass (includ ng advice fram CEIUPS)
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Agreement on framework principles and definition of implementing powers in
Directive/Regulation
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CLCIOPS works or recommendation=, guidelines and standards
{on areas nol covered by EU legislalio), peer review, and companes
SUpErV SOFYy practices [o enhance their convergence
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[ European Commiscion checks Member States " compliance with EU legisiaton J

v

European Cormmission may take legal action against Membar States suspected of b
breach of Community Law -
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Solvency Il Timetable for 2007-2012
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Pillar 1: quantitative
requirements

1. Harmonised calculation of
technical provisions

2. "Prudent person" approach
to investments instead of
current quantitative
restrictions

3. Two capital requirements:
the Solvency Capital
Requirement (SCR) and the
Minimum Capital Requirement
(MCR)

Pillar 2: qualitative
requirements and
supervision

1. Enhanced governance,
internal control, risk
management and own risk
and solvency assessment
(ORSA)

2. Strengthened supervisory
review, harmonised
supervisory standards and
practices

EUropean Commission
Intérnal Market & ServicesiDG.

Pillar 3: prudential
reporting and public
disclosure

1. Common supervisory
reporting

2. Public disclosure of the
financial condition and
solvency report

(market discipline through
transparency)
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Valuation of Assets and Liabilities
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Valuation of Technical Provisions
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Visualising Own funds

Ancillary own
funds

Assets minus
liabilities

Subordinated
liabilities
Other liabilities
Risk margin

Best estimate
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Capital Requirements
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SCR General principles
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Investments
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Supervisory ladder of intervention
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Pillar 2
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Pillar 2: Supervisory Activities

Supervisory
activities

general rules on
supervision

supervisory powers

supervisory review
process

principle of
proportionality
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Qualitative
reguirements on
undertakings

system of governance

principle of
proportionality
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Actuarial Function
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Pillar 3

Supervisory
Reporting

General principles for
the submission of
information to
supervisors

Implementing measures
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Public
Disclosure

Disciplinary effects

Solvency and financial
condition report

Implementing measures
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Report on solvency and financial condition
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Reinforcement of group supervision
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Group supervision to be further
developed in the future
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Solvency Il and financial crisis

 Introduction of a dampener mechanism
under pillars 1 (symmetrical adjustment
mechanism for measuring equity risk) and
2 (extension of period for recovery of
SCR)

« Specific reference to financial stabllity in
mandate of supervisors

« CEIOPS’ paper: lessons to be learned
from the financial crisis (February 2009)
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Relevant Articles in Directive

Group Solvency calculation (Article 225)

EU parent with subsidiary in the US: Is
the solo solvency regime in US equivalent
to that under Solvency II?

Group supervision (Art. 263 and 263a)

US parent with subsidiary in the EU: Is
the prudential regime for group
supervision in US equivalent to that under
Solvency |I?

s Sy
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Procedure for equivalence
assessment

e Either Commission decision or
determination by group supervisor

 If determination by group supervisor:
mandatory consultation of other
supervisors in college and of CEIOPS
(need for a consistent approach).
Determination by group supervisor not
mandatory for other groups.
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Planning of equivalence

assessment

Commission has asked CEIOPS to start work
on assessment criteria

Draft advice from CEIOPS: December 2009
Final advice from CEIOPS: March 2010

Commission will determine third countries after
consultation with stakeholders

Final advice from CEIOPS: July 2011

Informal discussions with third country
supervisors and industry

Commission decisions to be adopted in June
201

EUropean Commission
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Conseqguences of positive
equivalence determination

* The calculation of the group solvency as
regards the specific undertaking can be
based upon the solvency requirements
laid down In the third country concerned

 Member states will rely on the equivalent
group supervision exercised by the third-
country supervisory authority
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Conseguences of absence of
equivalence determination

e The third country insurance undertaking
will be treated as a related insurance
undertaking

« Application of group supervision
provisions by analogy or of other methods
ensuring appropriate supervision or
requirement to establish a holding
company with head office in the EU
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How will this work in practice?

First step Is agreement on assessment criteria:
reference has to be Solvency Il but equivalence
does not mean uniformity

Second step will be identification of third
countries concerned: most relevant countries
from an EU point of view

Stakeholders and relevant supervisory
authorities will be closely associated with the
process

Decisions will be regularly reviewed in the light
of developments in the EU and in third country

concerned
curopean COMMISSION SN
<l
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http://ec.europa.eu/internal_market/insurance/index_en.htm

