


Group supervision under Solvency |l
Overview of group supervision

e Designed to address the risks to solo undertakings arising from their membership of a
group
— Financial crisis highlighted the consequences of ineffective management of group risk

e A“group” is a term used to define a set of relationships between legal entities. A group
must be identified in order to trigger group supervision

e Under Solvency Il, group rules only apply to insurers and reinsurers, but the scope of group
supervision is wider than just the regulated insurance entities

— Lloyds of itself does not trigger the groups requirements but must be included once
triggered

e Group supervision is not just a Solvency Il issue

— Regulators worldwide are increasingly focussed on the effective supervision of groups,
with significant implications for international groups
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Group supervision under Solvency Il
What level will group supervision apply?
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Group supervision under Solvency Il
Scope of group supervision

e All three pillars apply ovouP SUPer V"So,@

e Pillar 2 aspects include:

— Fit & Proper (parent Board)

— Group-wide risk management y  Disclosure Solvemy
capita

— Group ORSA

e Pillar 3: ‘Governance/ Risk
| fit and proper conc’n
— Annual: 4 weeks extra
_ Risk Interco

e College of supervisors management trans’ns

e Additional requirements
— Risk concentrations

— Intra-group transactions
2
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Group supervision under Solvency |l

Overview of equivalence articﬁ

Criteria 3: Art
Non-EEA 260: Group

Insurance Group supervision

Non-EEA
Outwards reinsurance (re)insurer

Criteria 1: Art 172:
Reinsurance equivalence

Criteria 2: Art 227: Treatment
of non EEA subsidiary

ONLY under deduction and
aggregation approach
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Group supervision under Solvency |l
Group supervisor & college of supervisors

e Determination of group supervisor is “an art
not a science”

e Key factors include:

Location and scale of EEA insurance
entities

Location of EEA insurance holding
company

Where holding company and largest EEA
insurer in same EEA state, group
supervisor will tend to be that regulator

e Key tasks of college include:

KkPME

Approval of any group internal model

Assessment of compliance with group
solvency requirements

Assessment of group governance
arrangements

Agreeing the approach to non EEA
insurance entities

EEA Insurance
holding company
(Country A)

EEA Insurer
(Country A)
Largest

A Insurer
(Country B)

Group supervisor:
Country A
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Structural aspects and group supervision strategy
Optimising the approach to group supervision:

Common themes .

Capital efficiency — group internal model, branch structure?

A reputable group supervisor?
Minimise regulatory burden/duplication?
For non EEA groups, limit application of Solvency Il to EEA?

Address the groups requirements in a business compatible manner — fit with
operating/business/model and future plans, compliance evidence drawn from business
MI?

e Enhances market positioning?
e Supports good regulator relations?

e For international groups, a single group wide framework for addressing the
requirements of multiple regulators?

Given the far reaching implications, optimising the group supervision strategy
needs to be considered in the context of the group business strategy and

requires a balance to be drawn with other commercial priorities — structure in
its widest sense will be key to the approach
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Structural aspects and group supervision strategy

Key challenges for EEA and non EEA groups
S

EEA (Sub) Groups Non EEA groups
e For some, clarity of EEA group e Lack of clear, formal group supervisor
sUpervisor e EEA supervisor approach to non
e Different regulator approaches within the equivalence — risk of full application of
college Solvency Il to group?
e Compliance complexity due to structure e Group culture and operating structure
and nature of operations (consistency) generally not designed for Solvency Il
style regulation — implications for EEA

e Dealing with non EEA entities in the

group approach

A key challenge for all groups remains what will be the approach by the EC to

equivalence, to enable clarity of requirements and hence finalise the practical
approach
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Structural aspects and group supervision strategy

Restructuring trends
L ———————

Restructuring to clarify/deliver (preferred) group supervisor
Consolidate EEA insurers, legacy business - supercarriers
Simplification - financial/non financial

Structure to eliminate EEA national subgroup supervision

For non EEA groups, consider ringfencing EEA through EEA holding co/sub
group — location of Lloyd’s

e Non EEA operations
e Where US & ROW operations dominant - various and radical options
e Remove non EEA operations from EEA sub group

® Review stacked vs flat structure

e Review internal reinsurance

e Capital assessment/restructure

Wider commercial aspects such as tax and business requirements need to be

balanced with regulatory considerations
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Structural aspects and group supervision strategy
Non EEA groups: Approach to “leakage” - Article 262
S

e In a Solvency Il context, leakage is the risk that, in the event of non equivalence, the EEA
supervisor applies full Solvency Il to the worldwide group

e Leakage risk assessment involves

— ldentifying the group risks to the EEA including connectivity of EEA operations with
group e.g reinsurance, financing, insourcing, functional/skills dependencies

— Assessing controls and evidence in place to mitigate group risk to EEA entities

e Greater dependency and influence of group, more likely the EEA supervisor will require full
Solvency Il for the group including supervisory review

e Understanding leakage risk and demonstrating this supports non EEA groups in achieving
a balanced response to Solvency Il group supervision

For non EEA groups leakage impacts will be key to optimising the group
supervision strategy. Early consideration is necessary to prepare for effective

engagement with the EEA supervisor to establish the implications and agree a
satisfactory approach
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Structural aspects and group supervision strategy
Developing a strategy for groups ervision

ASSEss Agregment of approach \_/vith
(potential) — supervisors will necessarily be
group leakage risk iterative as the regime develops.
supervisor for non EEA Groups should consider lobbying
regimes and groups and will need to monitor and adapt
'”teraCt'On plans/contingencies accordingly

= EI=2E

Review Consider

group group
structure and compliance

identify implications
possible across three
restructuring pillars
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity.
Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is
received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a
thorough examination of the particular situation.

firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted.

m © 2010 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member 11
KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.


mailto:jane.portas@kpmg.co.uk�
mailto:blair.robertson@kpmg.co.uk�

	Group supervision and strategy under Solvency II
	Group supervision under Solvency II�Overview of group supervision
	Group supervision under Solvency II �What level will group supervision apply?
	Group supervision under Solvency II �Scope of group supervision
	Group supervision under Solvency II �Overview of equivalence articles
	Group supervision under Solvency II �Group supervisor & college of supervisors
	Structural aspects and group supervision strategy �Optimising the approach to group supervision: Common themes
	Structural aspects and group supervision strategy �Key challenges for EEA and non EEA groups
	Structural aspects and group supervision strategy �Restructuring trends
	Structural aspects and group supervision strategy �Non EEA groups: Approach to “leakage” - Article 262
	Structural aspects and group supervision strategy �Developing a strategy for groups supervision
	�KPMG presenters’ details

