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— Recovery planning

Resolution planning

Recovery phase

Resolution phase
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Commission consultation paper
on recovery and resolution

framework for non-banks Council draft report on the

EIOPA opinion on recovery and IRRD with suggested
resolution for insurers ECON draft report on IRRD amendments to IRRD

22 September 2021

December 2022

Proposal by the European Publications by EIOPA
Commission for the IRRD on the IRRD
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Introduction

Motivations behind the IRRD

Learnings from 2008 financial crisis

Proper recovery and resolution framework in
place helps:

— Reduce the likelihood of failures

— Reduce the impact of failures if they materialize
— Minimalize reliance on taxpayers’ money

Solvency Il is not a zero-failure regime

— Insurance failures and near misses are
not rare

Lack of harmonization, against the spirit of the

internal market

— Patchwork of national rules and gaps in the toolkit of
the respective national rules

— Impedes oderly resolution of cross-border insurers
and may result in unequal treatment of policyholders,
especially regarding cross-border insurers
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Rationale

of the IRRD

Objectives of the IRRD

Harmonized framework for recovery and resolution

— Introducing a harmonized framework including i.a.
recovery and resolution planning, recovery and
resolution measures, cooperation and coordination,
and providing a set of specific tools to deal with
situations of distress and default of insurers

Room for national specificities

— Member states may introduce additional measures
as long as compatible with objectives and principles
of IRRD

— Prevent failures

— Orderly market exit in case of default
— Protection of policyholders

— Maintenance of financial stability

— Continuation of critical functions

— Protection of public funds



Introduction

Scope of the IRRD

Authorities may
7 apply proportionalit
@ r--» Al (re)insurance undertakings in the EU pply prop y
el to IRRD
(@}- --» Parents (re)insurance undertakings in the EU

Insurance holdings companies (IHC) and mixed financial holding
companies (MFHC) in the EU

e
(@lr --» Parent IHC and MFHCs established in a Member State
(@;—--» Union parent IHC and MFHC
ll\@lr --» Branches of non-EU insurers which meet certain conditions
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Introduction

Ladder of intervention under Solvency II Directive

Governance Finance Scheme Insolvency Procedure
Procedures to identify Measures if the SCR is no longer Measures if the MCR is no longer — Decision by regulator
deteriorating financial complied with or if there is a risk complied with or if there is a risk of — Preferential treatment of insurance

conditions (Art. 136 SIID) of non-compliance in the following 3 non-compliance in the following 3 claims (Art. 275 SIID)
months (Art. 138 SIID) months (Art. 139 SIID)

Further deterioration of

Deteriorating financial Non-compliance Non-compliance with

Reorganisation phase Insolvency Procedure

condition with SCR financial situation MCR
Notification to regulator Prohibition/restriction of free Specific measures by regulator
Notification of deterioration disposal of assets — Restriction or prohibition of free disposal of assets
of financial condition In case of actual or risk of further (Art. 139 SIID)
(Art. 136 SIID) deterioration (Art. 138 SIID) — Suspension of payments (Art. 268 SIID)

— Reduction of claims of the insured (Art. 268 SIID)
— Suspension of enforcement of claims (Art. 268 SIID)
— Withdrawal of authorization (Art. 144 SIID)
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Main features

of the IRRD




Focus: Pre-emptive planning

Pre-emptive recovery planning

— Preparation and submission of pre-emptive recovery — Resolution plan

plan at individual level and/or group level by entities — Preparation by resolution authorities or group resolution

authority of individual and/or of group resolution plan

— Contents of plan is determined by the IRRD (including

qualitative and quantitative criteria) — Content of plan is determined by the IRRD
— Assessment of credibility/feasibility by entity _ Obligation for entities to:
~ Approval by management » Cooperate with the drawing up of the
— Assessment of adequacy of pre-emptive recovery plan by resolution plans
the resolution authority, which has the power to: - Provide all necessary information
» Ask for a new plan/changes to the plan _ Assessment of resolvability
* Ask forfimpose changes to the business — Resolution authorities will assess the extent to which an

insurance group is resolvable without extraordinary
public support

— If needed, the authority will make recommendations to
the entity or group on how to address any impediments
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Focus: Recovery phase

Amendments to Solvency II to include additional powers under the recovery phase

L Supervisory authorities may take necessary
Two situations: . : .
measures to restore compliance, including:

O Notification by the entity that it is failing or likely to fail

¢ Identification of deterioration of financial conditions by the
I supervisory authorities

Update of the pre-emptive recovery plan where the circumstances
are different from the assumptions set-out in this plan

Application of the measures set-out in the recovery plan (including
any update thereto)

If no pre-emptive recovery plan in place, identification of the
causes of non-compliance/likely non-compliance with regulatory
requirements and identify suitable measures/timeframe for the
implementation of those regulatory requirements

Suspension or restriction of variable remuneration and bonuses,
distributions on own fund instruments or repayment or repurchase
of own fund items
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Focus: resolution phase

Conditions for IRRD resolution
— Condition 1: is the insurer failing or likely to fail?
» Breach/likely to breach the MCR
+ Failure to meet conditions for authorisation or fails its legal
and regulatory obligations
* Unable to pay debt or other liabilities
* Requires extraordinary public financial support
— Condition 2: is there an alternative condition?
— Condition 3: is the resolution in the public interest?

l ,,

Resolution possible, using the resolution tools set out Resolution under normal insolvency proceedings if:
in the IRRD individually or in combination: — Only conditions 1 and 2 are met

— Solvent run-off — Resolution is not in the public interest

— Asset and liability separation tool — The (re)insurer meets its MCR conditions

Sale of business tool

Bridge undertaking tool

Write down or conversion tool

— Resolution safeguards exist to protect counterparties’ position
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[Ladder of intervention under Solvency II Directive

Governance Recovery Plan Finance Scheme Insolvency Procedure
Procedures to identify deteriorating Measures if the SCR is no longer Measures if the MCR is no longer complied
financial conditions complied with or if there is a risk of non- with or if there is a risk of non-compliance in Only applicable to residual insurers
compliance in the following 3 months the following 3 months (Art. 139 SIID)
Recovery plan, resolution plan
and assessment of resolvability New powers given to the regulator New powers given to the regulator under
under new Art. 141 SIID new Art. 141 SIID

Solid financial Further deterioration of

Deteriorating financial

condition condition financial situation

Non-compliance with .
A [1 CR Reorganisation Phase Insolvency Procedure

Resolution Phase

°

Notification to regulator Resolution
Notification of deterioration of financial condition
Resolution tools can be used by the regulator
Powers given to the regulator to remedy
identified deficiencies and weaknesses
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Practical impact on
(re)insurers




Practical impact of the IRRD

Practical impact in terms

: Penalties
of documentation

— Determination of in-scope/out — Type of breach
of scope status *  Failure to draw-up, maintain and update its pre-emptive
* Preparation of recovery plans at recovery plan
individual and/or group level «  Failure to provide information necessary for the development of
» Assistance in preparation of its resolution plan
recovery plan *  Failure to notify the competent authority when it is failing or
+ Review of financial contracts likely to fail
governed by third-country law
* Review of terms of instruments — Type of penalties
to ensure that they are compliant

» Specific penalties provided for, including fines of up to 10% of
annual turnover (preceding business year), or EUR 5 million
and a temporary ban for members of senior management

with IRRD
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[IRRD & BRRD:

drawing from
BRRD experience




IRRD and BRRD compared

Resolution objectives

— Similarity in objectives (but financial stability may be
more relevant for banks)

Conditions for resolution

— Overarching ideas are the same

Cooperation

— Similarities regarding cross-border
resolutions, relations with third countries and
establishment of resolution committee

Safeguards

— Similar safeguards, e.g. treatment of shareholders and
creditors in case of partial transfers, write-downs and
conversions, set-off and netting agreements
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Capital buffer for banks

— IRRD does not provide for additional capital buffer
(MREL) to facilitate resolvability

Resolution funding financed by banking industry

— No EU-wide single resolution fund foreseen under
the IRRD

Resolution tools
— Adapted toolkit under IRRD, e.g. solvent run-off
Preventive powers

— BRRD gives (even) more intrusive powers to intervene
pre-emptively, e.g. precautionary recapitalization
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