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Executive Summal

9ESQOdzi A @S { dzY Y I NE

The purpose of the presenipdatedstudy is to provideseveral y I f @ 8 Sa (2 Aaytd 2 NY 9 C\
impact assessment af K S  LIFRE 1faéposal of May 2017 and the subsequent June 2019
amendments to the propos@l Ly LJ NI A Odzf I NE GKS addzRé LINRBJARSE
in the following areas:

1 Thecompettiveness landscape (market structure) in which European insurers operate and
the potential impact of a change in financial reporting on competitiveness;
1 Observable trends in the business model(s) of European insurers, their causes and the
potentialimpact of a change in financial reporting, in relation to:
0 product mix, product design and/or product pricing by European insurers;
0 investing behaviour of European insurers; and
1 Investor perception of the insurance sector.

The researclundertaken for this report combines different methods and tools:
9 desk research and a literature reviéw;
1 a stakeholder consultation exercise;
1 a stakeholder odine survey;
1

a statistical analysis of secondary data from a range of sources such as El@Béartu
Central BankThomson ReuterdMF,Eurostat and OECD;

a few econometric analyses; and,

a quantitative assessment of potential coéf and orrgoing compliance costs arising from
IFRS 17.

GCompetitiveness landscapand IFRS 17

In general, insurance aiertakings from the Bface little competition from nofBJ undertakings in

EU insurance marketsiowever, for some, business focused and more niche insurance products,
the market is a worldvide marketand in such market&Uinsurance enterprisesompete with
undertakingsfrom major insurance centres outside the EU.

Insurance undertakings from théJEace little competition from nofEEA undertakings in EU capital
marketsbut they dowhen raising funds ternationally.

Industry stakeholders mentioned twodtors which may impact on their competitive position in
capital markets following the implementation of IFRS Hirst, the financial bottom line of some
insurers, especially life insurance undertakings may becoraee volatile. The limited empirical
literature on the issue oP&L volatility and cost of funds suggest that the cost of capital of
undertakings showing greatdP&L volatility may face higher debt costs in international debt
markets? Second,ndustry stakeholders aralsoconcerned thatFRS 17 may make it more difficult

to compare the financial statements with those of insurance undertakings from countries not
adopting IFRS 1although it is not clear whether the situation would be worse than at the present
time.

L A list of the articles and documents consulted for this study can be found in the Reference section.

2¢KAA A& yFrteasSR Ay Y2NB RSGIFIAE Ay (KS aLy@Sad2NI LISNOSLIiAZ2Y 2F &
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Indeed, atpresent(under IFRs 4) external analysts find it challengingampare the financial and
economic performance of different insurance undertakiragcurrent accounting practices vary
across jurisdictions and the quality of information provided is inconsisgambss countries
impedingfull comparability

Most stakeholders interviewed (i.e. the majority of supervisory authorities and some insurance
undertakings) agreed that in the long run, the new accounting standards will bring increased
transparencyto financial eporting practises of European insurance companies, improving their
ability to raise capital on the market.

Finally, he information provided by the insurance undertaking&FRAGuggessthat the ongoing

costs are unlikely to have a very marked impatiEexpenses, in contrast to the omdf costs which

may have a more substantial impact on the total expenses of insurance undertakings subject to IFRS
17in the period or periods in which such costs are incurred.

Trends in the business models of EU insutarundertakings and IFRS 17
insurance product mix and insurance prices

The key fact to note in terms of the evolution of the product mix in the EU insurance market since
2005 is the decline of the market share of4ifisurance in the total insurance niat (measure by
gross premiums) from 2005 to 2008 and the increase in the market share dif@drfe insurance,
however, remains still by far the largest insurance segment.

The overall price of insurance grew faster than the general consumer price avee the period
2005 to 208. In particular, the annual rate of growth of price of insurance connected with health
was markedly higher than overall inflation while the price of insurance connected with transport
increased only marginally faster than theerall consumer price index.

Stakeholders reported that, in general, financial reporting does not play a big role in product mix

and pricingIFRS 17 is not expected to have significant impacts on-stontinsurance contracts.

The main changes for sheitSNY Ay addzN} yOS O2y (iN}» Ola oAff RSLX
insurance accounting practicdengduration contracts (such as life insurance) or product features

which expose the P&L to market fluctuations (such as participating contracts evaluatedhgsing

general model)instead may be affected by the adoption of the new standard.

Most stakeholders interviewed (industry players and supervision authorities) webtcime
improvements introduced by the IFRS 17 amendmerits particular regarding reinsurance.
However,there are still some concerns about implementation of the annual cohort requirement,
SalISOAFffe FT2NJ GKS aS3avySyid a[AFSéd

Trends in the business models of EU insurance undertakings and IFRS 17
allocation of the investment assets

Although thee is considerable discussion about insurers moving away from debt securities towards
new asset classes and /or equity, the aggregate data from EIOPA on the investments of EU insurers
do not show a significant movement out of the debt securities at thevield level.

The majority of stakeholders interviewed (i.e. supervisory authorities, insurers and external
investors) agree that IFRS 17 alone will not impact the asset allocation of insurance undertakings, as
this activity is more driven by risk management and/or asset/liability agement.
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However, industry stakeholders expressed the view that the effect of applying IFRS 17 in conjunction

with IFRS fnay havean impact on asset allocation. This is because a company is required to account

for insurance contracts issued applying IFRS 17 and financial assets held applying IFRS 9. Investments

in equity and structured fundmay become less attractive following thedaption of IFRS 17 and

IFRS 9, as assets characterised by higher voldtiitymaySE L2 84S | O2YLI y&@Q&a t 3]
fluctuations This may create a friction withshortterm trading strategiesof some insurance

undertakings.

Investor perception of the isurance sectarcost of capital and IFRS 17

In Germany, France, and the UK, the global financial crisis increased the cost of capital in the
insurance sector more than in any other of the comparator industries. The difference was
particularly sizeable irhe several months following the collapse of Lehman Brothers in September
2008, when the effect can be observed even in Italy.

Moreover, in Germany, France, and the UK, the comparatively higher capital costs in many cases did
not fully reverse. The differee between the cost of capital faced by insurance companies and the
other sectors was in 2017 still greater than the difference in 2005. An exception is the banking
sector, where the difference in WACC between insurance and banking returned broadlgQ65ts
levels.

Among the stakeholders interviewed and surveyed, there was a general agreement thbout
difficultiesthat analysts face when evaluating the financial report of an insurance coynpdmost
all the respondents indicated a level of difficuiiythe top tier of the scale.

However, there are differing views on the potential impact of IER&n the cost of capital for EU
insurance undertakings

Most stakeholders interviewed (i.e. the majority of supervisory authorities and some insurance
undertakings) agreed on the fact that in the long run, the new accounting standard will bring
increased transparency on the financial repiogtpractises of European insurance companies,
improving their ability to raise capital on the market. Furthermore, is\waessed this change could
make the insurance industry more attractive to a generalist investor, which would reduce the cost
of equity in the long run.

The education of external investors and analysts is a major concern for industry stakeholders
interviewed (both life and nodife). The challenge will be to explain the balance sheets and
underlying financial assumptions to the external investors in the transition time.

It is possible that IFRS 17 could lead to a perceived weakening of the financigitsttEcompanies.
IFRS 17 could, at least temporarily, increase the cost of capital for European insurers while investors
familiarise themselves with the new standard.

Supervisry authorities and auditors commented that the insurance industry is stitierprocess of
developing an understanding of the implications of the standard and forming common accounting
practices. Many concerns are interpretational and will only be solved in practice following the
adoption of the standard.

In terms of rating, two rajor rating agencies (FITCH and S&P) commented that IFRS 17 is unlikely to
directly affect insurers' ratings because the economic substance of their balance sheets will not
change.
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1| Introduction

1 LYGNRRdzOGA2Y

1.1 Background

1.11 The May 2017 proposals

In May 2017, the International Accountirfstandards Board (IASB) issued IFRSn4&urance
Contracty(IFRS 17)The new financial reporting standard IFRSsETs out the requirements that a
company should apply in reporting information about insurance contrastsuiésand reinsurance
contractshold€ (IASB®. The implementation of this new standardpresentsone of the most
substantialchange to insurance accounting requirements in over 20 years.

The objective of IFRS 17 is to ensure that an entity provides relevant information that fgithfull
represents those contracts. This information gives a basis for users of financial statements to assess
the effect that insurance contracts have on the entity's financial position, financial performance and
cash flows.

Whereas the current standard allowssurers to use their local GAAP (IFRS 4), IFRS 17 defines rules
that will markedlyincrease the comparability of financial statemenfsnsurance undertaking$he
transition to IFRS 17 wéiffect the way insurance undertaking present the informationtbeir
financial performance in thefinancial statements and on key performance indicators.

IFRS 1provides for three differenaipproaches (see figure below for details).

Figurel: Impacts of IFRS 17

The General Model (GM) Premium Allocation Approach Variable Fee Approach
»  Default evaluation (PAA) (VFA)

approach for non- *  Optional simplified approach for

participating and indirect
participating contracts

Insurance contract valued
using fulfillment cash flows
—the present value of
probability weighted
expected future cash flows
plus a risk adjustment

Plus a contractual service
margin (CSM), which

represents the profit the
insurer recognizes based

contracts with a duration of one
year or less, or where itis a
reasonable approximation of the
General Model

Insurance contract valued as
liability for remaining coverage
and in incurred claims liability

Similar approach to existing non-
life insurance contract
measurement for liability for
remaining coverage

Applies to contracts with a
direct participation features,
based on policyholders
sharing in the profit from a
clearly identified pool of
underlying items

Insurance contract liability
based on the obligation far
the entity to pay the
palicyholder an amount
egual to the value of the
underlying items, net of the
consideration charged for
the contract —a “variable

on the transfer of services * Incurred claims lizbility discounted fee”
to policyholders over time. plus a risk adjustment

Sourceadaptation from EY, 2017

8 Seehttps:/iwww.ifrs.org/-/ media/project/insurancecontracts/ifrsstandard/ifrs 1 7-project summary. pdf

4 For a more irdepth review of the details of IFRS 17 deps://www.ifrs.org/-/media/project/insurancecontracts/ifrsstandard/ifrs
17-projectsummary.pdf
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1| Introduction

Thegeneral modekequires entities to value an insurance contract at initial recognition at the total
of the fulfilment cash flows (comprising the estimated future cash flows, an adjustment to reflect
the time value of money and an explicisk adjustment for nodinancial risk) and the contractual
service margin. The fulfilment cash flows arevedued on a current basis in each reporting period.
The unearned profit (contractual service margin) is recognised over the coverage period.

Besiesthis general modellFRS 17 providess a simplification, theremium allocation approach
This simplified approach is applicable for certain types of contracts, including those with a coverage
period of one year or less.

For insurance contracts withirect participation features, theariable feeapproach applies. The

variable fee approach is a variation on the general model. When applying the variable fee approach,

GKS SydAirideqQa akKFINB 2F (GKS Tl AN G f dzfont@dualy 3Sa 2 1
service margin. Asrasult, the fair value changes are not recognisethiprofit or loss in the period

in which they occur but over the remaining life of the contract.

The newlFRStandard is applicable for annual periods beginning oafier 1 January 2025ubject

to EU endorsement Early application is permitted for entities that apply IFR%ifancial

Instruments, and IFRS Revenue from Contracts with Customers, at or before the date of initial
application of IFRS 17. The standdrdye 6 S I LJLJ ASR NBGNRALISOGABSt e od
NEGNRALISOGADS | LIIINBIFOKE FYyR | GFIF AN @I f dzS | LILINE
data (EY, 2017).

It is important to note that at the level of European regulatiofFRS 17 pplies onlyto the
consolidated financial statements disted (i.e. public) insurance undertakings. Nizted and
mutual insurance undertakingsand the individual financial statements of listed insurance
undertakings,will continue to be subjecto their local GAAP unless the relevant competent
authorities decide to extend the application of IFRS 17 to such insurance undertd@mgs
mandatoryor voluntary basis)

The initial IFRS17 proposalere subject of an extensive consultation and in response to the various
comments and suggestions received from stakeholders, the IASB proposed a number of draft
amendments which were circulatéd June 201%0 stakeholders ifExposure Draft Amendments to
IFRS 17These amendments related to $cope exclusiomscredit cards and loans that meet the
definition of an insurance contracR. Expected recovery of insurance acquisition cash fl@&ws
Contractual service margin attributable to investmeaturn seavice and investmentelated
service 4. Reinsurance contracts heldecovery of losses on underlying insurance contrabts
Presentation in the statement of financial positi@h Applicability of the risk mitigation optioi.
Effective date of IFRS 1Wdathe IFRS 9 Financial Instruments temporary exemp8omansition
modifications and reliefs

Based on the feedback on these draft amendments |&f&BBoard tentatively adopted tentatively
in December 2019, and Januaffyebruary and March 2020 a nuetbof amendments for final
approval by IASB members (see below).

5 See IASB (201B)posure Draft and comment lettersAmendments to IFRS 17
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1.1.2 IASB decision on start date of IFRS17 &ndl proposedIASB anendments of
the 2017 proposal

At its meeting ofll and 12 December 201%he IASBBoard tentatively decided to finalise the
following amendments to IFRS 17 Insurance Contracts as proposed in the Exposure Dratft.

a scope exclusion for loans;

the contractual service margin attributable to investment servicesverage units for
insurance contracts with direct participation features

presentation in the statement of financial positiomy portfolio instead of group level;
the applicability of the risk mitigation optianfor reinsurance contracts held;

transition reliefs for business combinations; and

transition reliefs for the risk migation optiort the application from the transition date and
the option to apply the fair value approach.

= =

= =4 =4 =N

Regardinghe expected recovery of insurance acquisition eftshs, the IASB Board also tentatively
decided to

a. finalise the proposed amendment to IERL7 that would require an entity to allocate

insurance acquisition cash flows directly attributable to a group of insurance contracts
applying a systematic and rational method: i) to that group; and ii) to any groups that include

contracts that are expeed to arise from renewals of the contracts in that group;

b. clarify that i) the amounts allocated to a group of insurance contracts cannot be revised
after the group has been recognised; and ii) the amounts allocated to groups of insurance
contracts yet tobe recognised should be revised at each reporting date, to reflect any

change in the assumptions that determine the inputs to the method of allocation;

c. confirm that the unit of account for an asset for insurance acquisition cash flows is the group

of insuance contracts to which those cash flows have been allocated;

d. finalise the proposed requirements for an entity to assess the recoverability of an asset for
insurance acquisition cash flows if facts and circumstances indicate the asset may be

impaired; elfinalise the proposed requirements for an entity to disclose: i) a reconciliation

from the opening to the closing balance of assets for insurance acquisition cash flows,
showing separately any recognition of impairment losses and reversals of impairment
losses; and ii) quantitative information, in appropriate time bands, about when an entity
expects to derecognise an asset for insurance acquisition cash flows and include those cash

flows in the measurement of the group of insurance contracts to which thewlocated:;

e. retain, unchanged, the requirement in IFRS 17 for an entity to present any assets for
insurance acquisition cash flows in the carrying amount of the related insurance contracts.

In the case ofeinsurance contracts haldrecovery of losseshe IASB Boargntatively decided to:

a. extend the scope of the proposed amendment to IFRS 17 to require an entity to adjust the
contractual service margin of a group of reinsurance contracts held, and as a result

recognise income, when the entity recognise$oss on initial recognition of an onerous

group of underlying insurance contracts, or on addition of onerous contracts to that group
b. amend the proposed calculation of the income, as a consequence of the extension of the

scope of the proposed amendmertb, require an entity to determine the amount of a loss
recovered from a reinsurance contract held by multiplyiiigthe loss recognised on

underlying insurance contracts; atijl the percentage of claims on underlying insurance
contracts the entity expés to recover from the reinsurance contract held.

LE Europe & VVAAssstance to EFRAG for impact analysis of IFRS17 Insurance Contracts 8
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c. confirm that the amendment to IFRS 17 described in paragraph (a) would apply only when
the reinsurance contract held is recognised before or at the same time as the loss is
recognised on the underlying ingunce contracts.

The Board also tentatively decided ¢tarify, in the final amendments to IFRS 17, that paragraph
66(c)(ii) of IFRS 17or subsequentmeasurement of a group of reinsurance contracts kéién a
group of underlying insurance contracts become oneroapplies also when underlying insurance
contracts are measured applying the premium allocation approach.

At its meeting of 280 Januar02@®, the IASB Board tentatively decided to confirm gieposed

scope exclusiofiom IFRS 17, with some changes, resulting in the following requirement. An entity
is required to exclude from the scope of IFRS 17 credit card contracts that meet the definition of an
insurance contract if and only if the entijoes not reflect an assessment of the insurance risk
associated with an individual customer in setting the price of the contract with that customer. If the
entity provides the insurance coverage to the customer as part of the contractual terms of such a
credit card contract, the entity is required to a) separate that insurance coverage component and
apply IFRS 17 to it; and b) apply other applicable IFRS Standards, such as IFRS 9 Financial
Instruments, to the other components of the credit card contracte Board also tentatively
decided to extend this amendment to other contracts that provide credit or payment arrangements
that are similar to such credit card contracts if these contracts meet the definition of an insurance
contract and the entity does nakflect an assessment of the insurance risk associated with an
individual customer in setting the price of the contract with that customer.

At the same meeting, the IASB Board also tentatively decided to amend paragraph B137 of IFRS 17
to require an entityto: a) make an accounting policy choice as to whether to changr¢hément

of accounting estimates made in previous interim financial statemehin applying IFRS 17 in
subsequent interim financial statements or in the annual reporting period; arapply its choice

of accounting policy to all insurance contracts issued and reinsurance contractsi.eeldn(
accounting policy choice at entity level).

Moreover,regardingthe asset for insurance acquisition cash flaws IASBBoardalsotentatively
decided to amend IFRS 17:to

1 require an entity to identify, recognise and measure at the transition date an asset for
insurance acquisition cash flows for a group of insurance contracts. If and only if it is
impracticable for the entity to apply IFRS 17 ospectively, the entity is required to
measure an asset for insurance acquisition cash flows at the transition date applying either
the modified retrospective approach or the fair value approach.

1 to amend IFRS 3 and IFRS 17 to require an entity thatrasgimisurance contracts in a
transfer of insurance contracts that do not form a business and in a business combination
within the scope of IFRS 3 to recognise a separate asset measured at fair value at the
acquisition date for the rights to: a) obtain futu contracts after the acquisition date
without paying again insurance acquisition cash flows the entity has already paid; and b)
obtain future renewals of: i) contracts recognised at the acquisition date; and ii) contracts
described in subparagraph (a).

i cdarify that on transition to IFRS 17 for the assets for insurance acquisition cash flows
recognised at the transition date, an entity is not required to apply the recoverability

5 See IASB (2020) IASB Update January 2020.
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1| Introduction

assessment requirement in paragraph 28D of the Exposure Draft retrospedbvelye
period before the transition date.

Thereafter, &its meeting 0f25-27 February 202¢he IASBBoard tentatively decided to proceed

with two major amendments relating 1) the @ntractual service margin attributable to investment
servicesand B) the gpplicability of the risk mitigation option non-derivative financial instruments

at fair value through profit or los@nd a number ofminor amendments’

A. Contractual service margin attributable to investment servicése IASB board tentatively

deciced to

1. finalise the proposed amendment to IFRS 17 Insurance Contracts that would require an
entity to identify coverage units for insurance contracts without direct participation
features by considering the quantity of benefits and expected period of imegstreturn
service, if any, in addition to insurance coverage.

2. confirm the specified criteria, proposed in paragraph B119B of the Exposure Draft, that
determine whether an insurance contract may provide an investarenirn service, but to
replace the reE NSy O0Sa Ay (K2&dS ONARGSNRAIF (2 WLRAAGAOD
NB (i dzNy Q &

3. require an entity to include, as cash flows within the boundary of an insurance contract,
costs related to investment activities to the extent that the entity performs samivities
to enhance benefits from insurance coverage for the policyholder, even if the entity has
concluded that the contract does not provide an investmesturn service.

4. finalise the proposed amendments to IFRS 17 that would require an entity tostsc

a. quantitative information about when the entity expects to recognise in profit or loss
the contractual service margin remaining at the end of a reporting period; and
b. the approach used to determine the relative weighting of the benefits provided by
insurance coverage and investmergturn service or investmentelated service.
c. O2YFANYXY GKS FTRRAGAZ2Y 2F GKS RSTAYAlAZY 27
to IFRS 17, but not to change other terminology used in the Standaradi to
NB LY IOBNIBEF0 gAGK WYaSNBAOSQ Ay (GKS G4SN¥Ya \
WEAFOAEAGE F2NINBYFAYAY3I O020SNI ISQU P
B. Applicability of the risk mitigation optiannon-derivative financial instruments at fair value
through profit or loss- IASB board tentativeldecided toamend IFRS 17 to extend the risk
mitigation option for insurance contracts with direct participation features,

In addition, at its meeting of February 2020, the IASB BoardTélesdBoard tentatively decided to
amendvarious tansition requiremats in IFRS 17

Finally, aits meeting ofl7 March 2020 The ASB Board tentatively decided to defitie effective
date of IFRS liicorporating the amendments to annual reporting periods beginning on or after 1
January 2023.

1.2 The objectives of theresent study

¢CKS LizN1J2asS 2F GKS LINBaSyid aitdzRe A& G2anteINPIARS
impact assessment tfie IFRS 1proposal of May 2017 and tHaal decisions of 2020n particular,
0§KS &ddzRe LINE QA pact adsgstduait t thel fallondng avdad Q a

" See IASB (2020) Update February 2020 and Update March 2020
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1| Introduction

1 The competiveness landscape (market structure) in which European insurers operate and
the potential impact of a change in financial reporting on competitiveness;
9 Observable trends in the business model(s) of peam insurers, their causes and the
potential impact of a change in financial reporting, in relation to:
0 product mix, product design and/or product pricing by European insurers;
0 investing behaviour of European insurers; and
1 Investor perception of the ingance sector.

1.3 The structure of the report
This report is structured as follows:

1 Chapter 1 is the present introduction to the report

1 Chapter 2 describes the research methodology

1 Chapter 3 discusses the state of competition between EU insurers and ingorars f
outside the EEA in the insurance market and in capital markets, and the potential
impact of IFRS 17 on such competition

1 Chapter 4 provides information on the evolution of the insurance product mix and
insurance prices over the padd fo 15 years, anthe potential impact of IFRS 17 on
the insurance product mix and insurance prices

1 Chapter Hiscusses developments in the asset allocation of EU insurance undertakings
and the potential impact of IFRS 17 on such asset allocation

1 Chapter 6 presents informat2 y 2y Ay @Sa0i2NARQ LISNOSLIiAzy 27
reports of EU insurance undertakings, the cost of capital faced by EU insurance
undertakings and the potential impact of IFRS 17 on the funding costs faced by EU
insurers

1 Chapter 7 summarises they findings
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2 wSaSkNDK YSUK2R2f 238
The research undertaken ftinis reportcombinesa number of methods and toals

1 extensivedesk research and literature revietor the original 2018 study which was
updated with targeted research for the 2020 updéte

9 a stakeholder consultation exercise
1 a stakeholder odline survey

i astatistical analysis of secondary data from a range of sources such as EIOPA, European
Centrd Bank,Thomson Reuters, IMEurostat and OECD

1 afew econometric analgs; and,

I aquantitativeassessment of potential oreff and orrgoing compliance costs arising from
IFRS 17

2.1 Stakeholder consultations and survey
In undertaking this studyve have peiormed various information gathering taskacluding

1 Extensive desk research and literature review for the original 2018 study which was updated
with targeted research for the 2020 update

1 Anonline survey of insurance undertakings and external analystsstors (165 replies
overallin 2018);

1 Afirst round of 4&takeholder interviewsor the 2018 iteration of this study; and

1 A second round of an additional 21 stakeholder interviews, for this updated report (2020)

Our dbottom-up approach aimed at collecting information directly fromajor participants in the
EU insurance markeThe primary data collectiotool for this exercise waa questionnairebased
survey d insurancestakeholdersn all Member States (please refer to Anri&for afull overviewof
the key characteristics of the sample of survey respondents

The online survey covered a representative selection of stakeholderking n the insurance
industry in regulatory/complianceandor asset managementand external investors(e.g.
regulatorsasset management, pension funds and bank analyStshe respondents did not provide
responses tall the questions (20% completion rate). Consequently, a high response rate for the
overall questionnair€165 answersyloesnot necessarily implthat all questions were addressed
equaly by all respondent8

To overcome these datgaps, informatiorcollected throughstakeholderinterviewsexplored the
research questionmore in depth.nterviews were conducted with

1 officialsfrom EUInsurance Superusy Authorities
1 representatives of international, European andationalinsuranceassociatiors;

8 A list of the articles and documents consulted for this study can be found in the Reference section.

9 Some questions were only relevant for a smaller group of stakeholders which explains a low response rate in some instances.
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1 CFGQ of listednon-listedinsurance companies
1 external investors (such asset managemenpension funds and bardnalysts)and
1 organisations supplying insurancelated consulting services.

Finally, éta and information wre alsoobtained from a wide range of published sources

1 Major sources include, first, a variety of international bodies devoted to insurance matters
or providing data on insurance. These bodies include, dmat not limited to, the
Organisation for Economic @peration and Development (OECD)surance Europghe
International Association of Insurance Supervisors (Bxi&the IFRS Foundation

1 Informationwas also obtained from bodies operating at the level of the individual Member
States, including national supervisory authoriteginational insurance assations of the
28 EU Member States (representing insurance companies).

1 Further data was gathered from reports and other publications produced by a large number
of individual insurance firms and commercial organisations supplying insuralated
consuling services

1 Position papers from European and national industry associations as well as external
investors were alsaonsidered

The general objective dhe reviewof such documentsvas to gather and analyse relevant and-up
to-date informationrelatedto the following aspects
1. Concepsand definitions of IFRS 17;

Link between Solvency Il and IFRS 17;

Economic impacts of IFRS 17 in the insurance industry;

Competitiveness of European insurance companies against other international competitors;
Implications in terms of product design, mix and pricing.

a s wN

The documentary review lthalso the secondary objectivio fill data gaps afterthe direct
consultation of stkeholders.

Alimitation to the use okecondary sources consulted for this stuslthe difficulty to obtain data
relating exclusively téife, nonlife andbusiness insurance @o isolat such data froneach other
For example, data on insurance usudlistinguishes between life insurance and HAda insurance
(or general insurance), but within thatter category there is rarelp division between business
insurance andetail lines of insurance. So, in some cases,-lifeninsurance had to be takersa
rough proxy for business insurandr.addiion, there are a number of areas where data generally
are very thin in some or all EU Member States.

2.2 Quantitative analysis
The guantitative analysis presented in the report involves:

9 a descriptive statistical analysis of secondary data from EIOPA, Eurostdthantson
Reuters

9 a simple correlation analysis to assess whether two variables of interest are moving
systematically moving together (in the same or opposite directianil

10 The complete list of stakelders who have been interviewed is provided at Annex 1.
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9 more technical econometric analysis to test specific hypotheses.tdttmicaldetails of
the analysis are presented in the Annex part of the re@orntl the main results of the
analysis are highlighted in the report itself.

3 [ 2YLISGAGA 29 FTANRONERZNGE F! A Y A d:
LINE RdzO0 FyR OFLAGIEE YIFNJ]SGa

The present chapter provides an assessment of the extent to which EU insurance undertakings face
competition in product and capital markets from n&W insurance undertakingsections 3.1 and

3.2 respectivelypand provides the views of stakeholders on the potential impact of IFRS 17 on
competition in these two markets.

As wellthe chapterdiscussepotential additional costs that listed EU insurers may face due to the
one-off and ongoing compliance costs with IFRS4éction 3.3)Finally, section 3.4 brings together
the main takeaways from chaptér

3.1 Competition from norEU insurers in the EU insuranpeoduct
markets
3.1.1 Data sources

Fourdifferent data sources were consultéal assess the extent to which EU insurance undertakings
compete with insurance undertakings from outside the EU. These are:

1. The EIOPA Solvency | statistics which provide information on all undertakingswenech
active in a Member State andere subject to Solvency | reportiftg. The database
distinguishe:

a. national insurance undertakings
b. branches of EEA undertakings
c. branches of undertakings from outside the EEA

Solvency | statisticre available for the period005¢ 2015. As Solvency Il became effective

15t January 2016, the latest insurance data collected by EIOPA cover the insurance
undertakings subject to Solvency Il. Unfortunately, the Solvency Il statistics no longer
provide information by origin of the surance undertaking shown above.

2. Annual reports and filings at securities commissiorthefl5 largest publicly traded EU and
20 norEU insurance companies, selected on the basis of their total revenues in the 2018
Forbes Global 2000 rankid§The repored geographical structure of revenues at greup
level provides information on the combined revenues of branches and subsidiaries-of non
EEA insurance undertakings in the EU, as well as EU insurance undertakings outside the EEA.
It is important to note, howeer, that there are major inconsistencies in the way

1 The EIOPA data are availabléntips://eiopa.europa.eu/Pages/Financiatability-and-crisisprevention/InsuranceStatistics.aspx

12 Seehttps://www.forbes.com/global2000
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geographically segmented data is reported in the financial statements and any results are
at best broad approximations and should therefore be treated with catiion.

3. The ECB insurance statistitddowever, these statistics provide only information on the
assets and liabilities of the insurance corporations in the euro aféarefore,these
statistics were not used in the analysis below.

4. The OECD insurance statisttoshich provide information on the arket share of foreign
controlled undertakings and branches/agencies of foreign undertakings in total domestic
business However, the database does not distinguish between foreign undertakings from
within and outside theEEA. Moreover, the database provides only information for OECD
countries and some other countries. For these two reasons, theD@E@base was not
used for the assessment of the extent to which EEA andEteA insurance undertakings
compete in the EU.

3.1.2 Exent of competition between insurance undertakings from the EU and
outside the EEA in EU insurance marketSolvency | data

The EIOPA Solvency | data shioat in 2015 veryfew insurance undertakings from outside the EEA
operated through branchesn EUMember States® ’

1 In the large majority of Member Stat€20), no insurance undertakings from outside the
EEA were active in 2015
9 In the other Member States
o0 only1lnon-EEA undertaking was active in AT, ES and NL
2 were active irEL
3 were active ifT
4 were active iFR
5 were active in DE
22 were active in the UK, reflecting in large part the international business
underwritten in the Londomarketplace

O OO0 O0o0Oo

It is notpossible to derive an estimate of the overall number of A insurance undertakings
activethrough branchesn the EU as a same undertaking may be active in more than one Member
State. However, it can be safely concluded that the number is very fowexample, if each of the
branches othe nonEEAundertakings activéhrough branchesn one Member State is not active

in any other Member State, then the total number nbn-EEAinsurance undertakingactive
through branchesn the EU28 would have bea at most 38.

131n some cases, geographically segmented revenues are reported, while in other case segmented net premiums are shovam The regi
a9 dzNB LIS¢ 02 NJ S @épyrtedy With rio disaggrefation BFEESaAd BBA countries. In some cases, the most recent data
available are from 2016 or 2017, while in others, 2018 or 2019 data are available. In some cases, revenues from insuitiesaract
reported separatelywhile in other cases they are grouped with revenues from-imzirance activities.

4 The ECB data are availableh&tps://sdw.ecb.europa.eu/browse.do?node=9691121

15 The OECD statisticseaavailable ahttps:/stats.oecd.org/Index.aspx?DatasetCode=INSIND
16 According to the Directive 2009/138/EC of the European Parliament and of the CounciNof/@mber 2009 on the takingp and

pursuit of the business of Insurance and ReinsuranclvéBey Il) (recast).®6 NI y OKQ YSItya |y |3Syde 2N I o6NI
reinsurance undertaking which is located in the territory of a Member State other than the home Membéar8tiel3.11). Moreover,
the Directive specifies thdorthepur2 8 S48 2F (KA & / KFLIWISNE WONIyOKQ YSIya | LISNYEySyil

an undertaking referred to in paragraph 1, which receives authorisation in that Member State and which pursues insunaege busi
(article 162.3.

71n a numbe of cases, insurance undertakings from outside the EEA may operate through subsidiaries in EEA Member States. In such
cases, the subsidiaries are considered to be national insurance undertakings by the Insurance Directive (see footnotéextiml/aht
find a database which provides comprehensive information on the presence of such subsidiaries in the EU and the siaetwittesir
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While the data provide below relate to the year 2015, the time series information in Annex 3 shows
that the number of norEEA undertakingactive through branchedeclired from 2005 to 2015n
almost all Member States in which such ABBA etities were operating in 2005 (the first year for
which EIOPA data are availabded did not increase in any Member Statier than the UK

Table 1 Number of insurance undertakings active in Member StateSolvency | data in
2015

Number of Number of Number of Total number of
national insurance  branches of EEA branches of insurance
undertakings undertakings undertakings from undertakings
outside the EEA
AT 41 31 1 73
BE 80 43 0 123
BG 46 12 0 58
CY 30 5 0 35
Ccz 32 23 0 55
DE 372 86 5 463
DK 106 0 0 106
EE 12 4 0 16
EL 46 18 2 66
ES 239 75 1 315
FI 49 13 0 62
FR 297 0 4 301
HR 24 0 0 24
HU 30 16 0 46
IE 215 43 0 220
IT 114 103 3 220
LT 10 13 0 23
LU 302 16 0 318
LV 8 14 0 22
MT 58 7 0 65
NL 175 0 1 176
PL 57 25 0 82
PT 46 33 0 79
RO 35 9 0 44
SE 167 34 0 201
SI 17 6 0 23
SK 17 21 0 38
UK 335 45 22 402

Note: Insurance undertakings subject to Solvency | reporting requirements. Inclugfessirance undertakings
Source: EIOPA insurance statistics Solveriable INumber of enterprises

Not only is the number of neBEA undertakings operating in the EU through branches very small,
but their market share (in t@ns of premiums) is also very small.

The figure below showthe market shareof:

1. life insurance branches fmo outside the EEA in totgloss insurance premiums collected by
life insurance enterprises in the EU
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2. nontlife insurance branches from outside the EEA in total gross premiums collected-by non
life insurance enterprises in the EU

3. composite (life and noilife) branches from outside the EEA in total gross premiums
collected by composite insurance enterprises in the EU

4. all branches from outside the EEA in total gross premiums collected by all insurance
enterprises in the EU

In all cases, the market share of bches from outside the EEA is very low, less than 1% in all four
cases from 2010 onwards.

Figure2: Market share of norREEA branches operating in tHgJ
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Note: Insurance undertakings subject to Solvency | reporting requirements.
Source: EIOPA insurance statistics Solvency | TaBl®gs premiums written (in million euro)

As already notednon-EEAinsurance undertakings magperate in the EEA market through
subsidiaries rather than throudbranches

The market share of subsidiaries of FBEA companies in the EEAjusntified at a high level on
the basis of information from th&atest consolidated financial statemenfer 2018 or 201%f the

20 largest norfEEAInsurance undertakings in the worlth particular, the grougevel geographical
distribution of revenues providea broad indication of the combined revenues from branches and
subsidiaries in the EEA.

The estimated market shaf the 20 largest noREEA insurers in the EEA markei.8%%6. However,
thisfigureshould be seen anupperrange estimate due to the fact thaithenon9 9! O2 YLJ Y A S & ¢
FAYIYOALI f AGFraGSySyidasz (GKS 3IS23INIX LKAOLf asS3avysSyi
segment which notably also includes Switzerland, Russia, and in some cases Turkey. This overstates

the revenues attributable to the EEA market. In addition, the Europeaenuesof nonEEA

companies are in some cases compared with the fotamiumswritten in the EEA. While the two

variablesare closely linked, revenues can, for example, also include income froAnsance

activities (e.g. asset management). Tifl further overstate theinsurance market sharef non

EEA insurers in the EEA.
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Disaggrgating by country among the top 20 n&EA companies, the market share of Swiss insurers
in the EEA i8.4% of Japanese insurefis1%,and ofAmericanshare0.6%?2

Reversing the focus of thanalysisand zooming in on theewenues that the 1%argest B insurers
generate outside the EEfe financial statement®f these insurance undertakings shdwat non-
EEA operationgienerate 26.4% oftotal revenues of the top 13argest EU insurers, with1%
generatedin the USA an8.3% in Japan

In the case of five of the top 15 EU insurers, AoBArevenues epresent more than 40% of the
INE dzLJQ & FNEBBaficdz8rilanakinggenerate more than 20% of their revenuiashe US
market andtwo insurers generate almost 1/5 of their revenues in thpalese market and one

slightly more than 1/3.

Table 2 EU and norEEA insurance undertakings included in the analysis

Non-EEA insurers EU insurers
Ping An Insuranc&roup AXA Group
Japan Post Holdings Allianz

China Life Insurance Generali Group
People'dnsurance Munich Re
MetLife CNP Assurances
Prudential Financial Talanx

Datichi Life Insurance Aviva

China Pacific Insurance Poste Italiane
Tokio Marine Holdings Prudential
American International Group Aegon
ZurichinsuranceGroup Mapfre
MS&ADInsurance NN Group
Power Corp of Canada Legal & General Group
AIA Group Scor

Allstate Unipol Gruppo
Swiss Re

Progressive

Chubb

Sompo

Travelers

Source: Forbes Global 2000

All stakeholders interviewed (i.e. prudential and supervision authorities, insurance undertakings and
external investors) tend to agree that the rivalry for customers between EU insurance undertakings
and nonEU insurance undertakings in Europiois.

Thisview isconfirmed by the results of the online survey, as 52% ofteeyrespondenteport
that the competition between the two types of economic operatorswéther intense nor very
intense

18 These shares do not add up to 5.27% because the Canadian share accounts for 1.2%.
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Figure3: Perceived level of cmpetition for customers between EU and neBU insurerg;
aldlF1SK2ft RSNAQ aaSaayvySyi

5 - Intense competition [T 12%
4 i 24%
3 i s29
2 RN 1296

1 - Almost no competition | 0%
0% 10% 20% 30% 40% 50% 60%
{2dzNDOSY +£+!1 Qa St 062N i xsaypleBredpBes2yt AyS adz2NBSe NBadA (a

Sakeholdersindicated thatthe European life retail segmentind nonlife retail segments are
dominated by local market players or other large European groups. For example, in the Lithuanian
market, there are 21 market player9 localinsurance undertakings and 12 branches of otad
insurance undertakingsA smilar competitive landscapeavas reportedin Belgium,Croatiaand
Denmark

Moreover, some interviewedstakeholders (industry and supervisory authorities) commented that
intense competition is observed in the motor vehiclgseent in the Netherlands and in the UK and
for collective insuranceervicecontracts in accident and health in Italy.

Beyond theseobservations no systematic pattern across countriés doserved among the
a0F1SK2f RSNAQ NBalLRyasSa

Stakeholders noted thathe most intense competition between EU and ABWb companies

manifests mainly in the businedscusedd S 3 Y Sy (i a I aridedaVistionladd transpoit Sire G F

and other damage to properfy & 1©dit and suretyship | YR G NB Ay adzNI yOSeé d® ¢KS
considered more global and competitiomith US companies, and Bermuda companies for the

maritime segment, iseportedto have increased in the last years.

In general, the majority of industry players and supervisarhorities commented that Europe is
not an attractive market to enter for a nelBuropean insurance undertaking, as there are high entry
costsandmost of the local markets are saturated with limited grovth.

Bvidence2 ¥ (G KS NXf I (A @3 thedetryhsuinictlinatkéts i BisOraricé underakings
from outside the EEA is providedtime Global insurance trends analysis 2qdublished by E&Y,
whichreportsthat the globaincreasen the value of insurance premiunms2017 was mainly driven
by gronth in emerging marketsuch a<China, India and Indonesia (E&Y, 2018).

19 There are someexceptionsin this case as welFor instance, in 2017, the Lithuanian insurance market experienced a 12% growth
fostered by the nodife insurance sector (Bank of Lithuania, 205iilarly, the Polishon-life premiums increasetly 15.9% driven by
an eypansion of the mtor insurancesegment (OECD, 2017).
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In contrast, m recent years, the European market was charasterby:
1 Stable profitability in most notife segments, even thoughe property and casualty
business in several marseremained unprofitablelue torising claims inflation (mainly in
the motor line) and the excess capadiyonginsurers (E&Y, 2@);
1 A decline in premiums in the life segment, as most major markets either declined or stayed
flat mainly due to reduced attractiveness of insurance products in a low interest rate
environment (E&Y, 2018).

In addition to the general market trends, an indysplayer commented that théGeneralGood'
provisiorf®, a principle thathas beenreinforced in the recent Insurance Distribution Directive
combinedwith the existence of specific requirements imposed Ngtional GAAPimpedesthe
widespreaddiffusion d productsthat have been designed to target a specifiarket outside the
EU. In fact, evergperator must comply witiNational GAAP and EU/natiorralgulations which
tend to beverystringent, according to the opinion of EU insurance undertakings irgarmed?2

3.1.3 Drivers of competition in EU insurance markets

In terms of competition drivers, ast industry stakeholders commented th&t@Sy (i dagndzaI K &
and policy servicirg | yuRktomér and broker relationshipsare key aspects in customer
behaviour,ultimately the negotiation will always come épricet.

b2yS 2F GKS aidl 1 SdoanfryRS MBSt NEJ] SEKIRBGENNYAY | yi
OdzaGi2 YSNRa OK?2 S

Figure4: Mostimportant competition drivers
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In addition, mline platforms, aggregatorsand technology developmenthave beencited as
important competition factorsn the distributionlandscapeand ininsurarce pricing. Fomstance
in the UK nearly half of new home insurance sales and more thasthings of motor insurance

20 A principle thatintendeds to promote transparency for crebsrder activity and lists requirements to be observed by insurance
undertakings and/or intermediaries that intend to carry on business WAEEA Member State(s). More information available at:
https://eiopa.europa.eu/consumeprotection/generatgood-provisions

2For more information, see: https://wwwz2.deloitte.com/content/dam/Deloitte/gr/Documents/financial
services/gr_insurance%?20distribution%20directive _noexp.pdf

2 For instanceEurope andthe UG KS 62 NI RQ& (62 f I-Ndh&ia fiinddménitatiyNiffeyedt Segutatony 3tedidacts.
Europeisabouttofinat G(KS 62NI RQa Y2ald FR@OIFIYyOSRS | YOA(GAZ2dza | tfcapniear LIt SE NB 3 d
economic concept of risk, provides mardainsistent valuations, and is essentially based on r@rkarket accounting. In contrast, the

US maintains its longstanding rkksed capital standard, and national regulators explicitly excluplcang the US capital framework

with any international standarqWEF, 2014). More information available https://www.weforum.org/agenda/2014/10fegulations
globatinsuranceindustry-systemierisk/.
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sales are through aggregators/platforr(ts&Y, 2017)n Italy, a key reason for soft motor prices is
high telematics penetration, which has led to a downwadjustmentof average insurance rates
(E&Y, 2017)

Furthermore, most stakeholders agree thhtrther advances in technology (such as artificial
intelligence (A4, the hternet of Things ¢(IT) and blockchain) will become key enaldar developing

new products, business models and distribution channels. According to some stakeholders
interviewed (supervisory authorities and industry), new players friosurTecP? are already
creating pressure along the value chain. This willylikieive greater acquisitions, venture capital
investments and market repositioning for some industry players.

Another current competition drivecited by industry stakeholdeifsom the life insurance industry
isthe reduced attractiveness of life insurance and retirement prodttsonsumersdue to a low
interest rate environment.

In fact, bw interest rates can adversely affect insurers in saverays (Figure Shcluding the
demandc althoughthe main concerris the effect of protracted low interest rates on investment
returns, especiallyvhen they fall below the guarantees underwritten in the past (BIS, 2017).

Figure5: Pressure points on life insurers
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SourceBIS, 2017

According tandustry stakeholdersdemand has moved towards more asset management types of
products For example, in th&JK life insurance undertakings perceive a strong cotitipa for
customers fromother financial services providetsat provide similar but different product§he
reason for this shift in demanahay lie h the value proposition for pure uniinked productswhich

can seem weakerby measures such as customeosts and payoffscompared with asset
management productéMcKinsey, 2019)

2 According to Investopedidnsurtech refers to the use of technology innovations designed to squeeze out savings and efficiency from

the current insurance industry model. Insurtech is a portmantdau @t A y a4 dzNJ y OS¢ T yR G SOKy2t238¢ GKIG gt
The belief driving insurtech companies is that the insurance industry is ripe for innovation and disruption. InsurtEring @xnues

that large insurance firms have less incentvexploit, such as offering ultreustomized policies, social insurance, and using new streams

of data from internetenabled devices to dynamically price premiums according to obsenpsthaviour
(https://www.investopedia.com/terms/i/insurtech.asp
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3.14 Potential impact of IFRS 17

According to the results of our survey, the majority of respondents believe that the implementation
2F LCw{ wmTnegativé f Fdfyn@stivel XY LI OG0 2y GKSANI O2YLISUOAI
& S 3 Y SLyfedi*a(Figures).

Figure6: Do you expect that IFRS 17 will have veryosi negative, negative, neutral, positive,
very positive impact on the competitive market positioA?
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Most interviewees (supervisory authorities and insurance utaléngs) reported thatife insurers

are expected to be the most affected by IFRS 17. This is because, there are significant differences
between the methods used currently to account for such kergn contracts ad therequiremens

of IFRS 171ASB, 2017especially in those countries which adopt an hisalgost approach under

IFRS 47

In addition, he majority of stakeholders from life insurance undertakings believe that the adoption
of IFRS 1¥ight have a negative impact their competitive position against asset management
companies, as thesether financial services providersill not be subject to the same reporting
standardsand the costs associated with IFRS 17 complidaeaethese playerswill not have to
report underlFR7 because they do not issue insurance contracd®me supervisy authorities
have acknowledged the increasing competitisrhich might be beneficial for potential customers)

24 This line of business includes obligations which cover insolvency, export credit, instalment credit, mortgages, agrieuttieaid
direct and indirect suretyship (EIOPA, 2009). For more information, please referhttps:/eiopa.europa.eu/ceiops
archive/documents/advices/ceiop2-final-advicetechnicatprovisionssegmentation.pdf

‘N

2525 Disclaimerthe views of the online survay S NB (i IfapeSrguél O yoR G KS NBIF a2y O60SKAYR (KSasS OK2AO0
interviews

% This question was addressed only to regulatory/compliance officers working for an insurance undertaking whose headqearters ar
based in the EU

27 please redr to chapter 4.4 for more information about the potential impacts on life products
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but it is believed that other factors play a major role in insurance productiloigion (such as the
IDDInsurance Distribution Directive)

As shown irFigure6, the majority ofrespondentsbelieve that the implementation of IFRS 17 will
alsog 2 NASY GKSANI O2YLISGA (Grei®R SulnsHipihiis/dueito/thddcK S aS3 Y
that the adoption offair valueaccountingapproachunder IFRS Wil imply that the volatility of the
market will be reflected in the P&Industry stakeholders are concerned thhig volatility might be
even greater for segments where the frequency of claimsigh, especially for those players in
countries which currently apply an historical cost appro&ddther stakeholder interviewednjost
supervisory authorities and some insurance undertakingstead, think that the frequency of
claims has little to do with economic volatility and iis part of the underlying business risk
Therefore,the frequency of claimshould not be regarded agolatility to be addressed by the
standardand it is consideredhat the impacts2 y (i KS Eredt& Suyetyshipwill not be
different from other nonlife insurance segments.

In any case, ansidering a general aversion against volatility, some insurance undertakings
interviewed speculate that there might be a repositioning of European players on products/lines
of business where the volatility is lower, leaving market niches available for new players.

Some industry stakeholders also expressed concerns about the competitiveness of gratias
outside Europe. For instance, following the implementation of IERSJS companies that are
subsidiaries of European holding companies will be obliged to report undel THRRthe purpose
of the holding company consolidated financial statengemthereas other US competitorsiiveport
under US generally accepted accounting principl€his change inasymmetry in reporting
obligationsand the associated costsuld according to those stakeholdeest asa disincentivefor
EU companies owningS insurance compani@sd could leadpotentially) to lower profitability
compared to US peers.

However, ag-igure6 shows, there is still a lot of uncertainty about the potential impacts of IFRS 17
on the competitive market position of European players and on their product portfolios

3.2 Trends inmarket shares of EAnon-EEAinsurers in the EU capital
markets

Available data suggest that the market share of A insurers in the EU capital markets is
relatively low. Bond and equity markets of EU Member States are predominantly used by EU
insurancecompanies to raise capital. However, EU insurers also raise capital in foreign and
international markets, where they are likely to face stronger competition from-EBAinsurance
companies.

The chapter draws primarily from a database of loans, bonds,egpity offerings collected by
Thomson ReutersEU/EEA/nofEEA insurers are defined as insurers headquartered in the
EU/EEA/no+fEEA respectivelyNarrowing the scope to bonds issued by the insurance sector after
2000, the database covers globa@B92fixed income instruments with maturities of at least 2 years.
The availability of loan data is more limited. Over the same period, the global sample of syndicated
loans by insurers include®74 entries. In equity markets, the Thomson Reuters deals database
provides information orbO4equity offerings by insuretssted EU/EEA stock exchanges since 2000.

2 please refer to chapter 4.4 for more information about the potential impacts onlif@products
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In all cases, while the datasets reflect the most comprehensive information available to us, they are
not necessarily complete or representative. In additiore tlobal interconnectedness of capital
markets and investment flows limits the extent to which national capital markets can be seen as
beingseparate and distinct. For both reasons, results should be interpreted with caution.

The next section discussin more detail competition in debt markets (secti@?2.1) and equity
markets (sectior3.2.2).

3.2.1 Competition in debt markets

The available data on EU loan and bond markets suggest thatskrers face relatively limited
competition from norEuropean insurers in national debt capital markets in EU Member States. The
competition for debt funding posed by neRU insurers seems more pronounced in international
bond markets.

The Thomson Reuters loan dataset comprises 374 loans by insurance companies, issued between
2005 and 2020 and collectively worth EUR 144 billion. Of theseaBd Veorth EUR 35.4 billion were
issued in EU Member States. While a majority of the loans issued in the EU market were taken out
by borrowers domiciled in the EEA, 10 loans issued in the UK and worth EUR 3.5 billion were taken
by borrowers headquartered aside of the EEA (four companies from Bermuda, one from the US
and one from Australia).

Similarly, an analysis of bond statistics shows that the bond markets of EU Member States are rarely
used by norEU insurance companies to raise debt finance. Theaekdatabase covers 6392 debt
instruments (notably bonds, promissory notes, debentures, and insurance linked securities) issued
by insurance companies after 2000 with a minimum of-fpear maturity length. Only 200 of these

¢ together worth EUR 33.3 bdin ¢ were issued in national bond markets of EU Member States and

in practically all cases (96% of value) by EU insurers.

This estimate includes bond issues by both public and private EU comp@nied. Reference
source not found.shows the respective shares of bonds issued by publicly listed and privately
owned companies. The table shows that since 2000, privately owned companies have consistently
comprised a substantial market share.

Table 3 Bonds issued by EEA insurers in bond markdtgEld Member States

Period Bonds issugd by publiply listec Bonds i;sued by pr_iv_ate
companies (EUR billion) companies (EUR billion)

20002002 1.2 0.6

20032005 1.8 1.2

2006-2008 2.0 29

20092011 1.1 1.6

20122014 3.3 2.8

20152017 3.8 4.2

2018202091 3.3 25

Note: The Thomson Reuters database does not provide ownership information for all companies. The data disaggregated by public or
private ownership therefore do not add up to the total of EUR 33.3 bilbata from 2020 are as of 16 kth 2020. After 1 February
2020,the UK bond market is still treated as an EU market

Source: London Economics analysis of Thomson Reuters data

However, the national bond markets of EU Member States represent only 15% of the value of bonds
issued by Europmn insurers. The largest market, in which EU insurers raise debt finance, is the

international Eurobond market. Of the total of EUR 211 billion raised by EU insurers through bonds
since 2000, EUR 164.2 billion was raised through the Eurobond market amdea EUR 4.7 billion
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in other global bond markets. In addition, EU insurers raised EUR 6.5 billion in the US bond market
and a combined EUR 3.6 billion in the Australian, Norwegian, Japanese and Swiss bond markets.

Unlike the bond markets of EU Membematts, which are used predominantly by EU insurers to
access finance, the Eurobond market is widely used by both EU areuhamsurers. In the dataset
obtained from Thomson Reuters, the Eurobonds issued by insurers based in the EU represent less
than half(45%) of all Eurobonds issued by insurance companies, with US insurers representing a
41% of the market and insurers from Australia, Canada, China, Japan, Hong Kong and other countries
also active in the market.

Table 4 Market share of EU insurers in the internatial Eurobond market

. Bonds
Bonds issue: .
by EU issued by
Period . y non-EU
insurers (EU .
billion) insurers 3
(EUR billion hT 6KAOKX
us Japan Australi Canade China Hong
a Kong
20002002 20.39 2.50 2.18
20032005 15.20 10.91 9.09 1.05 0.40
20062008 21.21 22.08 19.88 0.00 1.41
20092011 15.71 15.52 13.76 0.93 0.46 0.35
20122014 39.77 25.51 13.27 7.27 1.40 0.43 2.14
20152017 35.71 46.56 24.34 8.23 1.99 2.27 4.49 2.23
20182020q1 16.23 79.57 71.20 3.04 1.38 2.51

Note:DataFf NBY Hnanun FNB | a 2F mc al NOK HAaHnd ! FOSNI M CSONMWFaNE HAHANE
the UK.
Source: London Economics analysis of Thomson Reuters data

BU insurers therefore seem to face most competition for debt finafroen nonEU insurers in
foreign and global bond markets.

3.2.2 Competition in equity markets
To analyse the competitive environment in EU equity markets, we limit our attention to the primary

market?® Initial public offerings (IPOs) and follaw offerings (FP€) provide information on the
capital raised by insurance companies in the equity markets of EU Member States. The Thomson

Reuters database covers 504 IPOs and FPOs filed by insurance companies in EU stock exchanges

after 2000, collectively worth EUR 13®iflion.

Of all stock offerings in the dataset, 91% were issued by insurance companies headquartered in the
EU/EER, representing 94% of the total value of the raised capital. Just under 4% of the equity
capital was raised by companies based in the @bhislands (Guernsey, Jersey) and 1.5% by firms
based in Bermuda. Only one US insurance company in the dataset raised capital through a public
offering on a stock exchange in an EU Member State, with the IPO worth only EUR 11 million.

2% Newly issued stock is sold in the primary market. In the secondarketamnly existing shares are traded. Therefore, capital is being
raised only in the primary market.

30 There are no records of IPOs/IFOs of insurance companies from Iceland, Liechtenstein and Norway. Thus, the EU andaEEA shares
identical.
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Table 5 Equity capital raisd by insurance companiesn stock exchanges in the EU, 2600
2017

Period Equity raised by _E_EA companie Equity ra_ised by nor_E_EA
(EUR hillion) companies (EUR billion)
20002002 30.97 0.32
20032005 27.16 0.93
20062008 15.09 1.04
20092011 19.78 3.14
20122014 15.64 0.65
20152017 14.22 0.14
20182020qg1 3.25 1.15

b23SY 5FdF FNBY Hauwn +FNB | a 2 EEAompaaids NINES FHSMNEN & 2! R Y S NENthey ©S0 NEZIYNE yH f
EEAand the UK.
Source: London Economiasalysis of Thomson Reuters data

3.2.3 Factors affecting the ability of EU insurance undertakings to raise funding

Most participantsin the interview consultationnoted that, currently, competition faced in raising

capitalfrom non-EU insurers is limitedlhisis also confirmed by the results of the online survey
where46% of respondents agrdehat competition between economic operatofiiom the EU and

from outside the Elsd Yy Sdzi NI £ ¢ YR |y | RRA {Figden)lAnothert5%i KAy 1
however, commented that the competition for funds is intense, as investors are giobathus,

competition takes place globally

Figure7: Perceivedevel of competition for funds between EU and ndBUInsurersc
a1 SK2ft RSNARQ aaSaayvySyl

5 - Intense competition [T 15%
4 000 3297

3 - 46

2 IR 8%

1 - Almost no competition ' 0%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%
{2dNDSY +2!1 038 St 02N (Bayfiple BrebporBes2 yt Ay S adzNBSe NBadA Ga

Most stakeholderginsuranceundertakingsand external investorstated that a key factan raising
funds is the abilityto meet earning expectations. This aspect is key influencing the asset
allocationdecisionsof investors In addition the rating assigned bygpecialsed rating agenceswas
guoted as aother important driver in the ability to raiseequity at favourable conditiongor

companies.Thessdfindingsare alsoconfirmed by the result of thenline surveyMost respondens

O2y aAREORAG 2 NA Q¢ MbshdequityS@Eiadh taling (Bss experieneiequency and
severityy | Yriklerwditing cycle- premiums and profitability ~ theél mostimportant factors
influencingtheir ability to raise funds(Figure8).
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Figure8: Most relevant competition drivers in capital markets
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However most interviewees commented thafiven the low interest rate environment Burope,
investors are looking fanigher yield return than whatbonds/debt instruments caadually offer.
Therefore, they e willing to invest in equitffor the right price and risk exposuyeT his behaviour
is even more pronounced in a negative interest rate environmé&uoithermore, insurers are
typically fundedoverlongterm time horizors (to meetthe claims of policy holdersthus they do
not frequently seek additional capital.

The results of the interviews suggest thiitere is however, ageographicafactor which influences
the perceived level of competition in capital markelssted insurance undertakings from large
Member States (e.g. France, Germany, Italy, Spain andep#&ited a higher level ofcompetition
for funds than insurarce undertakingsfrom smaller Member Stateswhich may suggesthat
competitionincreases with market capitakation.

In addition, sme industry stakeholders commented that it is common practice for major listed
groups toraise fundsinternationaly rather than focusingxclusivelyon the local marketin recent
yearsthe cost of raising capital in the EEA has bbiginer thanin overseas markets such as Asia

and the US, even taking account of the cost of hedging the risk. This has led to an increase in
Europeaninsurers looking to expand their investor base oversaas made it less attractive for
overseas firms to look to raise capital in the EEA.

It wasalsostressedhat, for the time beinginter-sector competition isnuch moreimportant than
competitionwith non-BJ insurers

3.24 Potential impact of IFRS 17

After the mplementation of IFR$7, 37% ofindustry stakeholders believe that their competitive
position in capital markets wiltrode in the short term(Figure9). In fact, they expect that the
volatility of the P&L will increase followirige adoption of IFR$7.3

3 Please redrto section 6. kL Yy 3SA G2 NBEQ LISNDSLIiA2ya 2F GKS OfFNRGE 2F GKS FAYIlI yOAl
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IFRS.7 requires that a company update thstimatedinsurance obligations at each reporting date,

using current estimates of the amount, timing and artainty of cash flows and of discount rates

(IASB, 2017bjconomic volatilitynay arise following the adoption of IFRS 17, especially for those
companies not reporting using current value principlds. 'y Ay adzNBNRA | a4aSaa
economicaB Yl §OKSR FyR NS YSI&dz2NBR dzaAy3d OdzZNNBy i
statements would not show volatility arising from economic or accounting mismatches (IASB,
2017b)

The issue othe impact of thevolatility of a compan§ inancial bottom line and its cost of capital
has attracted relatively littleacademic intereseven thoughsome form ofincome smoothing by
companies is typically found to be prevalent among compaiiiesexistingsmallbody ofempirical
academic reseah has foundhat income smoothing has a positive impact on stock p#fcasd
reduces the cost of deb® This suggests, thdf the implementation of IFRS 17 increashe
volatility of the P&Lof some insurance undertakingsyuch a developmentay have an adverse
impact on the competitive position of insurance undertakings in capital markets also
acknowledged that there are views according to which IFRS 17, being more transparergultill r
in a making the sector more appealing.

The stakeholdersthat expressed anegativeview on the potential impact of IFRS {Figure9,
especiallythose from thelife insurancesecto) believe that IFRS 17 introduces too many
complexities and assumptions into the valuation basid they areconcerred that thiswill put the
European industry at disadvantagethe eyes of global investars

Figure:wS alLl2yasSa G2 (K®yddzNgdt$hat IFRSAT dvill Hade yweryostrong
negative, negative, neutral, positive, very positive impact on the competitive position in capital
markets ofEuropeaninsurance undertakings®?

Positive Neutral
13% 12%

{2dNDSY 1 Qa St 062N} (iaafiple2diresporsés 2yt Ay S &dzNBSe NBadz Ga

However, under IFRStHe number of options currently available is significantly higher as insurers
use different GAAPS across Européso external analysts who responded to our online survey,
confirmed that they find it challenging t@mpare financial statementd={gure48), as thecurrent
accounting practices vary across jurisdictions and the quality of information providednsisienmt

32 See, for example, Subramanyam (1996) and Hunt, Moyer and Shevlin (2000).
3 See, for example, Li and Richie 2016).
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across countries. In the view of the IASB Board, IFRS 17 foresees that t8&andard will result in

a significant increase in global comparabpjlgnhance the quality of financial informatiand by
making the industrynore transparent it will becomemore appealingo investors(IASB, 2017b).
Most supervisory authorities and auditors interviewed agogethis beinghe likely impact in the

long run it is believed thatlIFRS 17 will bring considerable improvements to insurance accounting
and povide a more consistent global standard compared to IFRS 4.t&taye national standard
setters also commented that IFRS 17 is the first true international financial reporting standard
dealing with insurance contract®ntaining a holistic and completepiction of the subject matter

in comparison to IFRS 4.

The majority of insurance undertakingsoreported thatfollowing the introduction of Solvency lI,
European insurers fadaan increase in the costs of capitaimpared to other playersas differences
in capital regimegi.e. equity, goodwill, deferred tax assets and other intangildhesle an impact
on the cost of fundsMost industry stakeholdextended to agree thatthe adoption ofFRSL7 will
have a similaimpact especially ithe short term while external investorglo not yet have enough
experienceof the new regimeto fully understandhow to read and the implication dhe new
standard®

3.3 Cost of IFRS 17

Like any new regulation arew standard,the implementationof IFRS 1Will entail some oneoff
and some recurring costs for the entities subject to tieav standard(and for entities responsible
for enforcing this new standajdAt the samdime, the interventionis also expected to yield some
benefits

One issue which arises in the case of IFRS 17 is that it may not apply-listeédrinsurance
undertakings from the EU and will not apply to all insurance undertakings from jurisdictions having
decided that they would not implement IFRS 17 (for exam@dggan and the United States). As a
result, EU insurance undertakings subject to IFRS 17 may face a competitive disadvantage.

In order to @in a better understanding of the potential cost impact of IFRS 17, the present sub
section presents a higlevel asessment of the cost that EU insurance industry may face.

As part of its preparatory work for the impact assessment of IFRS 17, EFRAG has collected
information from insurance undertakings otheir estimates ofone-off and recurring costs of
implementing IFRS 17. In total, 41 insurance undertaipngvided estimates of the onreff costs®

In order to be able to comparestimatedcosts across undertakings and with #&imatedcosts of
Solvency Il, as reported in the impact assessment ofeBow ¥, the costs reported below are
expressed as a percentage of grassualpremiums.

While the one-off costs estimates reported by some insurance undertakings saryetimes
markedly, most of them are clustered a relatively narrow range around éhmedian oneoff cost
estimate of 0.41% of gross premium (d&gurel0).

34 Please refer to section 6¢lthe views of investors.

3 As of July 2018. Eleven undertakings provided suckofineost information as part of the extensive case study work undertaken by
EFRAG and 30 as part of the simplified case studies.

36 Commission Staff Working Document Accompanying the Proposal for a Directive of the European Parliament and of the @euncil on
taking-up and pursuit of the business of Insurance and ReinsuraBSoévency Il, Impact Assessment report, SEC(2007) 83eBru®
July 2007.
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FigurelO Estimates of the oneoff costs of IFRS 17 (as % of grpesmiums)
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Source: EFRAG case studies of insurance undertakings

In order to derive an estimate of the orwdf costs faced by the whole insurance sector in the EU, an
upper and lower range were derived by first discarding two outliers showing very hitgh(2ds$o

and 7.5% of gross premiums respectively) and secondly taking the mean of the cost estimates in the
first quartile as a lower range and the mean of the fourth quartile as an upper range

These lower and upper range of tbee-off costs estimates are respectively 0.13% of gross annual
premiums and 1.24%. The Solvency |l estimates were much tighter ranging #&md06% of
gross annual premium¥.While these Solvency Il costs were estimated in 20@| before the
implementation of Solvency Il, more recent estimates suggest thaR@t¥ estimates may have
significantly underestimated the actual costs. For example, a 2011 impact assessmentUiy the
government suggested that the onreff costsof Solvency fior the UK insurance sector were likely
to be in the order ofL..6% of gross annual premiurifs.

As, according to the latest EIOPA statistics, thewisH@ ratio of gross premiums to expenseésas
at 6.24 in 2017 Q4, the cost estimates reported above imply that annual expenses of insurance
undertakings subject to IFRS could be subjected teafhacrease of between 0.8% and 7.7%.

Only 12 insurance undertakings provided estimates of the ramgicost of implementing IFRS 17.
In contrast to the estimates of the ormf costs, the estimates of the recurring costs vary much less,
ranging from less than 0.01% of gross premiums to 0.2% of gross premitimasmedian estimate

of 0.03% [Figurell)

Using the same ratio of gross premiums to expenses as for the analysis of tioéf @osts, the
recurring cost estimates reported by the insurance undertakisigggestthat expenses of the
undertakings subject to IFRS 17 may increase by between 0.06% and 1.2%.

Overall, the information provided by the insurance undertakings suggest that thgaing costs
are unlikely to have a very marked impact on expenses, in cstrttvahe oneoff costs whichmay

87 This equivalent to EUR 4.0 to 6.0 billion in 2007 prices or EUR 4.7 to 7.1 billion in 2017 prices

% See Regulatory Policy Committee (2013pinion on HM Treasury Impact Assessment Transposition of Solvency Il Directive
(2009/138/EC) mad Omnibus IWwhich states that HM Treasury estimates the afécosts to businesses to be approximately EUR 3.2
billion (£2.6 billion) at 2014 prices.
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have a more substantial impact on the total expenses of insurance undertakings subject to IFRS 17
in the period or periods in which such costs are incurred.

Figurell Estimates of the recurringost of IFRS 17 (annual recurring costs as % of gross
premiums)

Number of insurance undertakings

Source:
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EFRAG case studies of insurance undertakings

Key takeaways fronthapter 3

In general, insurance undertakings from the EEA face little competition frorrEE®#n
undertakings in Ethsurance markets

However, for some, business focused and more niche insurance products, the market is a
world-wide market. In such cases, EU insurance undertakings compete with insurance
enterprises from major insurance centres outside the EU.

Insurane undertakings from the EEA face little competition from +&#A undertakings in

EU capital market®Obviously, they face such competition when raising funds in overseas
and internationaimarkets

Industry stakeholders expressed a concern that the adoptioh-RS 17 may increase the
volatility of the P&L due t@conomic volatility.>® The limited economic literature on this
topic suggests thamore volatile P&Lmay increase the cost of capital of insurance
undertakings and hence impact adversely on theompetitive situation in capital markets
(mainly international bond markets) where they compete for funds against insuersdo

not haveto implement IFRS 17.

Some mdustry stakeholders are concerned that IFRS 17 may make it more difficult to
compare thefinancial statements with those of insurance undertakings from countries not
adopting IFRS 17, thus losing competitivenegkténeyes of global investar§hisopinion
contrastssharplywith the view of the IASB Boaehd other stakeholders (like supesery
authorities standard setters and auditgrswvhich foresee that the neBtandard will result

in a significant increase in global comparabhility

Althoughsomeindustrystakeholders disagree on the potential effect of IFRS 17 in terms of
comparability, there is no evidence that the adoption of IFRS 17 will make comparability
against US or Japanese peers worse comparedee@xisting StandarfiFRS ¥ In fact, the
number of options currently available is significantly higher as insussrslififerent GAAPS
across Europe.

The information provided by the insurance undertakings suggest that thgoorg costs are
unlikely to have a very marked impact on expenses, in contrast to thefirests which

39 Please refer to sectiond. y @S & 2 NA& @61 thédfuityoSthdiiraicil reports of EU imance undertakings
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may have a more substantial impact on tb&l expenses of insurance undertakings subject
to IFRS 1ih the period or periods in which such costs are incurred
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The present chapter presents some key facts about the evolution since 2005 abithecpmix in
the EU insurance market (sectidril), and insurance pricesédction4.2). Next, it discusses the key
factors which explain the observed trends (sect®B) and presents stakeholder views on the
potential impact of IFRS 17 (sectid®).

4.1 Trends in insurace product mix

EIOPA data are used in this section to analyse trends in product mix. The data covering the period
2005¢ 2015 were provided to EIOPA by insurance undertakings subject to the Solvency | reporting
requirements while the data for the period 2016 to 2018 werevidedto EIOPA by insurance
undertakings subject to the Solvency Il reporting requirementerefore, the pre2016 data and

the data from 2016 are not strictly comparable.

The overall insurance market in the EU expanded rapidly from 2005 to 2007 veiowlaring the
financial and economic crisis of 2008 and 200@ marketretrenched and broadly stagnated from
2009 to 2011. Robust, steady growth resumed in 200d#tal gross premiums written were also
rising in 2017 and 2018 under Solvency Il repontgggirements(Figurel?2).

Figurel2: Evolution of total value of gross insurance premiums 20918 (2005=100

Solvency Il

/171.0
162.3

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Note: Data for2016are not shown in thdigure asthe data for lifeinsurers in 2016 are not availableor the period 2005 to 201%e
data refer to informatiorreported by insurance undertakings subject to Solvency | reporting requirementstheperiod 2016 to
2018,the data reér to informationreported by insurance undertakings subject to Solvency Il reporting requirements.
Source20052015 data- EIOPA insurance statistics Solvency | Tab&@ss premiums written (in million europ0172018 data-
EIOPA insurancstatistics Solvency IRremiums, claims and expens2816-2018 (solo, annual).

In termsof the split between life insurance and ndife insurancethe share of life insurance in total
gross premiums collected by insurance undertakings in the EU insunaadets declinedrom

2005 to 2008 Thereafter, however, the market share of life insurance stabilised and fluctuated in a
narrow range 068% to 61%(Figurel3).

Themarketshare of nodife insurance shows the opposite pattern, increasing from 2008008
and stabilising thereafter.
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Figurel3: Market share of life and notife insurance premiums in total insurance premiums in
the EU2005- 2015
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Note: Data for 2016 are not shown in the figure as the data foiiigeirancein 2016 are not available. For the period 2005 to 2015, the
data refer to information reported by insurance undertakings subject to Solvency | reporting requirenwerttee Beriod 2016 to

2018, the data redr to information reported by insurance undertakings subject to Solvency Il reporting requirements.
Source20052015 data- EIOPA insurance statistics Solvency | TableB8eakdown of the main items of the grossdknical account

in non- life insurance (direct busires only, in million eurogind Table Breakdown of the gross direct premiums written and gross
technical provisions in life insurance (in million eur@0172018 data- EIOPA insurance statistics Solegril,Premiums, claims and
expense®0162018 (solo, annual).

Data provided to EIOPA by insurance undertakimgder Solvency | reporting requiremengtow
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Unfortunately,similardata under Solvency Il are not available.

Daa on insurance premiums by major insurance market produog Insurance Europe show a

broadly similar picturgFigure15® Wl St f (i K dreftie lalge3tCskgrm8nydifo@ed by
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Figurel4: Market share of premiums of different notife insurance products in total notife
insurance premiums in the EU 20@3®2015¢ Solvency | data
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Note: Data from nsurance undertakings subject to @ahcy | reporting requirements.
Source: EIOPA insurance statistics Solvency | TablBrg@akdown of the main items of the gross technical account in nida
insurance (direct busirgs only, in million euro)

Figurel5: Market share of premiums of different notife insurance products in total notife
insurance premiums in the EU 20@8018¢ Insurance Europe data
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Note: EU does not include Lithuania.
Source Insurance Europe, Europeémsurance Industry Database and PC Insurance databases

In order to assess whether some movements in the market share of somsegments of the EU
non-life insurance market are systematically offset by movements in the ogpdsiéction of the
market share of some other stdegment(s), the table below reports the correlatiover the period
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20052015between annual changes in the market share of different pairs ofssegiments of the

non-life insurance market.

Onlyfour pairsshow a negative and statistically significant correlatioamely

T WYl NRYSZ

FOAFGARY

9 Wr€ and other damage to proper®
9 Wr€ and other damage to proper®
1

Wedit and suretyshi@

Iy R

| agCidenténd healtf
WWR G2NJ OSKAOf Sa

NI yaLl2 NI Q

YR WRAKSENIyRENI yOSQ

FYR WwY2i{2N

20KSN) GKIy

Overall, the resultsn the table below suggest thain generaljinsurance undertakings did not
systematically offset decreases in the market shdrere type of insurance product with increases
in other sales of other particular products.

Table 6 Cortemporaneous orrelation between annual changes ithe market share of
different non-life segments in EU insurance marke2005-2015
Fire and
Motor Motor Marine, other
Accident vehicle vehicle, aviation damage Other non
and third party other and to General | Credit and life
health liability classes | transport | property liability suretyship | insurances

Accident and health 1 -0.46 -0.25 -0.21 -0.70 -0.31 -0.19 -0.38
Motor vehicle third

party liability 1 -0.29 -0.10 0.29 -0.15 -0.19 -0.07
Motor vehicle, other

classes 1.00 -0.59 -0.39 -0.49 -0.67 0.80
Marine, aviation and

transport 1.00 0.71 0.80 0.82 -0.41
Fire and other

damage to property 1.00 0.83 0.82 -0.31
General liability 1.00 0.92 -0.49
Credit and

suretyship 1.00 -0.70
Other nonlife

insurances 1.00

Note: Insurance undertakings subject to Solvency | reporting requirements.
Source: EIOPA insurance statistics Solvency | TablBra@akdown of the main items of the gross technical account in nlda
insurance (direct busirgs only, in million euro)

4.2

Trends in insurance prices

Comprehensive, pakuropean information on insurance pricissnot available from any of the
sources considered in the previous chapter. However, as part of the data collection undertaken for
the construction of the consumer price index, Eurostat colléetsrmation on prices faced by
consumers for selected insurance products. These prices relate to:

aprwNPE

insurance overall
insurance connected with the dwelling
insurance connected with health

insurance connected with transport
other insurance
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The analysis belo¥ocuses on the evolution of insurance prices net of general inflation, i.e. on the
evolution of insurance prices in real terms. In other words, the focus is on whether insurance prices
grew more rapidly or more slowly than the general price index oveptred 20052019.

At the EUwide level, the prices of all four categories of insurance bought by consumers and the
overall insurance price grew faster than the general consumer price index fromt@Q0% (Figure
16):

9 insurance related to health shows the fastest rate of price growth, with its price (in real
terms) increasing at average annual ratel@®b;

1 in contrast, the price of insurance connected with tranggwew (in real terms) aanannual
average rate of only @%;and

9 the overall cost of all insurance bought by consumers increased in real terms at an annual
average rate of % with the prices of insurance connected with the dwelling and other
insuranceincreasing at about the same rate.

Figurel6: Average annual growth rate of consumer insurance prices in the EU 2Q039

2.6%
2.4%
1. U‘/o
0.5%
0.5% 0. 4% ©
O |

Insurance total Insurance Insurance Insurance Other insurance
connected with connected with connected with
the dwelling health transport

m Current prices m Constant prices

Source: Eurostat HICP (2015 = 10&)nual data (average index and rate of change)

Generally, the prie increases (in real terms) occurmeghinlyduring two subperiods, namely from
2008 to 2011 and from 2013 to 291During the other two periods, 2005 to 2008 and 2011 to 2013,
prices (in real terms) actually fell or increased only moderdtetyurel?).

The exception is insurance related to health which shows an accelerating rate of growth of its price
(in real terms) through the four suberiods.
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Figurel7: Average annual growth rate of consumer insurance prices in the EU over different
sub-periods of the period 2005 2019
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Source: Eurostat HICP (2015 = 108)nual data (average index and rate of change)

4.3 Factorsexplaining the observed trends recent years

Industry stakeholdersommented thatin the last yeardife insurancehas been impacted by three

main factors First life insurershave beeradapting their product mix to low interest rates Some
insureiscommented thatraditional life productdi.e.offeringguaranteed returflare not attractive

anymore Companies have been moving towargsoducts with no ora lower guarantee shifting

both interest rate risk and market risk fwlicyholdersand reduced profit sharinflike unit-linked

products).®® In the current negative interest rate environment, industry stakeholders state the

LINE RdzOG&a 2FFSNBR IINB YlIAyfte aGLNRBOISOGAZ2YE 2NJ dadz
Guaranteed products are unlikely to be offered, as they may produce a Iosisefinsurersand

their capitalsation costis high

Another important factor quoteddy stakeholders affecting the general insurance product mix is
demographicchange For example, mre health insurance productsnd retirement solutions are
solddue toEINR LJISQa F3ASAy3 LR LMz F GAz2y

Lastregulatory changesave been reported to have had a majapact in product mix and pricing
In paricular, there are twomain regulatory trends thalhaveseverely impactedhe life insurance
industry in the last 10years namely banges in tax regulations for insurance produatsl the
introduction ofSolvency lIn most Member stategax advantages of insurance produatempared
with other savings productare diminishing

In addition,Solvency Ihasbroughtsignificant disruption due to additional capital requiremems
a consequence ahe new solvency regulatigrinsurers pay even more attention to capital costs
and the risk involved when developing products than has been the case in th¢Mpasich Re,
2011) According to most of the life insurance undertakings interviewed, Solvency Hrbaght
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about ashift to products that are less capital intensjveore fee driverand withlower/simplified
guaranteesin fact, poducts with a low risk capital reqement cost lesshan those with a high
risk capital requirementMunichRe,2011) As consequence, Solvency Il incesdiglilife insurers to
shift more risks to policyholders and thighrty asset managers (BCG, 2010).

According tahe stakeholders interviewetbr this study the implementation of Solvencyhhd the
followingconsequences for lifsmsurance

1 Liabilities fo longterm life products with guarantees have increased,

9 Life and health risks have become more onerous, particularly in terms of meeting the
matching adjustment qualifying requirements;

1 Risk margin caused increased capital requirement for annuities

For the non-life insurance sectoindustry stakeholders commented th#tere have beentiree
main factors that have influenced the product mix and priémgecent years

The macroeconomic context can have a significant impact on the insunathgstry, leading to a
higher demand of insurance products during economic growth but, conversely, lower demand when
the economy slows down (OECD, 20E£pnomic stagnation in Europkastranslated into limited
growth in business insurance lineBor example, Italy experienceddeclines in gross written
premiums in theproperty-and-casualtymarket in both 2015and 2016 In particular, motoring
insuranceand fire and propertyinsurance aldeclined in Italyduring these years reflecting the
O2dzy i NEQa ¢S | S @RKMey201). LISNF2NXI yOS

As inthe life sector Solvency lhas imposed additional capital requirements which in turn had also
an effecton product mix and pricingAccording to industry stakeholders intervieweghlvency Il
has led to a greater awareness of risk atal better risk management-or example, inproperty-
casualty, pricing depersbn the calibration of individual parametefs.g. catastrophe riské) the
standard formuldor the Solvency Capit&equirement calculatiarin addition, crossubsidgation
between product lineshas become more transparent than it has been in the pasaking it
sustainable only if based on clear strategic rationale (E0G).

According to some industry stakeholdensder Solvency teinsurancehasgaired importance as a
mears of covering shortages of capital, especially for underwriting f&insurershave brought
products onto the market that enable insurers to reduce their capital requirements, so that
reinsuranceplays aneven more vital role under SolvencyMcKinsey, 2014).

Asalreadymentioned in sectiord.1, online aggregatordaveput under pressur®n prices for non
life retail products especiallymotor insurance For instance UK aggregators have attainedvery
large share of the private automobile insurance kedr accounting for an estimated 60 to 70
percent of new business premiunf&ccenture 2016).

Aggregators areonsidereddisruptive by naturéAccenture, 2016and will continue to significantly
changethe distribution economic®f the insurance industry

1 Insurance undertaking$ealing with (or competing against) aggregators tend to suffer from
0KS &g Ay y theylRel maadidwkrpriced policies, limit the number of product
featuresthat they offer or otherwise diministne quality of the product, develop lowost
brands, or reduce their marketing expenditures in an effort to maintain margingl&pers
with established brands, this represents a competitive dilemma as, in selling through
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aggregators, they may cannilsitheir higherprofit lines. They also run the risk of diluting
their hardwon brand valug¢Accenture, 2016)

1 Exclusive, captive and independent agents find themselves providing at least the same value
and personatied services for a lower level of comnisss after paying the aggregator. They
subsidse the payments made to aggregators, putting more pressure on their own
profitability and accelerating the transition to more centsali operating models from
branchbased modelg¢Accenture, 2016).

1 Customersifd it easier to choose insurance products based exclusively on price. This
erodes customer loyalty, decreasing retention rates and making switching more prevalent.
According toEY Global Consumer Insurance Survey,2fldbally, and in EMEIA (Europe,
Middle East India & Africa), consumers primarily switch to get a better price or better
coverage, but there are also other reasons. The UK market (which has a particularly high
usage of aggregators) appears to be dominated by price, and other reasons arketatynp
2PSNEKFR26SR 099, HamMnud | 26SBSNE o0dz2 Ay 3
and consumer loyalty, vary dramatically from country to country (E&Y, 201&ermany,
the Netherlands, the Nordics, Belgium and South Africa, he switchingmiages are much
lower, which suggests either that customers are generally more passitrebthey are
genuinelymore satisfied with theservice they receivéE&Y, 2014). Additional analybig
E&Y suggests the former, with passivity possibly reinforbgdproducts with high
guarantees, a product structure that does not encourage switching, and restrictions on the
breadth of products on offer (E&Y, 2014).

Figurel8: Likelihood to switch in the next 12 months
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Source: E&Y2014

4.4 Potential impact of IFRS 17 on insurance product mix and prices

According to the majority of industry stakeholders interview@dancial reportingloesnot play a
big role in product mix and pricingnstead, apital requirements and regulation dn particular,
changesn capital requirements would impagtsurancepricing.The majority of the respondents to
our online surveyalsoagreei K |-capitaticharges (imposed by Solvency have been one of the
main factosthat haveimpacted their producmix and pricing strategies in the last 5 ye@fgjure
19). In contrask financial reporting requiremengsare considered relevanf44.4% of respondents
agree with that statementput not a key driving factorClaims frequencyseverityand operating
costsare consideredoy respondents much more relevant factors considetiingt they drive a
O2YLI yeQa dzy RSNBENARGAY T SENYyAyIao
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Figurel9: How the indicated factors impacted your product mi pricing strategiesn past the 5
years?
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A change in accounting requirement®es notaffed the underlying economic reality within the
business(IASB2017) Changes in the products available on the insurance market typically occur
because of eithe(lASB 2017)

a. changes in the economic environment; or
b. regulatory changes.

Therefore, according to théASBBoard changes in insurance product design, price or demand
should not occur as a direct result of applying IFRGASB 2017).

Most industry stakeholders interviewealgree as IFRE7 is anaccounting framework based on
current value the new financial reporting requirements will inevitably bring closer pricing and
underwriting with more careful consideration of segment profitabilifiherefore,a majority of
industry stakeholders interviewed believe ttlthe new externalreportingrequirementsmight have

an impacton somefeatures of the products offered (rather than on pricin§j For instancebecause
IFRS 17 is expected to neathe performance of insurance products more transpatresame
companies might decideot to continue offering specific product lines.

UnderL Cw{ MTZX AyadsNIyOS$S dzyRSNIF{AyIa sAff LINBasSyd

their statement of comprehesive income. This item will replace items describedy@smium
incomeg, dwritten premiumg or cearned premiumsin their existing statement of comprehensive
income (IASB, 2017)dnsurance revenuewill be determined and presented in a way that is
consigent with the approach in IFR$5 for the recognition of revenue from contracts with
customers(IASB, 2017)Consistently with that approach, the insurance revenue recognised will
reflect the amount that the company expects to receive for the servicessiphovided in the period
(IASB, 2017)

41 This question was addressed only to regulatory/compliance officers working for an insurance undertaking whose headqearters ar
based in the EU
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As existing insurance accounting practices typically differentiate betwdiffierent types of
contracts (such as shetérm and longterm insurance contracts or ndife and life insurance
contracts), the effects dFRS 17 are expected to be different for each {fp&B, 2017):

9 For contracts with a coverage period of one year or [gh®rtterm insurance contracts)
measured using thepremium allocation pproach in applying IFRS 17, the amount
recognised as insurae revenue need not be adjusted for the time value of money.
Consequently, for most insurerh)e insurance revenue presented in each period is not
expected to be significantly different from the earned premiums currently presented under
most measurement dels (IASB, 2017).

1 For longterm insurance contracts, the insurance revenue presented in each period, and
over the duration of a contract, may be significantly different from the premiums presented
when applying IFRS Bhis will be the caskor:

a) contracts containing a deposit componemany companies recognise premiums
due in full, including deposit components. IFRS 17 excludes from profit dhéoss
deposit components that many companies currently include in preningome
(and claims expenseslhis is because the obligation to repay deposit components
is not an obligation to provide services.

b) annuities and other single premium contradts example, a mukyear contract for
which the premium is paid by the poliaylder only at the inception of the contract
For instance, in the case of UK annuiti€®$ 1will definitelylead to a deferral in
the recognition of the profits for accounting purposes

c) other contracts in which the pattern of premium payments diffess the pattern
of coverage for example, londerm life insurance contracts with fixed premiums
and fixed death benefits.

Life insurers typically sell products that cover risks over longer periods, possibly many dbtzdes.
interviewees(supervisoryauthorities and insurance undertaking®ported that these companies
are expected to be the most affected by IFRS 17. Tliseigo the fact thatthere existsignificant
differences between the methods used currently to account for such-terg contractsand the
requiremens of IFRS 17IASB 2017) In addition, bw interest rates affect balance sheai$ life
insurers more than notlife insurers andthis will be moreclearly displayed on the actual balance
sheet under IFRS 1%&P Global, 2020).

According tdife insurance undertakings interviewéar this study there are wo critical pointsthat
might have an impact on thie product mix

1 Curent valuevs. histort cost approachlFRS 1%will require a company to use current
estimates in measuring insurance contracts iss@hsidering the lorterm nature of life
insurance contracts, it is believed thatet IFRS 17 requirements to reflect economic
changes inthe measurement of insurance contracts in a timely waywuld result in
volatility that most of the life insurance undertakingsee as dartificiak in their
performance.This greater volatility in the P&hay induce insurance undertakingsatier
lesslong-term insurance contractd-or instance, it is believed thainder IFRS1{nd the
use of acurrent value approach)guaranteed products will probably become more
expensive: if the interest rate falls this reduction must be reflected immediately in&he P
In addition,Solvency Iktaptures the adverse impact on capital through the technical reserve
for outstanding risks
Low interest rates alsplay amajorrole in discouraging long term productse. difficulties
in meeting interest rate guarantees due to lower investment returns from reinvestment of
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maturing assets; please refer toFigure 5).rn response life insurers mayreposition
themselvedo focus on shorterm contracts otto stop offering longterm guarantees.
1 Level ofgranularityandannual cohort requirementUnderlFRS 1,zhere are requirements

on the level of granularity at which the recognition and measurement principles should be
applied.IFRS 17 requires insurers to organinsurance contracts into groups according to
three criteria

1) Product portfolio%?

2) Degree of pofitability;

3) Year of issue.

With regard to point 2)contracts must be classified into groups according to the degree
of profitability at initial recognitiof? using the following criteria:
a) Groups of contracts that are onerous at initial recognition;
b) Groups of contracts that at initial recognition have no significant possibility of
becoming onerous;
c) Groups of remaining contracts.

Groups of contracts meeting the various profitability crikemust be further split into

écohort¢ G KI G NBLINBASYG |y A adhddefnifionbdBdidit@Rs 2 F 2 Y ¢
an important role in the release of Contractual Service Margin (CSM) to insurance revenue,

since the size of the cohort will indo#y determine the amount of CSM released into

revenue over time#*

One of the challenging aspects of the IFRS 17 standard, is that it requires separate reporting
of onerous groups from profitable groups, which impacts when the entity must révesd
onerous groups and their total liabilitdnder the current accounting practices (IFRS 4), life
insurance undertakings interviewed reportéidat they group contractsin largepools to
calculate profitability Following the implementation of IFRS logses cannot be diluted in

a large poohnd must be made explicit when they are recoggud. According to some life
insurance undertakingshis maylead themto increase the premium in contracts where
the risk is perceived to be higher and/or change tmeduct offeiing. Annual cohorts are
considered costly and artificial for songentractsthat are significantly mutualized, as it
happensin France, Germany and ItaliYost industry stakeholders believe thdhe
requirement leads to unnecessary cost in sdax patterns, in particular for contracts with
cash flows that affect or are affected by cash flows to policyholders of other contaacts
advocate an exception to the requirement to restrict the grouping of contracts using the
annual cohorts. Examplesf such contracts are: (i) Contracts to which the VFA applies
compared to other contracts; (i) Contracts with full sharing of risks compared to other
contracts that only share a substantial or significant part of the risks; (iii) Contracts that
share allrisks or only particular risk types; and (iv) Contracts with sharing of asset returns
of underlying pools compared to other contracts

42 Product portfolio means contracts subject to the same risk type and managed togetaesiagle pool. For example, contracts in the
same product ling like whole life insurance, annuities, or car insurag@e expected to belong to the same portfolio.

“Under IFRS 17, the groups cannot be reassessed or modified subsequently during thgecpegiod. This implies that losses should
be immediately recognised and thimissmaking contracts should not be allowed to offset profitable ones

4 The amount of CSM released within each reporting period is based on an average CSM per coveragthemjtdap. This reflects
the ratio of the service provided during the coverage period to the total projected future service until the last conttaetgrbup
maturesportfolio.
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Anotherperceivedssuerelatesto the annual cohort requiremernis thedata management
Splitting an insurance produsbld overseveral yearsneans significantly multiplying the
number of groups, which bears an extra operational cost in tesfisystems updates and
changes The proliferation of the number of groups creates data management issues,
having to store CSM balances by group, permanently retain group assignment, and manage
the demanding roHforward process by grouplrhe current accounting practicgFRS 4)
monitors profitability at a higher level of aggregatioAccording to most of the industry
stakeholders interviewedyranularity that is too detailed may introduce noise and increase
complexity in terms of data volumes

According tahe Institute and Faculty of Agaries participating contracts thaare evaluated using
the General Modelmay be affected by theadoption of IFRS 17ypical participating contracts
includefor example(Institute and Faculty of Actuaries, 2017)

Unit linked contracts;

With-profit contracts;

Continental European participating contracts;
Universal life contracts;

Variable annuity contracts.

= =4 -4 -8 -9

In participating contractsthe entity shares additional risks and rewards with the policy hoteler.

t F NODAOALI GAy3a O2y(iNI Ola AyOfdzRS aAIYyAFAOLYylG Ay D
fluctuations for policyholderqInstitute and Faculty of Actuaries, 2017lhe General Model

approach requires changes resulting from market movementsteebognised in the statement of
comprehensive incomeConsideringheir general aversioto volatility, it may result that in the long

term, insurance undertakings may focus more on productsdifebusiness where the volatility is

lower.

However,accoding to some stakeholdefgauditors) participating contracts to be evaluated under

the General Modeapproachare not widespread in Europenost of theEuropean productgo not

fall into thiscategory (nost of the contracts are to be evaluated under therdble Fee Approach
where IFRS 17 requires to evaluate the entire profit recognition pattern in CSM both in terms of
financial and noffinancial variableswhereas theGMM method states thathe CSM accounts only

for revaluation of norfinancial variablg).

On the differences between VFA and GMMisirecognised thathte IFRS 1Amendments have
reduced the differencesn profit recognition pattern underthe two approaches The IFRS 17
amendment on contractual service margin attributable to investmemturn service and
investmentrelated servicas supported by most stakeholde¢sdustry, auditorsand supervisry
authorities) In fact,for contractsto be evaluatedinder the general model which ingle investment
activities the contractual service margin (CSbhflinsurance and investment return servicgs be
provided to the policyholdgrwill be allocated to profit or lossStakeholders also support the
amendments regarding contracts under tMariable Fee Approach because these contracts are
substantially investmentelated contracts. The IFRS 17 amendments will allow for greater
transparency as the identification of investment return services to distinguish between contracts
where an investmentexvice is provided to the policyholder and those where investment activities
are carried out to ensure the payment of expected clatirveral industry stakeholders consider

4 Participating contracts foresde)N2 FA G & K| NA Yy 3 0 3SR 52dy0 K& dzyaRYS Nt LASAGATFF AMMQI SyaaSdax 3INE dzL
profit made by a fund or company or an indéxstitute and Faculty of Actuaries, 2017).

6 please refer to chapter 6.2he views of investors on the potential impacts of IFRS 17
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that for contracts underthe General Model without investmentcomponents the definition of
investment return service is too prescriptive and too narrow as economically similar contracts could
result indifferent accounting resultsExamples of where the amendment may not work properly
are:

1 Spanish deferred annuitsewithout payment on death in the accumulation phase or the-pay

out phase (or in both);

Deferred capital during the term agreed (accumulation period) without death benefit;

French saving products related to retirement where the right to withdrawal draosfer

can be very limited in practice;

1 Contracts with direct participation feature that has a second phase where there are no
underlying assets;

1 Deferred annuity contracts where the surrender value, being also the investment
component, might be half fothe carrying value which is used to calculate the annuity
payment.In this case,he investmentservice definition would be limited to half of the
carrying value

1 Contracts with restrictions clausésg. withdrawal not allowed in the first two yearsanly
in cases of divorce, lorigrm unemployment or longerm disability. For these contracts
it is still not clear whether the investment service should be considered to be included after
the restriction period or nat

= =

For $ort-term insurance contractéypically nonlife contracts, such as car and home insurance)

the IASBBoard expects little change in the accounting. The main changes for-@mortinsurance
contractswil RS LISY R dzLl2y O2Y LI yAS&aQ SEA atrariisiance yFR8zNI y O S
17 couldchange the profit recognition pattern for some products, and, depending on existing time
discounting practices, it could result that some products will be perceagdess profitable due to

deferred recognition.

In line with the véws of thelASBBoard, mostespondentgo our survey agree that IFR3 will have
a neutral impact orthe dProperty andCasualty€ segmentc which aretypicallycontracts providing
insurance caotract serviceover a relatively short period of time, such@®e year.

Someinsurance undertakings believe that the implementation of IFRS 17 will worsen their
O2YLISGAGADS LR aKxieditRgurelyshipi K RSABAY¥SYid K8 O2y i NI OG )
for the short term). Howeverpther stakeholdersinterviewed (supervision authorities and some

insurance undertakingsjo not expecthat andbelieve that the impact odCredit & Suretyshéwill

not differ muchfrom other nonlife segments characterised by short term contracts

Most of the stakeholders agree with thERS 17 amendment abaastclusion of certain credit cards

that provide insurance cudract servicesfrom the scope ofthe standard.This is becauséhe

exclusion reduces the implementation costs and operational burden for entities that issue credit

card contractsfor which the entity does not reflect an assessment of the insurance risk associated

with an individual customer when setting the pricelloé contract with that customer. Furthermore,

the exclusion is not expected to lead to a significant loss of useful information. There is, however,

Fy AYLX SYSydlrdGdAazy O2yOSNYy NBtFGSR (2 GKS GSNXY a
which have mnilar clauses as the credit cards in the scope exclusion.

Under the first version of the IFRS, I7iost stakeholders(insurancecompaniesand supervisry
authorities)believed that reinsurance contractwerenot dealt withappropriately as an asymmetric
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treatment of the standard could add a neeonomic pricing constraint to mitigate perceived losses
in the financial reporting due to accounting mismatches. Further, any implications to the pricing of
reinsurance would also have an impactthe pricing of the underlying contract to the policy holder.

All stakeholders interviewed have welcomed tHeRS 17 amendment on reinsuraneehich is

intended toreduce accounting mismatches for reinsurance contracts haftirecovery of losses.

The amendmentadjusts the contractual service margin of a group of reinsurance contractslheld
FRRAGAZ2Y Y GKS fFraGSad Lcw{ .2FNRQ&a RSOA&A2Y 2y N

1 Extended the scope of the proposed amendment to all types of reinsurance contracts held;
1 Amended the proposed calculation of the amount to be recognized in income relating to
recovery of losses from reinsurance contracts held;

The proposed amendment woulapply only when the reinsurance contract held is recognised
before or at the same time as the loss is recognised on the underlying insurance contract (Deloitte,
2020). In addition the requirement to disclose the loss component and the dezovery
compment should limit the possibility of abuse (Deloitte, 2020).

In relation to products and pricingose supervisoryauthorities commented that rost likely, new
productswith mixed features (e.g. insurance or service featuredth clear separation from each
componen) will be introducedand there will banoretransparency in the way tariffs are calculated
(because this will be directly affecting the account under IERSThis greatetransparency will
probablyeliminate a nunber of redundaniesin terms of reporting and costs associated with it (that
could also lead to the shwdtown of legacy systeghand probablya more efficient way to run the
businessvhicheventually will absorb the shoterm costs

However there is siil considerableuncertainty about the potential impacts of IFRBon products
and pricingamong industry players

4.5 Keytakeaways fromchapter 4

1. The key fact to note in terms of the evolution of the product mix in the EU insurance market
since 2005 ithe decline of the market share of lifasurance in the total insurance market
(measure by gross premiums) from 2005 to 2008 and the increase in the market share of
non-life. Life insurance, however, remains still by far the largest insurance segment.
2. Within the nonlife segment of the EU insurance market, the most importantsedgment
Aad WI OOARSYylG | yR K IIHYIRK QPAINERRSEISINEGRERMRS sbow a WY 2 (2 N
smalldownwardtrend in their market share.
3. The overall price of insurance grdaster than the general consumer price index over the
period 2005 to 209. In particular, the annual rate of growth of price of insurance connected
with health was markedly higher than overall inflation while the price of insurance
connected with transporincreased only marginally faster than the overall consumer price
index.
4. Stakeholders reported that, in generahdncial reportingloesnot play a big role in product
mix and pricingThus, IFRS 17 is not expected to have a noticeable impact, amdaihe
OKIy3Sa Attt RSLISYR dzlRy O02YLI yAS&aQ SEAalAy3
5. Most stakeholders interviewed (industry playersuditors and supervision authorities)
welcome themprovementantroduced by the IFRS 17 amendments, but there are still some
concerrs about implementation ofthe annual cohortrequirements, especially for the
segmentilifet.
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~ Ve

5 5SSt 2LIyYSyda Ay 0KS FaasSa ¢t

¢tKA&a OKILIWISNI RSaONAoSa FANRG OKFy3aSa aiaywsOS wnnp
to different asset classes (sectidnl). A number of different data sources were used for the

allocation analysis. Unfortunately, these daaurcesprovide different decompositions of the
AYyadzNENBRQ Ay @Sail Yideyifiis nbipasdibe B tomparelthg ganulal ikKi&malon

from these sources.

Next, the chapterprovides information on the factors which explain the observed trends (section

520 FyR LINBaSylta GKS @ASga 2F aidl {SK2ft RSNaR 2y (K
(section 5.3). A final section (section 5.4) lists the key points resulting from the analysis in the present
chapter)

5.1 Trends in the alloation of investment assets held by insurance
undertakings

511 World-wide trends inthe asset allocation of insurers

Insurance companies accumulate substantial amounts of cash that are used to purchase invested
assets(NAIC, 2013)Assets accumulated by insuier A y Of dzZRS G K24aS | aa20Al GSR
L2t AO8K2f RSNBQ &dzNlJ dza 02NJ OFLIAGEFE0oz a ¢Sttt |2
reserves, which are used to pay policyholder obligations as they becoméN\NAIE, 2013)The

nature andsize® 'y Ay adz2NBNRa Ay@SaidSR aasSaa oI NB &dza
insurer, but a general trend reported by industry stakeholders interviewed is that the players

maintain anassetliability business modekith a focus on the risk profilefahe policyholders in

order to meet their obligations when they are due.

Iy AY&AdNBNDRE AygSadySyd &GNy G838 A& 3ISySNItte |
2013);

w the profile of liabilities;
w the asset universe and associated #iskurn profiles;
w the framework conditions created by regulatory decisions.

LyadzNBNEQ Ay@SaldyYSyid adaNIdS3ASa FNB LINAYFNAREfE R
liabilities. Duration determines the ntie horizon over which the insurer can invest, while
predictability (which depends on the type of risk insured and the policyholder options built into the
contract) determines the required liquidity of investments (Insurance Europe, 2013).

Insurance undertkings interviewed reported that their asset allocation strategy is based on
maximizing therisk-reward tradeoff between individual assets and asset clasgesusing on
investments aligned witthe broadercorporatestrategy.

According tahe OECDRQlata coveringinsurance undertakingECD countries and a number of non

OECD countrigdonds usually accouai ¥ 2 NJ G KS I NASa G Llh2alsirenbst A y & dzZNB
countries irrespective of whether thewere engaged in life or nelife insuranceactivities, or both

(OECD, D).

According to thee OECD data, despite the low interest rate environment, bonds continued to
represent a largshareof direct investments of life insurance companies in20a most reporting
countries). Life insurance ogpanies 28 out of 39reporting countries under review) held more than
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50% of their assets in bonds (excluding assets held fodinkéd products). Most investments in
bonds werdn bonds issued by public institutions (OEC2@0Life insurers investadorein public
sector bondghan in private sector bonds ir22ut of 33 countries, for which the breakdown by
issuer is available (OECD2@0D

Life insurers irGreece, Hungary, Iceland, Italy, Lithuania, Mexico, Poland, Portugal anch&leiain
more thanhalf of their overall portfolio (excluding udinked products) in public sector bonds
(OECD, 2Z1). The overall exposure of life insurers to bonds may be even higher when taking into
account their investment in collective investment schemes. Life imsungest almost 50% of their
assets througltollective investment schemes Austriaand Brazijl andslightlymore than 30% in
Germanyand IndonesigOECD, 2ID).

Compared to life insurers in other countrielife insurers inDenmark and Swedeimvested
significantly in equities. lboth countries, life insurers invested more th&% of their assets in
equities In some countries, life insurers held a significant share of their assets in cash and deposits.
Life insurers had@5% of their asset incash and deposits Russiaand 59.4% in Turkey (OECD,
2020).

Life insurers can also invest in other instruments than the ones mentioned above. For example, life
insurers invested more thaB3% of their assets in land and buildirayed other buildigsin Bolivia,

Koreg the Netherlandsand Switzerland In Bolivia and Switzerland, land and buildings alone
accounted for 22% and 14.1% of the investments of life insurers respectively.

5.1.2 Asset allocatiorof European insurance undertakings subject of Solwehand
Solvency Iteporting over the period 2005 to 208

A similar picture emerges from the data published by EIOPA wtogkr all EEA insurance
undertakings which are subject to Solvency | and Il reporting requirements.

This sectionoffers a disaggregjed view of investment assets based on Solveraydl lIfor BJ28

insurers. The numbers presented in this report refer to the total of life,-lifenand composite

insurance companiesnOf dzZRAY 3 NBAYy adzNI yOSd W5 S5 (1a SEOSIINIENI (ISAa %
made up the largest share of investment assetallyears. For the aggregate of all EU28 countries,

it amounted to 428% in 208 (Figure 200 ® WL ygJfbratiieYu®ngfit of lifeassurance

L2t AO8K2f RSNB ¢ K2 O5yk 0tEIINIBA @ NVIDISEAI 25 yAROODANEH D3 DS y
WLy @SahadySyada Ay FFFFALALFGSR Sigo)wsraltheNhhdothdr adsef R LI NI
categories with ahare above 5% for the EURB2018.
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Figure20: Shares of EU28 investment per category in 801
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Note: The share refers to the amount of investments per category over the total investment assets.

The efinitions of assetategorieschanged in 2016 following the introduction of Solvenciuinex Sists the Solvency Il asset
categories which this report has matched with Solvencyédtasgegories.

Source: E Européased on EIOPdata

When looking at the data over timé&he evolution of most shares over timelffer significantly for
some instances before and after the financial crisis in 2008/200addition,the shares of some
assets also changed greatly 2016, as reporting from ik year began tofollow the Solvency I
reporting requirements

The financial crisis impacted the market, risk affinity as well as the interest rate for products, which

has been identified inthe lited G dzZNS NBGBASg I a | YIF 22N 02y i NA 6 dzi 2 N
strategy. Tl data provide an insight as to whether and how insurance companies have shifted their

assets in response to these changes. In the followirgsections this report presats trends for

the largest investment assetasss as well as smaller ones with particularly striking treinddhe

aggregate portfolioof all insurance undertakings in thEU28 which are subject to Solvency I

reporting requirements
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Figure21: Debt securities and other fixed income securities
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Figure22: Investmentsfor the benefit of life-assurance policyholders who bear the investmen
risk
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Figure23: Sharesand other variableyield securities and units in unit trusts
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Figure24: Investmentsin affiliated enterprises and participating interests
020 Solvency The share omvestments in affiliated enterprises ar

! participating interests first increasel in the EU28

018 from 2005 to 2011 and then steadily declined in
0,16 period 2011 to 2015 Under Solvency ,I the shar
ois fluctuated in the range of 6% 7%.
0,12 UnderSolvency ll, the shastood at11%in 2016anc

010 then fell to 8%n 2017 and 2018.
S

0,06

0,04

0,02

0,00

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

b 2 (i 1Bvéstmiénts in affiliated enterprises and participating interéistsA y  { 2t gSy O0& L KI & 0o SHoingdia
related undertakings, including participatidds Ay { 2f Sy O0& LL®

Source: E Européased on EIOPdata

LE Europe & VVAAssstance to EFRAG for impact analysis of IFRS17 Insurance Contracts 51



5| Developments in the asset allocation of European insui

Figure25: Landand buildings
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Figure26: Loansguaranteed by mortgageand aher loans
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Overallthe shares oDebt securities and other fixed income securitikgsy (G KS Ay adzNENEQ A

portfolio jumped up before the crisis and remagd high afterwards. Thidid not change after 2015

under Solvency knd might have been the result ofincreased unertainty during the crisisThe
AYAdZNENBQ akKIFINB 2F (i K&stnkhtsifof $h8 adnefitSof ifeastiitamdi® F2 £ A 2
policyholders who bear the investment riskisoshowed a rise after the crisiand remained stable,

even after 2015The sharesni Investments in affiliated enterprises and participating interests
increagdin the EU28 until 2011, after which it decreadeAlthough the introduction of Solvency Il

marked a initialsharp rise in the share, tHatter fell in 2017 and 2018 levelssimilar to the years

under Solvency I.

On the other handii KS & KIF NB 2F (KS Ay a4 GhNBNInQothent@iShed Y Sy i
yield securities and units in unit trustdropped before the crisis and remaga low afterwards.lt

fell further under 8lvency Il and remained lovirollowing the literature review, one would have
expected to see an increase in this share in recent y&ighe literature review also highlighted
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that this expected effect has ndieen observed to a significant degreethe actual data.The
broader picture for the categoriyoansguaranteed by mortgageand aher loanswasalsoone of

a continuing downward trend with a smaiticreaseduring the crisisThis is in line with rational
investment behaviouas interest rates on loans have dropped over time, making it a less profitable
and a less attractive investmenthe share ofLands and buildingsn the insurer€investment
portfolio experiencel a sharp decline before the crisis arehraired at a constant levedluring the

years preceding Solvency Il. While the share was lower in 2016 than 2015, it remained stable in both
2017 and 2018nder Solvency Il

5.2 What factors drove the observed trends in asset allocation of
European insurers?

A key characteristic of the posR008 period has been the combination of very low interest rate
(Figure27) and strong growth in equitymarkets(Figure28). The low interest environment has led
YIye Ay@Sail2 NayindeatingiOditferénSor ik &tclRssed?

Figure27: Yield on investment grade Euro Area bonds 26Q020
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48 See, for example, IMF (2014) and IMF (2016), and ESRB (2015).
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Figure28: EuroStoxx inder000-2020
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Due to historically low interest rates, insurance companies have been facing difficulties generating
sufficient investment returns for future insurance obligations during the last years (The Actuary,
2017). In light of these market developments, an arrdysorveys and market analyses have
highlighted a shift in the reported investment strategy of insurance companies. Insurers broaden
their investments and turn to riskier assdts realise higher returns (Standard Life Investments,
2015). For this reasonhey shift from public assets to private assets while trying to keep the added
risk limited (Financial Times, 2017).

According to 2015 data from Standard Life Investments (2015), European insurers are experiencing
challengesn generating sufficient return® meet guaranteed rates to policyholders. While current

book returns remain healthy, the loveturn environment has caused a future returns gap in the
guaranteed savings market (Standard Life Investments, 2015). Rates remaining flat at current levels

wouf R FdzNIKSNJ LINB&adz2NBE 9dzNRBLISIY Ayadz2NBENEQ LINRT
deterioration in their asset quality

In addition,in Europe, the research findings of Standard Life Investments confirmed that the impact
of low returns is not uniformyarying by region and insurer type. For insta