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Key differences between German and Irish markets

Ireland Germany

Predominantly unit-linked for investment and
pensions

Substantial level of conventional with-profits

Central Bank of Ireland (CBI): “We serve the public
interest by maintaining monetary and financial
stability while ensuring that the financial system
operates in the best interests of consumers and the
wider economy.”

“BaFin acts in the public interest. Its main objective
is to ensure the proper functioning, stability and
integrity of Germany’s financial system. Bank
customers, insurance policyholders and investors
should be able to trust the financial system.”

Explicit requirement to deal with complaints “fairly”.
Unresolved issues are typically referred to the
Financial Services and Pensions Ombudsman who
is required by law to consider what is “reasonable”
when determining the outcome of a complaint.

Adjudication of complaints typically takes a strict
legal interpretation. Unresolved issues likely to lead
to litigation.

Charges are similar in each year of the contract.
Fund based commission is common with high initial
commission rarely paid.

Initial charges can be high with bonuses often
applying later in the policy term. Initial commission
can be high with long claw-back periods.
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Evolution of Irish regulatory approach
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Presentation Notes
5 areas identified by CBI in 2024:
These are poor business practices and weak business processes, ineffective disclosures to consumers, the changing operational landscape, technology driven risks to consumer protection and the impact of shifting business models.

S.I. No. 15/2001 - Life Assurance (Provision of Information) Regulations, 2001
Consumer Protection Code 2006
Consumer Protection Code (2012)
A Guide to Consumer Protection Risk Assessment
Consumer Protection Outlook Report 2023
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Evolution of Irish regulatory approach
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The Central Bank of Ireland has shown its intentions regarding enforcement of consumer protection regulation in the actions taken on foot of breaches affecting tracker mortgage customers.
The Bank of Ireland was fined €100 million and reprimanded for a series of significant and long running failings in respect of 15,910 tracker mortgage customer accounts which were impacted  between August 2004 and June 2022. These failings accounted for 81 separate regulatory breaches.
The key findings from the Central Bank’s investigation were that BoI  provided unclear contractual documents to its customers, that BoI failed to interpret these unclear documents in customers’ best interests, that BoI failed to warn customers about the consequences of decisions relating to their mortgage and that BoI implemented an unfair complaints handling practice in respect of their customers.
In handing out an unprecedented fine, the Central Bank aimed to send a message to the Financial Services Industry on the importance of treating customers fairly.
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Fair treatment of customers — who is 4 Jekoay”silmean h ckiay o e
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Fair treatment of customers — who is responsible?

«  When completing the Actuarial Report on Technical Provisions, the CBI specifically
requires that the HOAF gives their interpretation of PRE was how this has been reflected
in the technical provisions. An opinion on any discretionary powers in policy terms and
conditions must also be provided.

« Examples of what might be commented upon include:

« Unit pricing matters e.g. tax, securities lending, (property) pricing basis

» Bonus rates on with-profits business

» Consistency of product charges deducted with product literature given to customers
» Approach taken to numeric disclosure of commission and disclosure

* Insights from customer complaints
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There is a positive obligation on entities to bring information to the attention of consumers, in a clear and

comprehensible manner.

For non-linked business, where competing products can be very similar, once an intermediary carries out
suitability analysis and considers prices from competing providers little regulatory concern tends to arise.
It is only where customers might feel they have limited choice that additional requirements apply.

Our quote

Where Customers Come to retirement and decide to This annuity will provide you with an annual income of:
. . . . . £A,AAA

buy an annuity, strict requirements apply in relation to

bringing the “open market option” and “enhanced

Based on your key information, there are quotes
available from other providers offering higher rates. If
you select our product, you would be losing out on £BB

annuities” to the attention of customers. The Irish e o )
And, if applicable: You are entitled to a [guarantee
rules however, are not as explicit as the UK orovideminmumevel ofguaranteed prsion rom

[date/customer’s age] paying an [estimated] annual
income of £X,XXX. If you select our product, you could
be losing out on £DD per year.

requirements — see template opposite.

Can you get a better income from your annuity?

[y-axis]

£BB

Our quote

Highest quote

£C,CCC

£A,AAA

[x-axis]

The Financial Conduct Authority is a financial services regulator. It requires us to inform you that you can shop around
if you want to. If you want to see what other options are available from other providers please visit
monevyadviceservice.org.uk/annuitiesquotes or call 0800 138 7777.
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Presentation Notes
PS17/12: Implementing information prompts in the annuity market
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Non-linked business

Another area of regulatory interest is where customers buy
protection products in connection with loans. Following the EIOPA
thematic review of credit protection insurance in 2022 the Central
Bank approach was to:

» ask firms to identify whether any issues raised in the report
were identified in their business

» |If issues identified, take all required remedial action

* Review and take actions outlined in EIOPA’'s warning

Whilst the issues identified by EIOPA are not currently a significant
concern within the Irish market, the approach of considering how the
premium is split between different stakeholders is a useful approach
when considering whether a particular product design is fair to
customers.
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Typical EIOPA Split — Mortgage CPI

@ Claims @ Commission

BExpenses @Balance

Sample Irish Split — Mortgage Protection

mClaims B Commission
BExpenses @Balance 9
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The European Insurance and Occupational Pensions Authority (EIOPA) conducted a thematic review of credit protection insurance (CPI) in 2022, focusing on various aspects of the product and its market practices. Here’s a summary of the key findings:
Product Value: EIOPA found that many CPI products do not provide sufficient value for consumers, often resulting in high premiums relative to the coverage provided. This raised concerns about affordability and accessibility.
Transparency Issues: The review highlighted significant transparency shortcomings in the information provided to consumers. Many insurers did not adequately explain the terms, conditions, and exclusions of CPI, leading to confusion among policyholders.
Sales Practices: EIOPA identified concerns regarding the sales practices associated with CPI, including potential mis-selling. There were instances where consumers were not fully informed about their options or the suitability of the product for their needs.
Claims Handling: The review also pointed out that claims handling processes were often inefficient and not consumer-friendly. Many insurers had lengthy processes that could deter policyholders from filing claims.
Regulatory Recommendations: EIOPA made several recommendations to improve the market, including enhancing consumer protection measures, increasing transparency, and ensuring that sales practices align with the best interests of consumers.
Follow-Up Actions: The findings called for supervisory authorities to take action to address identified issues, promote better practices, and ensure that CPI products genuinely serve the needs of consumers.
Overall, the EIOPA review aimed to enhance the quality of credit protection insurance offerings across Europe, ensuring they are fair, transparent, and beneficial to consumers.

Link to EIOPA warning:
EIOPA Warning


r DAV DGVFM
Annual Meeting of DAV and DGVFEM, 18 November 2024 l 5 Deutsche Deutsche Gesellschaft fir
Aktuarvereinigung e.V. Versicherungs- und Finanzmathematik e.V.

Requirements for with-profits business

» Following the implementation of Solvency I, the CBI A
implemented the Domestic Actuarial Regime placing a With Profit Operating
number of additional requirements on the Head of Actuarial iR :
Function e.g. PRE opinion noted earlier, peer review. Where e

a firm has a material level of with-profits business, they
must put With-Profits Operating Principles (WPOP) in place
and make them publicly available.

. . . . With-Profits
* Information in the WPOP must be presented in clear and Operating Principles
- - - For the Heri
simple language. It shall include at least the following g |

principles in relation to the operation of the fund:

» Benefits: How they are calculated, information on how
the bonus rates are set and information on the
smoothing methodology.

* Investment strategy: How the asset mix is determined StandardLie
and strategy in respect of derivatives and other

instruments. 10
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Presentation Notes
Domestic Actuarial Regime and Related Governance Requirements under Solvency II
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Requirements for with-profits business

* Principles continued:
» Business risk: Who bears the cost from guarantees and smoothing.
» Charges and expenses: How the undertaking allocates expenses and charges
» Equity between With-Profits policies and any shareholders: Arrangements for changes to profit

sharing between shareholders and With-Profits fund members.

» The HoAF shall report in writing to the Board at least annually on the ongoing compliance of the With-
Profits funds with the principles detailed in the WPOP and an annual compliance report must also be
made publicly available.

11
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In their annual opinion on the With-Profit Operating Principles (WPOP), the Head of Actuarial Function (HoAF) must include the following key elements:
Fair Treatment of Policyholders: An assessment of whether the with-profit fund’s practices, including bonus distributions and policyholder payouts, are fair and equitable.
Compliance with Stated Principles: Confirmation that the insurer has adhered to the documented WPOP, ensuring that actions taken are consistent with the defined principles and the interests of policyholders.
Appropriateness of Assumptions: Evaluation of the assumptions underlying the WPOP, such as investment returns, expenses, and mortality, to confirm they remain appropriate and realistic in current market conditions.
Risk and Capital Management: A review of how the WPOP interacts with the insurer’s risk and capital management frameworks, ensuring the fund is managed prudently to maintain solvency and long-term stability.
Recommendations for Improvement: Where necessary, recommendations for updates or changes to the WPOP to better align with regulatory expectations, policyholder interests, or emerging financial risks.
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Unit-linked business and value for money

» Current Irish regulatory requirements in relation to unit-linked business largely assume
that if clear and understandable information is provided to customers that competition
between insurers will ensure value for money.

» As well as the more recently PRIIPs disclosure requirements, cash amounts of
commission and charges for the specific policy a customer is buying must be
provided.

* An explicit target market must be defined at the product development stage and
product literature should disclose how the product aligns with the needs, objectives
and characteristics of the target market identified.

» Annual statements must be provided that shows opening and closing balances,
transactions over the year and details of all charges applied.

» Product oversight and governance requirements are in place to ensure that entities have
the capacity to identify and mitigate risks in any of the products they offer. Frameworks
are subject to CBI reviews on a regular basis.

12
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6.16 For each investment product held with it, a regulated entity must, at least annually, provide to a consumer a statement in respect of the previous 12 month period, which includes, where applicable: 
the opening balance or value; 
all additions including additional amounts invested; 
all withdrawals; 
the total sum invested; 
the number of units held; 
all interest; 
all charges and deductions affecting the investment product including any charges associated with the management, sale, set up and ongoing administration of the investment product; and 
the closing balance or statement of the value of the investment.

“target market” for an investment product means the profile of the group of consumers at which the regulated entity aims a particular investment product;
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Unit-linked business and value for money

» Both products that are open for new business and closed book products must be subject to regular
review. A broad range of people across the business need to contribute in order to answer the type of

questions below.

Systems capabilities deliver the customer proposition as set
out in the original customer literature.

Review of complaints volumes/customer feedback and
nature of these.

Any new risks that impact the expected customer outcome.

Would you purchase the product yourself today?

How would we feel if the product appeared as a headline in
tomorrow’s paper?

Any key feature of the product not being communicated to
the customer (e.g. guarantee or options).

Have we communicated clearly that an event has happened
or is due to happen (maturity / end of cover)?

Highlighted where action is needed e.g. client surrendering
after 4yrs and 11months but if stayed to 5 years would get
bonus.

The charges on the plan unfair / extreme compared to
current charges.

Is there a benéefit for the client to stay in the existing
product. If no, then why not.

Review persistency on the products — e.g. volume of
policies lapsing, volumes of contributions ceasing, full or
partial withdrawals and reason for this

Volume of claims declined / proposals where underwriting
declined.
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Unit-linked business and
value for money
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Particularly where charges are higher in the
early years, it is important to measure
actual customer outcomes compared to
what might have been expected during the
product development process.

Did your customers stay for the full product
term or exit early? If the majority of
customers leave in the early years of the
product, then a product that only provides
good value at maturity may not be suitable
for your target market.

Particularly for unit-linked products, actual
returns should be compared against other
realistic options e.g. bank deposits.

14
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Unit-linked business and value for money

EIOPA has continued to progress their Value for Money Framework by publishing a Supervisory
Statement outlining expectations of FSPs and setting out an assessment methodology for supervisory
authorities. This would enable supervisors to identify outliers and determine whether they provided VM
to their identified target market.

The CBI has stated that one of their key supervisory activities for the coming year is continued
involvement in EIOPA’'s work on VM, which they have identified as a consumer detriment risk in their
Regulatory Supervisory Outlook Report 2024.

Ensuring that the products a firm offers has charges that are not out of line with the rest of the market is
an important first step in identifying whether regulators will question whether they offer VM. Whilst
superior past performance may justify a slightly higher level of charges, it is unlikely that this will be
viewed as a compelling argument given the variable nature of investment returns.

15
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Regulatory Supervisory Outlook Report 2024
Methodology on Value for Money Benchmarks (EIOPA)
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Conclusions

Treating customers fairly is a much broader concept than value for money (VfM). Whilst EIOPA’'s work
on VfM aims to increase transparency and improve competition, it should only be considered the start of
your customer journey.

I's important to remember that this isn’t only a regulatory requirement. Research has shown that
satisfied customers are more likely to re-purchase, more likely to stay in force and more likely to
recommend. Therefore positive customer outcomes are likely to have positive business outcomes.

Whilst product design and charges are important, it's about the overall experience a customer has when
interacting with the firm. You can only be successful in fully meeting regulatory requirements when there
is a truly customer centric culture driven by senior leaders.

‘A defining cultural test is how a firm deals with adverse situations: does it make sure that the
best interests of customers are protected, even if this damages short-term profitability?’
Philip R. Lane Governor, Central Bank of Ireland

16
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Vielen Dank
fur lhre
Aufmerksamkeit.

Edel O‘Connell, Irish Life Group
Lower Abbey Street

Dublin 1

Ireland

edel.oconnell@irishlife.ie
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