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Distinguished Authorities, Ladies and Gentlemen,

Speaking on this occasion last year, | recalled the effects that the
inflationary flare-up, and the monetary tightening necessary to counter it, had
had on the insurance industry: the higher cost of claims, unrealised capital
losses in the securities portfolio, and increasing surrenders of life insurance
policies, with significant impacts on liquidity risk management. In a single case,
owing to exceptionally inadequate governance, we experienced the crisis of a
life insurance company for the first time in Italy.

Inflation has declined rapidly and the monetary policy stance has
become less restrictive. After nine months in which the European Central Bank’s
interest rates had remained unchanged, the ECB’s Governing Council decided
on a reduction of 25 basis points at the beginning of June, and confirmed
that the Central Bank will follow a data-driven approach for future decisions.
As the Governor of the Bank of Italy recently stated, if the data turn out to be
consistent with current forecasts in the coming months, a further loosening of
monetary conditions is on the horizon.

The overall picture is now calm for the insurance sector. Companies’
capital base has consolidated, and profitability and liquidity have improved. The
crisis of Eurovita was resolved through the intervention of a pool of insurance
companies and banks.

However, this is not the time to let our guard down. The experience
of the last few years has drawn everyone’s attention to the need to adopt
cautious, forward-looking strategies in a rigorous way; to reflect on the
robustness of current business models, on what corrections need to be made
and on what new perspectives can be opened up; and to maintain strong
safeguards to protect stability even in the face of rare, high-impact events.
The macroeconomic situation is less tense today, yet at the international
level there is no lack of uncertainty or of possible tail risks linked to political
tensions, trade fragmentation and military conflicts. On a different but no less
important front, climate change represents a strategic challenge for insurance
companies: improving their ability to manage environmental risks in a smooth
way is essential for them to play the key role that they deserve in this area.
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As is customary, in reporting on developments during the year, | shall
first give a brief account of the economic trends.

As | stated earlier, the insurance industry has proved the soundness
of its economic and financial position. At the end of last year, the average
solvency ratio of Italian companies stood at 258 per cent, up 12 points on
the previous year, and in line with the European average; according to our
monthly surveys, it remained essentially stable in the first months of 2024.
Easier financial conditions contributed to this result; as | have noted on previous
occasions, however, movements in the solvency ratio have generally been
relatively limited in recent years, despite marked fluctuations in interest rates.
This is because the latter have an almost symmetrical effect on the assets and
liabilities of companies’ prudential balance sheets.

After the considerable reduction experienced in 2022, the financial year
results and Return on Equity (ROE), at €8 billion and 10.5 per cent respectively,
went back to values close to pre-pandemic levels. Specifically, the life sector,
which had recorded a slight loss last year, returned a significant profit this year.

The Ministry of Economy and Finance has extended to 2023 the
option granted to insurance companies whereby they can temporarily sterilise
unrealised capital losses in the portfolio of investments in non-durables in
the financial statements. It has also extended the option to decide on the
distribution of dividends taking into account the share of sterilised losses that
is deemed contractually transferable to policyholders. Exercising the former
option enabled companies to sterilise losses amounting to some €7 billion,
mostly in the life insurance sector.

The current Italian accounting regulations make it difficult to reconcile
statutory and prudential financial statements, as well as international accounting
standards. This is in our view an obvious shortcoming. At the same time, we
have repeatedly stated in the past our opinion that the repeated recourse to
temporary derogations from the current rules is not the best solution. Even
if they respond to specific situations, recurring derogations ultimately call
into question the ability of those rules to represent companies’ assets and
liabilities, financial situation and results correctly. We have thus reiterated our
preference for more systematic and considered interventions. At the end of
last year, we proposed an amendment to the relevant national legislation to the
government authorities which, if adopted, would make a prudent, transparent
and reasonably stable framework possible, pending the foreseen, broader
long-term revision, in line with international accounting standards.

In life insurance, the rise in rates in 2023 continued to favour policy
surrenders by the more yield-sensitive policyholders, attracted by the possibility
of benefiting from more profitable investment alternatives. While surrenders
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rose by 63 per cent, the premiums collected decreased by about 3 per cent.
Nonetheless, as we said before, the segment’s profitability (ROE) improved,
from being slightly negative to 12.6 per cent, partly owing to the recovery in
asset market prices.

The dynamics of early terminations varied, among other things,
according to the type of distribution channels used by each company as well
as by the value of the policies. The issue has implications for management
choices, to which | shall return on another, more technical, occasion.

Here | would just like to reiterate the point | made at the outset.
Although the liquidity protection actions put in place by companies, partly at
the formal or informal insistence of Ivass, have proved on the whole effective,
the experience of the last two years has highlighted the risks associated with
certain life business models. | spoke at length on this point last year. With
guaranteed returns and the option of surrenders with no penalty, tensions are
bound to emerge when market conditions change.

Structural corrections are therefore necessary. It is up to companies to
rethink their product offers, specifically by calibrating the contractual aspects
better: both those concerning the structure of the guarantees provided and the
liquidity features of the policies, and those concerning the economic incentives
for distributors.

For our part, we shall continue to reflect on the tools, including changes
in regulation, that can help increase the stability and efficiency of life products,
by enhancing the protection content typical of insurance. It is well to remember
that the latter justifies a favourable legal regime for life insurance investment,
a point that seems to be given increasing weight in case law.

The experience of other countries can be a reference point. In some
European countries, for example, tax benefits for insurance products are
calibrated according to the duration of the contractual commitment made, the
amount of the premium or the type of benefit. We shall promote discussions
with the industry, intermediaries and consumers, with a view to making any
relevant technical assessments available to the government and Parliament.

The sustainability of the life business model also rests on its ability to
provide products that generate adequate value for the customer; otherwise,
customers may be pushed towards other ways of investing their savings. We
have recently made our supervisory expectations known in this regard. We
remain open to dialogue with industry on this too.

In the non-life insurance sectors, direct premiums increased (6.6
per cent) for the third consecutive year, to €38 billion. The continuing growth in
coverage for risks other than obligatory third party motor liability insurance is of
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particular interest. This trend is narrowing the gap in the coverage of such risks
between ltaly and the OECD average. Since 2014, the overall share of health
insurance (accident and sickness) and property insurance (fire and natural
forces, and other damage to property) has increased from 32 to 40 per cent,
which is now close to that of the motor sector (42 per cent). Considering the
latter, over the same period, the share of obligatory coverage fell by more than
10 percentage points, to 75 per cent.

The ROE for the non-life sector decreased last year, from 9 to 8 per
cent, a figure that remains, however, more or less in line with the average for
the last decade.

The rise in the nominal cost of compensation due to inflation, as well
as the increase in weather-related losses, had a significant impact on the
claims burden. As premiums are adjusted with a lag, the loss ratio rose by
14 percentage points (from 62 to 76 per cent); the combined ratio, which also
takes management expenses into account, rose to 105 per cent gross of
reinsurance. Net of reinsurance, the combined ratio was just below 100 per
cent.

After ten years of decreases, since the second half of 2022 inflation has
been pushing up motor liability premiums. By the end of 2023, the prices of
motor liability policies had risen by 7.9 per cent, year on year. Growth continued
in the first months of 2024, though it is now slowing. The average premium
was €400 in May; still lower, albeit only slightly so, than in the year before the
pandemic. We expect the slowdown to continue in the coming months.

In a recent hearing," we provided a more complete picture of the price
development of third party motor liability policies over a medium-term horizon.
There was a significant reduction between 2014 and the first half of 2022, made
possible by increased efficiency in the sector, but also as a result of regulatory
interventions. Looking to the future, we suggested the possibility of introducing
new tools to return to a reduction in prices, by increasing competition and
incentivising the adoption of risk-mitigation behaviour by policyholders. The
case of the ‘black box’, which | have discussed here in the past, exemplifies
both aspects. Those who choose to install the black box get substantial
discounts from their company, because they are incentivised to observe traffic
regulations carefully and thus reduce the risk of accidents; however, since
data are not currently exchanged between companies, its adoption may create
lock-in effects, to the detriment of competition, because any benefits acquired

1 Inflation and motor insurance. Report given by Ivass Board Member Riccardo Cesari to the
Price Supervisor at the Ministry of Enterprises and Made in Italy - Rome, 14 February 2024;
https://www.ivass.it/media/interviste/documenti/interventi/2024/20240214 _rc_inflazione _
rcauto/RC_Inflazione e rcauto 14 2 2024.pdf.
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through prudent driving behaviour may be lost if one changes insurers. We
therefore suggested making the transfer between companies of certain key
data recorded by the black boxes systematic. Last year, the Italian Competition
Authority also intervened in the matter, proposing a similar solution. We are
considering how to make progress in this direction.

Having dealt with the economic performance of the insurance sector, |
would now like to draw attention to a few other salient facts that have affected
it over the past year, starting with a series of what we consider positive events.

On the domestic front, one piece of good news is of course the one
| mentioned at the beginning: the solution to the crisis of Eurovita. This
was achieved thanks to the cooperation between the various institutions
involved: Ivass, the Bank of ltaly, the Ministry of Economy and Finance, and
the Ministry of Enterprises and Made in Italy. The authorities, each acting in
line with their respective institutional functions and with their own tools for
intervention, promoted and accompanied a system-wide initiative by large
insurance companies and the banks involved, which made it possible to reach
a successful conclusion. Eurovita’s policyholders retained the right to benefits
for the entire capital accrued and enjoyed a continuity in contracts between
the old company and the one subsequently created, maintaining the same
contractual characteristics, options and guarantees as before. In the near
future, contracts are to be passed on to the new company’s five shareholder
companies; the benefits accrued and the characteristics of the original contracts
will also be preserved at that stage. The economic rights of policyholders were
thus protected and the non-negligible danger of repercussions for financial
stability was avoided.

The high seismic and hydrogeological risk in our country is well known,
as is the increase in physical risks linked to climate change; | have repeatedly
spoken about the need, caused by the peculiar features of this type of risk, to
find ways for the public and private sectors to cooperate for the protection of
citizens and businesses. An important step forward was taken with the 2024
Budget Law, which introduced an obligation for companies to take out insurance
against natural disasters, i.e. to cover damage to tangible fixed assets directly
caused by certain catastrophic events (earthquakes, floods and landslides).
The law is still in the process of being implemented.

The technical complexity of the project cannot be overlooked; the law
is only the first, essential step. The operational scheme to be set up must be
viable for insurance companies. Insuring against catastrophe risks can entail, if
and when rare but high-impact events occur, heavy and concentrated burdens;
moreover, as the effects of climate change become apparent, companies are
finding it increasingly difficult to reinsure themselves in the market. At the
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same time, the scheme must be made efficient and effective for the companies
insured by promoting an optimal mutualisation of risks.

The implementing rules, also with reference to the role of SACE (the
government-controlled institution, envisaged by the law as playing a key backup
role in the system), must be constructed in such a way as to minimise adverse
selection — a problem that mandatory cover helps to reduce — and to incentivise
risk-mitigating choices and behaviour by policyholders; all the while preserving
healthy competition, an essential condition for efficiency. Effective tools will
have to be found to guarantee that universal coverage is actually reached,
particularly with regard to the many small businesses that are currently without
it. As a recent Ivass survey highlights, it is important to ensure that products
are simple, underwriting procedures are clear, and transparency on the extent
of cover and exclusions and limitations is maximised. The timeliness and
adequacy of compensation require the utmost attention.

Examples from other countries can be taken into account when
designing solutions to the many technical issues to be addressed. We have
put our resources at the disposal of the ministries in charge of drafting the
secondary legislation, also benefiting from the wealth of knowledge and the
open dialogue with all the actors involved: insurers, reinsurers, intermediaries,
the business world and SACE.

The experience we shall gain in implementing this rule will be useful for
a possible extension of catastrophe risk coverage to private homes as well;
this extension is already foreseen in the draft framework law on post-disaster
reconstruction currently before parliament. Moreover, the guidelines and
principles contained in the high-level framework for public-private insurance
programmes against natural hazards, developed by the OECD and the
International Association of Insurance Supervisors (IAIS) and presented at the
end of May in Stresa at the meeting of G7 finance ministers and central bank
governors, can be leveraged. We very much welcome the fact that the G7, at
the instigation of the Italian presidency, has decided to give its support to this
document; it meets the wishes we have repeatedly expressed on the subject.

Another decision we had argued for is the creation of an insurance
fund to protect life insurance policyholders in the event of an insurer crisis. A
‘Life Insurance Fund’ was also introduced by the 2024 Budget Law. Here, too,
implementation must proceed swiftly. This tool can be used to provide timely
corporate crisis management to protect policyholders; it is also a key element
of the future national resolution framework.

In this regard, it is important to recall that, with the vote of the European
Parliament on 23 April, the process of approving the Directive on recovery and
resolution in the insurance sector has come to an end. The Directive introduces
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a harmonised framework of rules for the orderly resolution of companies in crisis.
It leaves the operational aspects of resolution to the Member States and, unlike
in the case of banks, does not envisage a European Resolution Fund for its
financing. However, it is to be welcomed that the new regulation foresees a role
for national insurance guarantee funds in crisis management. It also contains a
clause providing for its review within two years; it is desirable that the European
connotation of the rules be accentuated in this process, so as to contribute to
greater market integration and a more uniform protection of the sector’s stability.

| would add three more points to the list of positive developments over
the year.

The subject of customer information and awareness is very dear to
Ivass. A law passed in March finally included financial, insurance and pensions
education in the civic education curriculum in schools, something lvass had
repeatedly called for. Once again, the passing of the law is only the first step.
Putting it into practice will require a great deal of organisational and training
work, to which lvass is preparing to contribute, working closely together with the
Bank of Italy. We have already updated and improved the teaching materials
for pupils and teachers in the three school levels, and initiated teacher training
programmes.

As promised, we have simplified the documentation that distributors of
insurance products are required to give to customers. We have provided for
a single pre-contractual template and simplified the structure of the additional
pre-contractual information documents (the documentation relating to any
specific cover that the customer may want to buy). We have better focused the
content of such templates on their purpose, i.e. transparency of information.
We set a maximum page limit, a detail we are sure many policyholders will
appreciate. In this way, we plan to make the information for consumers more
effective while at the same time streamlining the requirements for distributors.

The fight against the scourge of fake insurance websites has continued,
with weapons that are now a little sharper. Since November last year, Ivass
has been able to directly order the shut-down of unauthorised sites. So far we
have closed 119, and a further 96 went off-line of their own accord, following
our requests for clarification, without waiting for the end of the investigation.
Even before the direct shut-downs, we were alerting the public to the presence
of fake sites via press releases: as many as 205 cases in 2023, almost 90 per
cent of which were subsequently neutralised. All illegal sites were reported
to the competent authorities. We have stepped up our dialogue with internet
providers, asking them to verify ex ante the legality of intermediaries and to
deny access to online channels to all pseudo-insurance intermediaries that
have no authorisation and are not in the official register.
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After long and difficult negotiations, which lasted for about two years,
the European Council and the Parliament reached a provisional agreement on
changes to the Solvency Il Directive. Ivass has been active in all the national
and European fora, also providing support to the government in the political
negotiations, with a view to bringing the issues that are most important for
Italy to the attention of the co-legislators, and to proposing solutions aimed at
strengthening consumer protection and financial stability.

The conclusion of this process has positive and negative sides.

Positive innovations include the revision of the ‘volatility adjustment’
and the strengthening of safeguards to protect policyholders with companies
operating in several Member States. These are both issues on which Italy has
expended a great deal of effort.

The volatility adjustment remains a necessary element of the prudential
framework, given the choice of principle whereby prudential regulation is
based on full fair-value accounting in the insurance sector, which under certain
circumstances produces excessively volatile, potentially procyclical results.
Although the complexity and opacity that characterise this instrument have
not been completely removed (an issue | have discussed extensively in the
past), the corrections made in the Directive should make its functioning more
balanced, more effective — largely as the result of a revision of the component
aimed at correcting the specific volatility of domestic issuer securities —
and more consistent with its purpose. We shall follow the finalisation of the
complex technical implementing legislation carefully, also aiming to prevent
the possibility that the new adjustment mechanism might overshoot in the
Italian case, as happened in the past for other European countries.

The protection of clients of companies established in other Member
States is an important issue for Italy; there have been several cases of unfair
practices or worse here, to which, given that European law gives almost
exclusive responsibility to the authorities of the country of establishment, it
has been very difficult for lvass to provide timely and effective responses.
The new version of the Directive strengthens cooperation and information
exchanges between home and host authorities, as well as the role of EIOPA.
The procedures are still quite complex, but we are confident that a step forward
has been taken; we shall see how decisive it proves to be in practice.

The significant easing of capital requirements resulting from the
revision of the prudential criteria instead raises some concerns. According
to the European institutions, this easing will help to increase the role of the
insurance sector in financing the green and digital transition and in supporting
the economy (although there are no binding instruments to ensure that any
resulting capital relief is actually directed to these purposes).
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| have discussed this point in the past. In our view, the best possible
contribution that financial system actors can make to sustainable growth lies in
their soundness and stability, an essential prerequisite for an efficient allocation
of resources; the regulatory framework should remain oriented towards this,
rather than more or less directly targeting this allocation. Specifically, as
institutional investors, insurance companies must ensure that their choices of
resource allocation are consistent with the nature, type and degree of liquidity
of their commitments. As protection providers, they then have a central role in
managing transition-related risks with the necessary prudence and expertise.
Both roles entail investment in technology, process and product innovation
and, no less important, a robust capital base.

Preventivass, the tool established by law and managed by lvass
to compare the offers of all companies on motor insurance, has been fully
operational since March last year. In the last 12 months, the system has
answered about 40 million queries, providing about 85 million quotes. One
million queries came directly from consumers, while the others have been
made by agents, as required by law.

| note that the prices that companies offer on Preventivass are
generally gross of discounts; the prices actually applied to contracts are often
significantly lower than those displayed on Preventivass by the same company
for the same customer. In addition, it is not possible to use the public estimator
to calculate offers for ancillary guarantees, such as for theft and fire, which are
widespread. These two facts limit the effectiveness of the instrument in terms
of promoting transparency and stimulating competition, the purposes for which
it was introduced. We are thinking about possible initiatives to remove some of
the obstacles to it being used better and more widely.

Finally, one year after my previous Remarks, and six years after its
establishment by law, | must again regretfully note that the ‘Arbitro assicurativo’,
the national system of dispute resolution for the insurance sector, is yet to see
the light of day. In fact, the complex statutory process for issuing implementing
legislation is still ongoing. Following the most recent opinion by the Council
of State, we provided the relevant ministries with our technical support in
order to duly address the comments made. There is now a new text; we are
confident that the remaining difficulties will be overcome and that the regulatory
framework can finally be completed within a short timeframe, to be followed
by the necessary organisational steps. There have certainly been some useful
refinements over time but, as the saying goes, the best it is sometimes the
enemy of the good; for several years, insurance consumers have lacked a
protection tool that is provided for by law, and that has proved very useful
in the credit and finance sectors. In any case, the implementing legislation
will probably have to be adapted to actual experience over time, because not
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everything can be foreseen; streamlining the adoption procedure would also
help to make the management of any changes that may be necessary in the

future more flexible.

Distinguished Authorities, Ladies and Gentlemen,

As on previous occasions, this year too, | really must thank government
institutions, the other financial system authorities and those responsible for the
protection of legality, for their ever-present willingness to cooperate with Ivass,
a cooperation that is indispensable for the effective exercise of our functions.

In leading lvass through this once again challenging year, lvass and
the Joint Board have always been able to count on the commitment, expertise
and skills of our personnel. | would like to thank our staff, also on behalf of the
Council and the Joint Board, for their work at a time of a continuous quantitative
and qualitative increase in the tasks performed, and with recurring operational
tensions.

Over the past few years, operational integration with the Bank of Italy
has become increasingly close, and joint initiatives and coordinated action is
ever more intense. | see it as an essential part of my mandate as President to
bring about full institutional integration. In recent months, based on the vision
of the Governor and the Bank’s Governing Board, the project has seen an
acceleration.
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