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Subject: Supervisory expectations on Product Oversight and Governance (POG)

1. Introduction

IVASS has developed expectations on Product Oversight and Governance (POG)
addressed to insurance undertakings and intermediaries that are de facto manufacturers?,
in order to foster the uniform and adequate application of the European and national
regulatory framework in accordance with the standards of sound and prudent management,
transparency and fairness towards customers and in compliance with the proportionality

1 Pursuant to Article 2 (1) e) of IVASS Regulation No. 45 of 4 August 2020, by “de facto manufacturing intermediary” is
meant “an intermediary manufacturing insurance products when the requirements and the conditions referred to in Article
3 of Regulation (EU) 2017/2358 are met”.
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criterion, to be implemented according to the operational, dimensional and organisational
complexity, as well as the nature of the activity carried out.

The expectations are intended to ensure maximum protection of customers; the relevant
operational implementation is left to the individual undertaking in accordance with the
proportionality criterion.

Expectations take the form of general guidance on how IVASS expects undertakings to
comply with the current POG framework. Expectations are grouped thematically in specific
boxes and broken down into more detailed indications, where appropriate, accompanied by
the relevant regulatory references or evidence from supervisory analyses that justify the
choices made by IVASS.

With a view to ensuring transparency, the document also discloses the methodologies
adopted by IVASS in its supervisory analyses and checks on certain aspects of particular
importance.

2. Regulatory framework and underlying principles

The rules on product oversight and governance requirements applicable to insurance
undertakings derive from directly applicable European sources and from the revised national
legislation following the transposition of the Insurance Distribution Directive (hereinafter,
IDD)? which, in Article 25, had introduced product governance obligations® on manufacturers
and distributors manufacturing insurance products.

Over the years, the POG provisions in the IDD have been supplemented by European and
national provisions. More specifically:

at European level:

e by the Commission Delegated Regulation (EU) 2017/2358 of 21 September 2017
(hereinafter POG Delegated Regulation), which specifically regulated: (i) the product
approval process of insurance product manufacturers, with particular regard to the
identification of the target market, product testing, product monitoring and review, and the
ensuing relationship with distribution channels; (ii) the product distribution arrangements
and the information that the distributor is required to provide to the insurance product
manufacturer,;

e by some EIOPA documents, better described below, aimed at supporting undertakings
and distributors in the implementation of their POG policies, so that they can better
interact with the Supervisors?;

at national level:

2 Directive (EU) 2016/97 of the European Parliament and of the Council of 20 January 2016 on insurance distribution,
transposed into the Italian law by legislative decree no. 68 of 21 May 2018, which has amended the CAP.

3 Borrowing from EU Directive No. 65/2014 (so-called MIFID Il Directive). In particular, Article 25 of the IDD introduced
consumer protection safeguards from the time of product design and launch to ensure that the interests of the target
market are adequately taken into account. The safeguards extend throughout the whole life of the product, providing for
its monitoring over time to ensure that it continues to meet the interests of the type of customers for whom it was realised.

4 EIOPA’s approach to the supervision of product oversight and governance of 8 October 2020
(https://www.eiopa.europa.eu/content/eiopa-approach-supervision-product-oversight-and-
governance_en?source=search); EIOPA Supervisory Statement on assessment of value for money of unit-linked
insurance products under product oversight and governance of 30 November 2021
(https://www.eiopa.europa.eu/document-library/supervisory-statement/supervisory-statement-assessment-of-value-
money-of-unit_en?source=search); EIOPA Methodology to assess value for money in the unit-linked market of 31
October 2022 (https://www.eiopa.europa.eu/document-library/methodology/methodology-assess-value-money-unit-
linked-market_en?source=search).
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e by the provisions of article 30-decies of the Code of Private Insurance (hereafter, CAP)
introduced by Legislative Decree No. 68 of 2018 implementing the IDD, which, in
particular, requires insurance undertakings and intermediaries which manufacture
insurance products to: (i) define and implement a process for the approval of each
insurance product and for each significant change to an existing insurance product,
before it is marketed or distributed to customers; (ii) identify a target market for each
product, where the definition of target market includes the categories of customers for
whom the product is intended (the so-called positive target market); (iii) identify, for each
product, the categories of customers to whom the product may not be distributed (the so-
called negative target market); (iv) take any reasonable step to ensure that the insurance
product is distributed to the identified target market; (v) make available to insurance
distributors all appropriate information on the insurance product and the product approval
process, including the identified target market;

e by the letter to the market of 4 September 2017 concerning the POG requirements that
insurance undertakings and insurance distributors must fulfil;

e by IVASS Regulation No. 45 of 4 August 2020, which implemented Articles 30-decies
(7)°, and 121-bis(2) of the CAP. In particular, Regulation 45/2020 sets out: (i) the approval
process and distribution activities for insurance products and (ii) the product approval and
distribution processes for insurance-based investment products (hereinafter IBIPS).

e by IVASS Regulation No. 38 of 3 July 2018 on the corporate governance system, which
sets out the duties and responsibilities of the corporate bodies involved in the POG
process.

3. Regulatory impact analysis

The document containing the expectations on insurance product oversight and governance
stems from the need to ensure convergence in the application practices of the provisions
arising from the relevant national and European regulatory framework.

The draft letter to the market was first subject to the public consultation, since this is an act
having an interpretative or applicative purpose that may have a significant impact on the
activity and organisation of the addressees (Article 2(1)(a)(6) of IVASS Regulation No.
54/2023).

This document takes into account some comments received at that stage in order to clarify
and, where necessary, revise the content of the expectations.

4. Purpose of the expectations

As part of its supervisory activity on the market conduct of insurance undertakings, IVASS
carried out a series of checks on the implementation of POG regulations through requests
for documentation, meetings and on-site inspections.

Although there has been some progress in the alignment of corporate product approval
processes and related internal control systems with the above-mentioned Community and
national provisions, serious shortcomings remain, for which we believe it necessary to urge
undertakings to promptly adopt proper implementation strategies of the relevant regulations,
particularly with regard to:

5 Article 30-decies (7): “IVASS shall, after hearing Consob, adopt the provisions implementing this article so as to ensure
uniformity in the regulations applicable to the sale of insurance-based investment products regardless of the distribution
channel and overall consistency and effectiveness of the system of supervision over insurance-based investment
products, pursuant to and in accordance with the provisions of article 5 (1) b), no. 1, of law no. 163 of 25 October 2017.”.
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e the governance systems of the POG process, both with regard to the bodies and
functions involved, and to the formalisation of appropriate policies and guidelines. The
following were in fact found: (i) situations where there is a lack of effective involvement of
the administrative body and of an autonomous and effective contribution of the so-called
key functions®; (ii) gaps or ambiguities in the formalisation of roles and responsibilities;
(iif) guidelines that are not adequately detailed and do not cover all stages of the POG
process; (iv) insufficiently customer-oriented processes; (v) lack of appropriate analysis
methodologies and thresholds for determining and evaluating product testing results;

e the identification of the target market (TM), which, especially for insurance-based
investment products with multiple investment options, turned out to be too broad and
generic (insufficient level of detail) and unable to counter the risk of mis-selling;

e analyses to determine and measure the value of the product for the customer (Value
for Money, VfM), which were often deficient in considering the customer’s point of view,
either because they were based on a comparison with similar products of competing
undertakings without any determination of the value of the product per se, or because
they included assessments aimed at verifying the sustainability of the product and its
profitability only from the undertaking’s side.

Similar to the initiatives already taken by other insurance supervisory authorities in the
European Union, it is considered useful to make insurance undertakings aware of IVASS’s
expectations regarding POG, not only to help overcome the shortcomings encountered, but
also for the benefit of the undertakings themselves, by offering guidance to facilitate the
application of the regulations.

In fact, the expectations below identify the application practices that IVASS believes give
adequate implementation to: (i) POG (Article 25 of the IDD) and remuneration of the
distribution activity and conflicts of interest (Articles 17(3), 27, 28 and 29(2) of the IDD); (ii)
the directly applicable Delegated Acts on POG and IBIPs distribution (POG Delegated
Regulation and Delegated Regulation (EU) 2017/2359); (iii) national implementing
legislation, including regulations adopted by IVASS (Regulations Nos. 40/2018 and
45/2020); (iv) the guidance provided by EIOPA on POG and the determination of the product
Value for Money’.

In line with the Supervisory Statement on assessment of Value for Money of unit-linked
insurance products under product oversight and governance, published by EIOPA on 30
November 2021, and given the peculiarities of the Italian market, IVASS’s expectations are
at this stage focused on the POG process and, in particular, on the assessment of the Value
for Money arising from the product testing phase for IBIPs, thus including also class | with
profit policies®.

6 Risk management function, Compliance function, Actuarial function, Internal audit function.

7 Article 25 of Directive (EU) 2016/97— IDD; Delegated Regulation (EU) No. 2017/2358; Article 30-decies of legislative
decree No. 209 of 7 September 2005 — CAP; IVASS Regulations Nos. 38/2018 and 45/2020; EIOPA’s approach to the
supervision of product oversight and governance of 8 October 2020 (https://www.eiopa.europa.eu/content/eiopa-
approach-supervision-product-oversight-and-governance_en?source=search); EIOPA Supervisory Statement on
assessment of value for money of unit-linked insurance products under product oversight and governance of 30
November 2021 (https://www.eiopa.europa.eu/document-library/supervisory-statement/supervisory-statement-
assessment-of-value-money-of-unit_en?source=search); EIOPA Methodology to assess value for money in the unit-
linked market of 31 October 2022 (https://www.eiopa.europa.eu/document-library/methodology/methodology-assess-
value-money-unit-linked-market_en?source=search).

8 In addition to the consideration of the specific characteristics of the Italian market, the extension to with profit policies
also meets the criteria of homogeneity with the treatment applied to the with profit component of hybrid policies.
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Criteria inspired by the same principles and purposes of customer protection should guide
the correct application of POG rules applicable to non-IBIPs life products and non-life
business.

In assessing the Value for Money of IBIPs, IVASS’s expectations were defined on the basis
of the harmonised methodology developed by the European supervisory community and
published by EIOPA on 31 October 2022.

The following expectations are intended to provide general indications as to how to comply
with the POG discipline. They are not binding, but undertakings that use methods other than
those indicated will have to evaluate carefully the consistency of the solutions adopted,
including with respect to the present expectations.

In continuity with its supervisory action and as part of its supervisory analyses, IVASS will
assess the level of compliance with its expectations in order to ensure the progressive and
gradual alignment of business practices.

5. Scope

Expectations are addressed to insurance undertakings with head office in Italy, to the Italian
branches of undertakings whose head office is located in non-EU states and to the de facto
manufacturers, where compatible.

In order to promote equal protection for Italian customers, as part of the cooperation and
coordination relationships promoted by EIOPA for POG supervision in a cross border
context, IVASS will bring to the Home supervisor’s attention the expectations in relation to
products marketed in Italy by entities having their head office in the European Economic
Area and pursuing business in Italy under the right of establishment or the freedom to
provide services. On account of the fact that the expectations are aimed at strengthening
the POG process and after considering the comments made during the public consultation,
it should be noted that, in line with the scope defined in IVASS Regulation No. 45/2020, the
governance profiles of the POG process of undertakings with head office in another EEA
state are subject to the regulatory framework of the Home Authority.

In line with the primary European and national regulatory framework and with the
implementing regulations issued by IVASS, the expectations contain specific and detailed
indications for insurance-based investment products, with particular regard to those
concerning the criteria governing the identification of the target market and the analyses for
determining and measuring the value of the product for the customer (Value for Money).
These expectations take adequate account of the guidance contained in the documents
published by EIOPA and represent immediate guidelines for life undertakings manufacturing
and distributing IBIPs.

It is understood that the same customer protection principles and objectives that govern
guidance on IBIPs should guide undertakings in the correct application of POG rules, to the
extent applicable, also with respect to non- IBIPs life and non-life products.

The expectations are intended to ensure maximum protection of customers; in accordance
with the proportionality principle their implementation is left to the individual undertaking,
which must take into account the operational and organisational structure, the scale of the
risks associated with the business actually carried out, the level of complexity of each
insurance product and the related target market. IVASS’s supervisory activity will also be
calibrated according to the same principle.

6. IVASS’s supervisory activity
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Pursuant to Article 9-bis(1)(b) of the CAP on the transparency of the Supervisory Authority,
it should be noted that IVASS, in its supervisory processes on POG, will adopt the indications
set out in this document.

With reference to the different methodologies identified by the harmonised EIOPA
methodology, IVASS favours the use of:

e “tool 1 ’(Approach based on PRIIPs KID data) for Layer | — market wide assessment, with
particular emphasis on KID%data on RIY19 and expected performance;

e “tool 1”7 (Product Profitability testing) for Layer Il — enhanced supervision, making use of
the indicators set out in Section 11.1 and based on an examination of the policy conditions
and the adoption of yield assumptions.

Based on the experience gained when using these "tools", IVASS may make adjustments
as necessary, which will be disclosed in any case.

*kk

This note should be brought to the attention of the administrative body, the senior
management and the bodies with control functions.

This is without prejudice to the obligation of the administrative body to arrange for a thorough
and exhaustive analysis with reference to these expectations, to critically assess the results,
to identify the most appropriate solutions to remove any shortcomings, while ensuring their
consistency with what is better detailed below.

IVASS will consider, where appropriate, whether to acquire the relevant resolutions of the
administrative body.

Best regards.
On behalf of the Joint Directorate
The Governor of the Bank of Italy

9 Key information document.
10 Reduction In Yield.
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ANNEX
1. Supervisory expectations

Below is a list of 15 supervisory expectations, which include specific indications on the
various profiles mentioned, some concrete examples, as well as explanatory paragraphs
with regulatory references or evidence that came to light during the course of the supervisory
activity. They concern: (i) the systems of governance of the POG process (with regard to the
bodies and key functions involved and the formalisation of appropriate policies and
guidelines); (ii) the criteria governing the identification of the target market; (iii) the analyses
for determining and measuring the value of the product for the customer (Value for Money).

The definitions used essentially refer to those contained in primary and secondary European
and national regulations and the EIOPA documents referred to.

1.1. POG governance systems

Article 4 of POG Delegated Regulation requires manufacturers to maintain, operate and
review the product approval process through measures and procedures for designing,
monitoring, reviewing and distributing insurance products, as well as for corrective action for
insurance products that are detrimental to customers.

Among the duties of the administrative body, Article 5(2)(e) of IVASS Regulation No.
38/2018 identifies that of determining the system of risk objectives, defining the
undertaking’s risk appetite, identifying the types of risk it considers taking on (and, if
necessary, those that cannot be taken on), consistently setting the relevant risk tolerance
limits, which it reviews at least once a year in order to ensure their effectiveness over time.

Pursuant to Article 5 of IVASS Regulation No. 45/2020, the administrative body of insurance
undertakings is ultimately responsible for compliance with the rules on the approval process
for insurance products. To this end, at least once a year it approves and updates the product
oversight and governance policy for the insurance products referred to in Article 4 of POG
Delegated Regulation; when updating the policy, it also makes use of a report from the
competent corporate functions that gives an account of the state of implementation of the
policy and of the problems that have arisen during its application.

1. IVASS expects:

a. the POG process, inits capacity as business process that applies straight from
the product design phase, to be an integral part of the corporate governance
system and risk management and control system, and to be adequately
considered in the organisational structure of the undertaking, as well as in the
allocation of tasks and responsibilities to operational structures and key
functions;

b. the administrative body to have adequate knowledge of the POG regulations in
order to define strategic guidelines of the corporate governance system and to
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verify how these strategic guidelines have been implemented in the
undertaking.

2. IVASS expects the insurance product oversight and governance policy
(provided for under Article 4 of POG Delegated Regulation, approved by the
administrative body and the content of which is set out in Annex 1 of IVASS
Regulation No. 45/2020) to include clear guidelines on the granular
identification of the target market, as well as on the performance of product
testing. IVASS further expects this policy to define operational limits and
guantitative thresholds, verifiable ex post, for the objectives set out in Article
8 of IVASS Regulation No. 45/2020 on the product value for money for the
customer and, in particular, the provision of paragraph 2 letter a) concerning
the checks to ensure that the costs and charges do not compromise the return
expectations of the insurance-based investment product.

2.1. In relation to the definition of the target market and product testing referred to in
Articles 6 and 8 of IVASS Regulation No. 45/2020, IVASS expects the product
oversight and governance policy to provide clear and precise guidelines, which
identify the variables to be taken into account, the main indicators to be assessed,
and also to provide - in relation to the former - for quantitative thresholds, verifiable a
posteriori; this is with particular regard to the requirements of compatibility of costs
and charges with the needs, characteristics and objectives of the target market and
the appropriate value for money of the product for the customer These guidelines
should be stated either in the policy itself or in a document annexed thereto.

2.2. As already explained in Annex 1 to IVASS Regulation No. 45/2020 on the content of
the POG policy, IVASS expects the level of detail of these guidelines to be
appropriate to the nature, scale and complexity of the business activity and to be
proportionate to the complexity of the products manufactured by the undertaking.

Among the principles underpinning current legislation on corporate governance,
organisational structures and risk management process, the clear distinction of roles and
responsibilities and the appropriate balance of powers play a central role.

Pursuant to Article 7(2) of IVASS Regulation No. 38/2018, the senior management defines,
in detail, the organisational structure of the undertaking, the tasks and responsibilities of the
basic operational units, and the decision-making processes in line with the directives issued
by the administrative body; within this sphere it implements the appropriate separation of
tasks between individuals and between functions, so as to ensure adequate dialogue and
avoid, as far as is possible, the occurrence of conflicts of interest.

3. As part of the product approval process, IVASS expects the second-level key
functions, in accordance with their tasks, therefore with the exclusion of the
internal audit function, to assess the activities carried out by the operational
units within the POG process by means of a complete and autonomous
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verification. For the approval of new products, a special committee must be set
up in which the above-mentioned functions participate.

3.1. IVASS expects the second-level key functions to be assigned the role of assessing
the product testing activities carried out by the operational units. This should be done
by means of a complete and autonomous verification, which should also include the
assessment of the quality and consistency of the data used in the product testing
phase and the determination of the Value for Money for the identified target market,
as well as for the assessment of the sustainability and profitability of the product from
the undertaking'’s side.

4. In the definition of the corporate Risk Assessment Framework, and within the
framework of the risk management system, IVASS expects the administrative
body to give adequate consideration to the market conduct risk profiles
associated with POG, including through the identification of the undertaking’s
risk objectives and any tolerance thresholds, without prejudice to the need to
minimise compliance risk.

4.1. In its connotations of operational (quantifiable), compliance and reputational (non-
quantifiable) risk, conduct risk constitutes a type of risk that is coessential to the
insurance business. Also in light of the provisions of Article 19 of IVASS Regulation
No. 38/2018, IVASS expects this risk to be integrated into the corporate risk
management system and, consequently, into the corporate risk assessment
framework, with the consequent definition of the risk appetite itself. As is well known,
by their nature compliance and reputational risks do not lend themselves to being
adequately monitored by specific capital buffers. IVASS therefore expects the risk
assessment framework to specify in detail the measures, present in the undertaking’s
internal control system, aimed at ensuring the appropriate mitigation of these risks,
as they are associated with the POG process. In particular, as regards the compliance
risk, IVASS expects these measures to be suitable for minimising it.

1.2. Identification of the target market

5. IVASS expects the target market to be identified with an adequate level of
granularity, both with reference to the variables provided for in Article 5 of the
POG Delegated Regulation and with reference to other elements considered
relevant in the assessment.

5.1. The identification of the target market is a crucial step in the definition of products that
are compatible with the characteristics, needs and objectives of the customers for
whom they are designed (positive target market) or to whom they cannot be sold
because they are incompatible (negative target market). The greater level of detail in
the characteristics to be considered for IBIPs is also underlined by the specific
requirements set forth in Article 6(2 and 3) of IVASS Regulation No. 45/2020.
Products with multiple investment options (Multi Option Products, hereafter MOPS)
present a higher level of complexity and consumer choice. For such products, the
identification of extremely broad target markets increases the risks of misselling
related both to understanding the product and to its compliance with the
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characteristics, needs, objectives and risk profile of the potential customer; moreover,
in these cases, a target market of limited granularity necessarily requires more advice
both in the sale and follow-up phases, with possible consequences in terms of
increased costs for customers!. In fact, the assessment of the level of advice
required to sell the product cannot depend on an insufficient level of detail of the
target market, but must be justified by the characteristics, needs and objectives of the
potential customers, also taking into account the risk profile, complexity and nature
of the product. More specifically:

a. with regard to the “age” variable, it is expected that sufficiently detailed age
classes will be identified, which take into consideration the
investment/protection needs related to the different life stages of the potential
customer;

b. with regard to the variable “objectives” of the customer, it is expected that the
differentiation will not be limited to the mere distinction between “investment”
and “savings” objectives, but also include a graduation defined on the basis of
expected results. For example, (i) capital preservation, (ii) capital preservation
and growth; (iii) growth; each target will be associated with an expected
performance range in line with the relevant risk profile in order to assess whether
or not it is consistent with that of the product; (iv) protection against biometric
risk. Differentiation should also take into account other possible objectives, such
as obtaining an annuity;

c. the different variables subject to the product testing (e.g. ability to bear losses,
risk appetite, time horizon) are expected to be evaluated in relation to the
specific product (so-called “product approach” as required by the IDD for the
insurance sector) and not only with the logic of the customer’s overall
investment portfolio (MIFID-derived “portfolio approach”);

d. the degree of granularity of the target market is expected to take into account
the complexity of the product, in accordance with the link explicitly established
by Article 5.1 of POG Delegated Regulation and as suggested by recital 6 of the
same Regulation, according to which, for more complex products or less
common products, the target market should be identified with more detail taking
into account the highest risk of consumer detriment associated with such
products.

IVASS expects that the undertaking identifies a sufficiently graded complexity
scale on which to place IBIPs and that the placement of the product on the scale
takes into account its characteristics and comprehensibility to the customer.

6.1.

IVASS expects the undertaking to identify and formalise its own notion of the
complexity of the IBIP, bearing in mind that this concept relates to aspects linked not
only to comprehensibility for the customer, but also to the structure and functioning
of the product, its characteristics, the underlying assets, and the link between the
assets and the value of the benefits.

11 For instance, by increasing the explicit or implicit loadings on the premium.
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6.2. IVASS expects the complexity scale to be sufficiently graduated (e.g.
minimum/low/medium/high) and not to result in a simple binary formulation of
complex/non-complex product adopted pursuant to Article 16 of Delegated
Regulation (EU) 2017/2359 for the identification of products for which IVASS
regulations do or do not require mandatory advice (pursuant to Article 68-duodecies
of IVASS Regulation No. 40/2018).

In the context of IVASS’s supervisory activity, it has been observed that there are numerous
MOPs on the Italian market (which provide both schemes with a free choice by the customer
of the investment option in individual funds and schemes identified on the basis of
predetermined percentages/combinations?? of investment allocation) characterised by an
extremely large number of options, in some cases several hundred. Due to their large
number, these products are often characterised by an extremely general and broad target
market, and a more precise identification of this market is usually left to the distributor.

7. In the case of products with multiple investment options (MOPs), IVASS
expects the number of options to be critically assessed and the definition of
the target market to be carried out for predefined combinations of options that
reflect the segmentation of the target market.

7.1. With reference to these products, including in light of the provisions of paragraph 3.11
of the EIOPA Statement!3, the IVASS expects:

a. the number of investment options to be consistent with the undertaking’s ability
to ensure adequate analysis and monitoring of the main combinations of
options;

b. the number and quality of the proposed investment options to be carefully
evaluated in light of the level of knowledge and experience of the target market
for which the options are intended. The different options should be differentiated
by their responsiveness to the needs, characteristics and objectives of specific
and uniquely identified target markets. A large number of similar options
responding to the same target market could increase the complexity of the
product without providing any real benefits for the customer;

c. the target market to be defined, where appropriate, at least with reference to
each of the most significant standard combinations of investment options, so as
to ensure adequate granularity. In particular, with reference to MOPs that
provide for a wide range of underlying options with different levels of risk, the
identification of predetermined “risk profiles” (and, therefore, of specific target
markets associated with predefined combinations of options) helps reduce both

12 For example, investment assumptions according to predefined percentages in specific funds or in separately managed
accounts and funds.

13 “A multitude of options in terms of underlying funds, levels of capital guarantees, and insurance features bring more
choice for customers. This, however, increases the complexity of a product and thereby raises the level of advice required
as well as the time and literacy required by the customer to make a well-informed decision. Therefore, it is important that
differing options adequately reflect different needs, objectives and characteristics of customers belonging to the target
market and that these aspects are also taken into account in defining a sufficiently adequate distribution strategy which
aims at mitigating possible risks for customers.”
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the complexity of the product and the risk of an incorrect sales process to the
detriment of the customer.

1.3 Product testing and measuring the value of the product for the customer (Value

for Money)

IVASS expects the product testing activities conducted as part of the POG
process (aimed at assessing the generation of adequate value for money and
thus the compatibility of costs and charges with the needs, objectives and
characteristics of the target market) to be carried out in a manner distinct from
- but consistent with - the undertaking-side sustainability and profitability
analyses.

8.1.

8.2.

In the process of designing and approving a product, both profitability/sustainability
analyses for the undertaking and product testing activities from the customer’s point
of view should be carried out, in accordance with POG regulations. However, the two
types of activities respond to different and potentially conflicting objectives: the first
aims to verify the consistency of the product with the undertaking’s profitability
targets, including risk-adjusted targets; the second is aimed to assess, inter alia, that
the amount of costs and charges is compatible with the needs, objectives and
characteristics of the target market, and is such as to allow adequate value for the
customer.

As part of the product approval process, IVASS expects the product testing activities
carried out within the POG framework to be separate from, but conducted
simultaneously and consistent with, the sustainability and profitability analyses of the
product from the undertaking’s side, avoiding in particular that the former becomes
subordinate to the latter.

IVASS expects the product testing activity to be:

defined and developed in a manner consistent with the granularity of the target
market and based on realistic data, as closely in line with the undertaking’s
portfolio as possible;

formally defined in detail and provide for metrics and thresholds which, if not
met, are followed up by appropriate corrective action (escalation, modification
or non-approval of the product);

executed in a traceable manner.

9.1

With regard to the aforementioned expectations, it should be noted that the
supervisory activities carried out by IVASS both on- and off-site consist of checks on
various aspects of product testing activities. In particular, IVASS verifies that they:

a. are carried out by grouping potential customers into sufficiently granular
clusters, consistent with the variables identifying the target market assessed as
relevant (e.g. in terms of age, amount of premiums, any supplementary
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insurance coverage selected, investment time horizon, financial knowledge,
etc.);

b. are based on realistic information and data, consistent with those of its own
portfolio/experience  on  similar  products (characteristics of the
policyholder/insured, riskiness and objectives of the selected investment
options, investment horizons chosen, surrender frequencies, use of
supplementary insurance coverage, and so forth). The use of market data
should be limited to cases where an adequate internal and/or group information
base is not available;

c. In line with the provisions of Expectation No. 2, paragraph 2.1, follow a clear

methodology, described in the policy or in a document annexed thereto, which
is made available to the stakeholders involved in the POG process for its
implementation and related controls.
The methodology identifies criteria, measurement and judgement metrics for
each analysis and, where relevant, weights to be assigned to the drivers of the
analyses. In addition, it identifies thresholds in the analysis that result in actions
or decisions that are relevant for the process, including the decision not to
market a product with an inadequate value for the customer. The identification
of thresholds helps to concretise the analysis and to define possible actions or
decisions ex ante, facilitating a smooth process. Criteria, metrics, weights and
thresholds identified in the methodology are determined, justified and tested in
line with the needs, characteristics and objectives of the target market for which
the product under examination is intended,;

d. are formalised in their execution, in such a way as to ensure the preservation of
the data and information used for the evaluation, as well as the justifications
underlying the judgements made or any changes made as a result of the
outcome of the analyses;

e. where product testing activities also take into account analyses based on
comparisons with similar products on the market (peer group), IVASS’s checks
also include:

¢ the level of contribution (which we do not expected to be significant) of these
analyses to the formation of the overall judgement;

e the criteria for the creation of peer groups, which are expected to be
sufficiently articulated:;

e the activity conducted to assess the homogeneity and statistical
representativeness of the peer groups. In the case of IBIPs linked to UCITS
or internal funds'#, compliance with these criteria for the financial
component entails the inclusion in the peer group of financial products
characterized by comparable investment object and policies.

14 Class IlI or hybrid, for the non-profit component.
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10. IVASS expects the implementation of a customer-side profit test to play a
central role in product testing, which jointly considers returns, costs borne by
the customer during the developing of the product over time and, where
relevant, the impact of inflation. With regard to MOPs, IVASS also expects the
profit test to be developed by considering combinations of different investment
options (see Expectation No. 7).

10.1 IVASS expects product testing activities to focus on the customer’s perspective and
to include (with a central role) a customer-side profit test, i.e. a development of all
flows generated by the product throughout its life cycle in terms of premiums, benefits
and costs in order to measure, through appropriate indicators, the value of the product
for the customer. This measurement should lead to the determination of the product’s
performance for the customer net of costs, the expected benefit in the case of
occurrence of a biometric risk event, and the incidence of costs over the product’'s
various significant time horizons. Similarly, IVASS expects the product riskiness
component, if taken into account, to be always assessed in the customer-side profit
test analysis together with the expected profitability.

10.2 IVASS expects the customer-side profit test evaluations to be carried out on customer
profiles and data consistent with the indications in points (a) and (b) above underlying
Expectation No. 9. With particular regard to MOPs, profit test analyses are also
expected to consider combinations of investment options deemed significant for the
definition of the relevant target market. Evaluations should also include multiple
customer profiles calibrated to the variables relevant to the customer as well as
appropriate stress assumptions, including in relation to financial scenarios, in order
to verify the trend and resilience of performance and cost indicators under varying
assumptions.

11. [IVASS expects:

a. pursuantto Article 8 of IVASS Regulation No. 45/2020, the customer-side profit
test to lead to a value of the product that is adequate for the customer, i.e. in
line with the characteristics of the target market, its return expectations and
needs, in the absence of which appropriate measures should be taken,
including the non-marketing of the product;

b. the indicators used in the customer-side profit test to be in line with the
purposes assigned to the more general product testing activity by Article 8 of
IVASS Regulation No. 45/2020%,

15 “Paragraph 1: [...] manufacturers assess the costs and charges to be applied to the insurance product by examining,
inter alia, the following elements: (a) that the amount of the costs and charges is compatible with the needs, objectives and
characteristics of the target market and such as to allow adequate value for the customer; (b) that the structure of costs
and charges is adequately transparent to the target market, does not conceal costs and charges and is not too complex to
understand. Paragraph 2: with specific reference to insurance-based investment products, manufacturers also establish:
(a) that the costs and charges do not undermine the return expectations of the insurance-based investment product; (b)
whether the insurance-based investment product may pose a threat to the proper functioning or stability of financial markets
and the insurance market or to the protection of policyholders or to the integrity and orderly functioning of markets. 3.
Where relevant to the product characteristics, manufacturers conduct a scenario analysis to assess the risk of the
insurance-based investment product producing negative results for end customers and under what circumstances this may
occur. For this purpose, the insurance-based investment product is evaluated at least in the light of the following negative
circumstances: (a) a deterioration in the market environment; (b) financial difficulties of the manufacturer or third parties
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11.1 In line with the EIOPA methodology'®, IVASS expects the value of at least the
following indicators to be determined in the customer-side profit test evaluations:

a. the customer's expected internal rate of return, net of costs, under both
expected and adverse market scenarios, to assess the impact of stressed
market conditions on the performance for the customer;

b. the ratio between the surrender value and the amount of premiums paid,;

c. the expected reduction in yield expressed on an annual basis due to the effect
of all the contract costs!’ borne by the customer (RIY);

d. the ratio between the total value of the costs incurred and the premiums paid
and between the total value of the costs incurred and the benefit paid to the
customer;

e. the ratio of entry costs to the total value of the costs incurred;

f. the break-even point (i.e. the point at which the benefit accrued by the customer
equals the value of the premiums paid);

g. the minimum average yearly return on the product underlying assets required
to reach the break-even point at the RHP*® and/or over time horizons that are
relevant for the product (see Section 11.2 below);

h. the ratio between the benefit paid if the insured event occurs and the amount of
premiums paid;

I. the ratio between the premium for biometric risk coverage calculated using the
best estimate assumptions applied for determining Solvency Il technical
provisions and the premium paid by the customer for the insured biometric
benefit.

11.2 IVASS expects the valuations referred to in the preceding points, with the exception
of that under f), to be carried out not only at the RHP or at maturity, but also over
other relevant investment time horizons based on the characteristics of the target
market, such as RHP/2, as well as for products with a long maturity, at the time of the
presumed surrender assessed on the basis of its own portfolio statistics; for example,
with particular reference to long-term products (with a RHP of more than 15%° years),
there is a greater need to take into account the liquidity needs of customers that may

involved in the manufacturing and/or operation of the insurance-based investment product or the occurrence of a high

counterparty risk; (c) the non-sustainability of the insurance-based investment product from a commercial point of view”.

16 EIOPA Methodology to assess value for money in the unit-inked market of 31 October 2022

(https://www.eiopa.europa.eu/document-library/methodology/methodology-assess-value-money-unit-linked-

market _en?source=search).

17 Including entry costs, recurrent costs (such as management commissions), ancillary costs and exit costs.

18 Recommended Holding Period, i.e. the average recommended holding period for the insurance product.

19 The average recommended holding period for IBIPs marketed in Italy is 8.6 years. Products with a RHP longer than 10
years account for less than 15% of the products on the market. IVASS SOURCE: Statistical Bulletin Year IX - No. 12-
December 2022.

1854

34979/24

Pag.
15/20


https://www.eiopa.europa.eu/document-library/methodology/methodology-assess-value-money-unit-linked-market_en?source=search
https://www.eiopa.europa.eu/document-library/methodology/methodology-assess-value-money-unit-linked-market_en?source=search

IVASS%%

ISTITUTO PER LA VIGILANZA
SULLE ASSICURAZIONI

11.3

11.4

115

11.6

change over time. Therefore, the expected permanence in the contract based on
one’s own portfolio statistics should be considered in the evaluations.

In addition to the indicators mentioned in Section 11.1, IVASS expects the incidence
of surrender penalties on the surrender value to be measured in line with the EIOPA
methodology.

With particular reference to the indicator mentioned in the previous point, it would be
useful to measure it not only at the annual period preceding the RHP as provided for
by the EIOPA methodology, but also at RHP/2 and, for long-term products, at the
time of the presumed surrender assessed on the basis of the statistics of one’s own
portfolio. This provision, as pointed out in Section 11.2, makes it possible to take into
account the different needs of customers, which may vary over a long period of time.

IVASS also generally expects the RHP to be set in relation to maximising the
product’'s return prospects for the customer and not on the basis of other
considerations such as, for example, the termination of any surrender penalties; in
other words, it should not coincide merely with the moment when a possible
termination by surrender would no longer incur penalties.

In line with point 9.1, c. underlying Expectation No. 9, for the indicators referred to in
Section 11.1, IVASS expects significant thresholds to be identified and formalised
leading to actions/decisions that are relevant for the process, including the decision
not to market a product with no or very little value for the customer. With special
regard to the thresholds and criteria for assessing the results of the customer-side
profit test, IVASS expects:

a. the analyses to be aimed not only at verifying that cost recovery occurs within a
certain time horizon, but also that a positive result in line with the product’s risk
profile is achieved;

b. a balanced allocation between the undertaking and the customer of the return
generated by the product (i.e. between the net return recognised to the
customer, on the one hand, and the costs and charges of the product, on the
other hand), such that the return expectations of the insurance-based
investment product, consistent with its risk profile, are not compromised. For
example, a product whose expected gross return at the RHP is 6% and the net
return recognised to the customer is 2% does not, in principle, ensure
compliance with the regulatory requirement. In any case, IVASS expects the
POG policy to contain the methodological indications aimed at fully defining the
logic through which the undertaking determines the sustainability (on the
customer side) of a product in relation to the cost structure, appropriately
distinguishing between volatility products and benchmark products;

c. especially for long-term products, and always taking into account the
expectations of the identified target market, the return to be analysed also in
real terms, taking account of the effects of inflation;
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d. an assessment to be carried out of whether the charges applied to the fair
premium covering the biometric risk are congruent with the insurance coverage
offered,;

e. cost recovery for the customer to take place within a reasonable time, and in
any case taking into account the characteristics of the target market; therefore,
the break-even point should be assessed by taking into account the expected
permanence in the contract based on one’s own portfolio statistics. If, for
example, customer-side profit test evaluations show that the break-even point
is expected to be achieved at year 10, and portfolio experience data, on the
other hand, indicate an average permanence in the contract of 6 years, this
would imply that most customers would not even recover the premiums paid at
the time of probable surrender;

f. the insurance features of the product to be taken into account in their various
components and considered in relation to the needs of the target market: as an
example, the recognition of a loyalty bonus in the last years of a contract with a
very long duration (e.g. 15/20 years) would not be of real value to the customer
if experience data on the average permanence in the contract indicates that
most customers surrender the policy after 8/10 years;

g. the level of entry costs, generally applied at underwriting or in the first few years
after underwriting (with a consequent reduction in the premiums invested and a
significant impact on the profitability of the product) to be not very high as this
would require a long permanence in the contract in order to achieve minimum
profitability targets, to the detriment of the customer. IVASS also expects the
test to include an assessment of the impact that a possible practice of collecting
commission in advance in favour of the distributor may have on the customer.

12.

IVASS expects the product testing activity to include a qualitative component
of limited weight, in which:

only the elements that meet the needs of the target market are taken into
account;

the technical characteristics of the product already considered in the
guantitative analysis are not considered again, thereby avoiding a double
valuation of the same characteristic.

12.1.

12.2.

In the product testing activity, IVASS expects that the qualitative tests do not to
consist of mere checklists designed to verify formal compliance with the process
steps, but of analyses and evaluations in which the judgement assigned to each test,
as well as the overall judgement, are adequately justified and expressed on the basis
of the criteria and procedures for assigning the judgement formalised according to
the criteria in point 9.1. c. underlying Expectation No. 9.

IVASS expects only elements linked to product features/mechanisms (such as digital
services, sustainability - Environmental, Social and Governance, ESG - features of
the product, voluntary switch options) to be included in the qualitative assessment,
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12.3.

12.4.

and not also general elements unrelated to them, such as those concerning, for
example, the level of consumer confidence in the brand or the solvency of the issuing
insurance undertaking.

IVASS expects the selected characteristics to correspond to the needs of the
customers belonging to the target market and, therefore, their presence and weight
to be considered in relation to the different customer profiles. For example, it would
not be in line with the expectations of IVASS to consider a mere counter of the number
of elements taken into account, which could also include aspects not of interest to the
customer belonging to that market, as in the case of:

a. the presence of scheduled surrenders, automatic switches from separately
managed accounts to unit funds and vice versa for hybrid contracts, especially
in relation to a target market with little awareness of the flexibility associated
with this type of options;

b. the possibility to activate voluntary switches, which may have added value for
target customers with medium to high levels of financial investment knowledge
and experience, but may not represent similar value for target customers with
low financial knowledge and experience, who are probably less likely to activate
it;

c. the presence of digitisation services or ESG features of the product in relation

to a target market not interested in these aspects.

The level of the advice service provided by the distributor may be included in the
qualitative assessment. In this case, IVASS will verify that, in the product testing
exercise:

a. this cost component is precisely identified and quantified,;

b. the criteria on which the judgement on the appropriateness of the value
assigned to this qualitative component will be based are defined ex ante in the

policy;

c. with reference to each product, the value assigned to this component is duly
documented and justified.

13.

IVASS expects:

the product testing activity to be concluded with a final judgement determined
by an evaluation system that appropriately integrates the results of the various
analyses carried out;

qguantitative analyses to have a prominent weight in the final judgement,
including with the application of blocking thresholds on the most significant
variables.

1854

34979/24

Pag.
18/20



IVASS%%

ISTITUTO PER LA VIGILANZA
SULLE ASSICURAZIONI

13.1. IVASS expects the various analyses conducted to be coherently integrated into a

single evaluation system leading to a final result that expresses the judgement on the
value of the product for the customer. In this way, the presence of several types of
analysis/drivers focusing on different aspects of the product or different customer
needs finds the necessary final synthesis on the effective correspondence of the
product, in its uniqueness, to the needs, characteristics and objectives of the target
market. To this end, the different stages of the process leading to the determination
of the final judgement on the product must be defined and formalised (methods of
aggregating the results of the different analyses/drivers, weights attributed, possible
priority/blocking relevance of certain analyses, possibility of derogation and
escalation process).

1.4 Monitoring, review and revision of insurance products

14.

IVASS expects the monitoring and review activities of the product to be carried
out with a methodology consistent with that used in the product testing phase
in order to verify that the product still meets the needs, characteristics and
objectives of the target market for which it was designed, taking into account
the experience gained on the product with respect to pre-market
evaluations.IVASS expects the monitoring and review of IBIPs carried out pursuant
to Article 9 of IVASS Regulation No. 45/2020:

a. to be implemented at least once a year and, where appropriate, upon the
occurrence of an event relevant to the product or the target market, as defined
in the POG policy;

b.  to be conducted out according to a methodology consistent with that used in the
product testing phase, with the aim of verifying whether the same tests carried
out during the launch phase continue to indicate that the product still meets the
needs and objectives of the target market for which it was designed and gives
adequate value for money. The assessment should also be carried out for
products that are no longer marketed for at least a period corresponding to the
RHP of the product. In particular, in the case of MOPs, the performance of the
underlying assets, costs, risk indicator and RHP should be tested for each
investment option;

c. to be conducted on the basis of the granularity of the identified target market
and, for MOPs, also on the basis of the different combinations of investment
options;

d. to be based on realistic data consistent with the actual characteristics of its
portfolio, also taking into account, where not already provided for in the product
testing phase, information and data on quantities relevant to the life of the
contract, including actual surrenders in the various years from the conclusion of
the contract, terminations, non-completion of the contracts, lapse rate of
recurring premiums, additional premium payments, selected investment
options, complaints, and, of course, reports received from distributors. For these
indicators, too, IVASS expects criteria and metrics to be identified and
formalised, as well as thresholds that trigger actions and decisions relevant to
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14.2.

the process, including the decision to change the product characteristics and to
suspend or cease its marketing to all or part of the target market.

e. to be carried out for all products for which there has been a significant

adaptation, regardless of the date on which they began to be marketed; to this
end, the undertaking shall identify a definition of "significant adaptation” that
takes into account the characteristics of both the product and its target market.

In the event that significant action is taken as a result of the product monitoring
activities, including, for example, the termination of the marketing, IVASS expects the
undertaking to consider taking measures to protect policyholders who have already
subscribed to the product and suffered a detriment.

15.

IVASS expects that IBIPs marketed prior to 1 October 2018, in case they have
not undergone significant adaptations, as well as products that have not been
marketed for a number of years exceeding the RHP will however be subject to
appropriate revision according to proportionality criteria. This is to verify that
the product continues to meet the customers’ needs.

15.1.

15.2.

IVASS expects that IBIPs marketed prior to 1 October 2018, even though there has
not been a significant adaptation since that date, will be subject to appropriate review
in accordance with proportionality criteria. This is to ensure that the product continues
to meet the needs and objectives of the target market for which it was designed, as
well as to give adequate value for money.

The review referred to above should also be carried out with reference to products no
longer marketed for a number of years longer than the relevant RHP.
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