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General Comment

The Association of International Life Offices (“AILO”) is grateful for the opportunity to comment on the
draft proposal for EIOPA’s Report on Good Practices for Disclosure and Selling of Variable Annuities (the
“Report”).
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1. Introduction to AILO

AILO represents the interests of a number of EU/EEA and other life insurance companies, many of which
are members of internationally recognised groups. AILO members market life insurance contracts in the
EU/EEA and in other regions of the world. The customer base encompasses residents in EU/EEA States,
international and European expatriates and also the international business community. Member
companies are responsible for approximately €80 billion of assets under management in total.

Operating either on the basis of the EU's freedom of services or branch passport, AILO member
companies make full use of possibilities offered by the EU Insurance Directives. In 2009, AILO member
companies received an estimated €10 billion of premiums within the EEA. AILO members have over five
million policyholders comprising EU nationals either in their home country or working in another Member
State. Each year, they write substantial new premium income in Europe, providing policyholders with
choice, security, transparency and value.

As an association representing insurance companies operating on a cross-border basis within the
EU/EEA, AILO is uniquely positioned to provide policymakers with insight into the practical issues facing
EU/EEA cross-border life insurance business. This may assist EIOPA in achieving Solvency II's goal of
deepening the Single Market in insurance and promoting a truly integrated Market.

For further details please see our website: www.ailo.org.

2. Remarks on EIOPA’s Report

1) AILO’s Principal Concerns

In our view, many of EIOPA’s observations and conclusions on VA products would also apply to
traditional with profits life insurance products purchased for savings, investment or retirement purposes
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(“traditional life products”).

We see a significant danger in singling out VA products for special consideration without any mention of
whether the matters addressed in the Report should also apply to traditional with profits life products
(“traditional life products”). Our reasons are as follows:

e VA products and traditional life products are to a large extent simply different ways of providing
guaranteed benefits to consumers. There is therefore no factual justification for any extensive
differentiation.

e Since VA products are alternatives to traditional life products for retirement provision, it is
important to ensure comparability. However, comparability would suffer, if traditional life products
and VA products are subject to significantly different disclosure rules.

o Finally, differentiation of treatment could be understood to be an implied preference for traditional
life products on the part of policymakers. However, the traditional method of providing guarantees
will not necessarily provide a more favourable outcome or be less likely to lead to insurer
insolvency in the future. EIOPA is no doubt fully aware of risks that may arise out of a long term
low interest environment.

The Report states that VA products fall within the category of insurance contracts with an investment
element. We therefore expect such contracts to fall within a definition of an insurance PRIP under IMD2.
We consider this should be the case even if VA products are purchased for the purpose of retirement
provision. In that case, they constitute voluntary Pillar 11l provision and should be subject to the same
PRIPS disclosure principles as alternative forms of retirement provision.

We consider it essential that any definition of an insurance PRIP also clearly embrace “traditional”,
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“classical” and “with profit” insurances other than those which provide pure protection benefits to ensure a
level playing field and to enable consumers to compare different PRIPS. The risks identified in this Report
are equally relevant to all life insurance products used for savings/retirement purposes and so the same
disclosure principles should apply.

If this Report is to provide informal guidance to the European Commission on IMD2 and PRIPS, we
therefore suggest that EIOPA state that the issues identified and recommendations made in this Report
also apply to traditional life products.

We are also concerned that some of the disclosure suggested in the Report could lead to excessively
complex disclosures beyond those likely to be included within the insurance equivalent of a KIl document.
This would confuse rather than assist the consumer. For example, an explanation of how guarantees are
achieved would require extensive technical details including an explanation of mathematical principles.
The difficulty of explaining how guarantees are achieved would also arise in relation to the manufacture of
guarantees within a traditional life product. In our view, such information should only be provided at a
high level, as is currently the practice in relation to traditional life products. For the customer, a fair and
clear description of the scope of the guarantee is much more important than a description of the
mechanisms to achieve the guarantee.

2) Comparison of principal VA product features with traditional life products

Some of the features identified by EIOPA in relation to VA products are set out below. We have
compared these VA features to traditional life products. In our view, there is no material difference
between VA products and traditional products on the features identified.

i) Product complexity

EIOPA takes the view that VA products are inherently complex and must therefore generally be sold on
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an advised basis. We generally concur with this view. However, we would like to point out that VA
products are not more complex than traditional life products from a consumer perspective. The rules
governing allocation of profits and charges on traditional life products are highly complex and subject to
numerous detailed regulations that require interpretation and discretionary decisions by individual
insurers. This process is no more transparent for the consumer than the hedging strategies used to
provide guarantees on VA products. Also, hedging instruments used for VA products may also be used
by insurers to secure guarantees on traditional with profits products.

The consumer is therefore likely to find VA products and traditional products equally complex in terms of
the underlying “engine” that is used to deliver the insurance benefits.

ii) Cost transparency

It is also difficult to see why a consumer would find the charging structure of a VA product to be less
transparent than a traditional life product. To the contrary, the VA product generally shows express
product charges, while charges arising on a traditional life insurance product are often not readily
transparent to policyholders but are rather reflected within the calculation of overall profits available for
allocation to policyholders.

Given the fact that there is no substantial difference in consumer perceived complexity and transparency,
we would welcome the application of the approach taken on VA products to traditional products as well.

iii) Level of product charges

EIOPA points out that VA product characteristics of some insurance groups nowadays may allow for
better VA risk management after reflection of their lessons learned during the recent financial crisis.
EIOPA also points out that VA product characteristics today (in particular product charges) may render
these products less attractive.
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However, EIOPA should consider the attractiveness of VA products in light of product alternatives and
overall market conditions. It is uncertain whether alternatives in the market such as traditional life
products will in future necessarily deliver more attractive benefits than a VA product and whether the
overall charges of traditional life products (which are largely not transparent) are actually lower.

We strongly recommend that the final EIOPA Report consider the attractiveness of VA products in the
context of the overall market for life insurance savings and retirement products. This would ensure that
the Report provides a more balanced view. Alternatively, we suggest that such an evaluation not be
included in the Report.

3) Good selling practices and intermediary due diligence

We agree that VA products should generally be sold on an advised basis, except where the consumer
explicitly waives advice. An indicative list of questions to be used and disclaimer required in this context
seems to be a valuable tool to avoid the risk of mis-selling.

However, it makes no difference to a consumer whether a traditional life product or a VA product was mis-
sold due to an inadequate sales process. In both cases, the product will not have met his demands and
needs. For this reason, we would recommend against any differentiation based on product type.

4) Further general comments

As AILO has consistently stated in submissions to the Commission we consider that the revised IMD2
should apply to all distributors of insurance products and so we take the same view in respect of this

Report.

We would also like to point to the risk of “gold plating”, that is, the risk of requiring more information than
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necessary, and the need to consider Article 185 of the Solvency Il Directive. This Article lists the
mandatory information required to be provided to policyholders prior to conclusion of a contract. Any
information suggested in the Report not required by Article 185, such as for example, reference to the
existence of a guarantee scheme, should be measured against the caveat set forth in Paragraph 7 of
Article 185. Paragraph 7 states that Member States may require additional information to be furnished,
“only if it is necessary for the proper understanding by the policyholder of the essential elements of the
commitment”. This principle should also be relevant to EIOPA’s considerations on disclosure and we
would question whether information on guarantee schemes, especially when there is no harmonisation at
EU level, is relevant to the understanding of contractual terms. This may lead to market distortion despite
the principle that existence of such a scheme should not be used to obtain a competitive advantage.

Thank you for considering our general comments.

Q1.

Are documents that communicate the key features of the product (Key Feature Documents) used for
Variable Annuities? What features do they contain?

Yes, key feature documents are already used for variable annuities products. The detailed contents of
these key feature documents vary between Member States and depend on local regulatory requirements
and market practice, though PRIPS requirements may well result in future changes. The following is an
example of information typically provided for the German market:

short product description

insured risks/benefits

amount of premium(s) and due date

exclusions

applicant’s duty of disclosure and during policy term
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how to claim for benefits

policy duration

rights of cancellation

details of costs covered by premiums expressed in Euros (initial and renewal, including guarantee costs,
fund management charges, policy administration charges)

details of any other costs or charges that may arise

statement as to whether profit participation is offered

basis for calculation of surrender values and information on any surrender penalties
extent to which surrender values are guaranteed

details on underlying funds

details of investment risks

tax treatment

name and address of provider

name and address of supervisory authority

information on availability of guarantee fund

availability of ombudsman

applicable law and jurisdiction for resolution of disputes

language of commitment

Q2.

What kinds of benefits may flow from the use of such a key features document by insurance
undertakings?

A key features document is intended to put the consumer in a better position to compare products. A KiIl
type document for insurance PRIPS will benefit the consumer by highlighting the most important aspects
of the product in a short and readily understandable manner to enable comparison and the making of an
informed decision. This will also reduce the risk of customer complaints and mis-selling.
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Q3. Do you consider FAQ as a useful way of presenting pre-contractual information? What other alternatives
do you consider appropriate?
We agree that the use of “frequently asked questions” is a transparent way of communicating relevant
information. It is common practice in some markets.

Q4. During the life of the contract how do providers inform customers on the performance of their VA
contract?
The customers are informed in writing or through the provider's client extranet service about the
performance of their VA contract (i.e. fund value) on a regular basis (usually annually or more frequently)
or at any time upon request of the customer.

Q5. Which scenarios should providers use to illustrate potential payouts to customers?
In our opinion specimen calculations as provided for in Article 185 (5) of the Solvency Il directive is a
valuable and sufficient tool to illustrate potential payouts to customers. We also consider that illustrations
should show the effect of charges by means of a reduction in yield or similar methodology.
In addition, it may be appropriate to provide non-individualised scenarios on how different market
developments (e.g. sharp market downturn or prolonged market downturn) could impact the product.

Q6. Which unfavourable scenarios should always be presented?

A zero performance of the underlying funds could be considered as an unfavourable scenario.
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However, it is difficult to provide a general answer to this question, as the relevance of unfavourable
scenarios often depend on the type of VA product being offered. For instance, a one-off steep market
drop or a prolonged market downturn may be appropriate (non-individualised) scenarios to present,
depending on the impact that these scenarios would have on the benefit to the customer. In our view, it is
most important to ensure that the customer is aware of the maximum investment risk (see below). The
presentation of other scenarios simply helps underline the fact that a wider range of outcomes is possible.

Q7.

How should the maximum risk assumed by the customer be illustrated?

We would define maximum risk as the negative difference, if any, between the guarantee and the sum of
premiums paid. In providing this information, any conditions attaching to a guarantee should be clearly
stated. If there are conditions attaching to a guarantee, a statement should be added that the return to
the policyholder may be less than the guaranteed amount. We would not recommend using a humerical
example in this case, as there would be too many possible scenarios and corresponding complexity in
relation to such information.

Q8.

What kinds of benefits may flow from the use of illustrations by insurance undertakings?

lllustrations can help give customers an understanding of what payouts they may receive and what it
might cost them in a given set of circumstances. They may also make the product more transparent and
easier for the customer to understand subject to clear caveats that these do not give any promise of
future benefits.

Qo.

What are the distribution channels used in your market?
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AILO members generally use independent intermediaries as their distribution channel for their cross-
border EU business.

Q10. Are these products also distributed via direct sales in your market?
AILO member companies do not currently distribute their VA products via direct sales. However, we
consider that the same requirements should apply to all distribution channels not just insurance
intermediaries as currently defined in the IMD.

Q11. What type of information does the sales person need to have on the customer prior to giving advice /

making a recommendation?

Prior to recommending a VA product (or any other insurance product) to a customer a sales person need
to be aware of the following:
- the customer’s age
- the customer's personal demand, i.e. private saving for retirement or investment
opportunity
- the customer's time horizon for his investment (short, medium or long-term)
- the customer's financial situation
- the customer's knowledge of financial products and markets
- alternative products which may also be suitable for the consumer
- that there are no conflicts of interest
However as previously stated we believe that if the consumer so requires then an
execution only sale (or one where less than full information is provided) should be
permitted
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Q12.

Does it matter in relation to selling practices for which purpose the product is offered (retirement saving
vs. investment solution)?

In relation to the selling practice, it does matter for which purpose the product was designed by an
insurance undertaking. For example, a consumer who is interested in long-term savings for his retirement
should not be offered products which focus on short or medium term investment strategies.

Q13.

Does it matter which type of guaranteed minimum benefit is offered?

Yes. Since there are a variety of guaranteed minimum benefits, it is important that the type of VA
presented to the customer is appropriate, given the customer’s personal circumstances and requirements.
Please also refer to our response to question 11.

Q14.

In which instances, if any, should an insurance intermediary present variable annuities, if he informs the
customer that he gives his advice on the basis of an analysis of a sufficiently large number of insurance
contracts (Article 12 (2) IMD)? Should this principle also apply to any other sales person?

As there is more than one type of VA product; the appropriateness of presenting a VA product will depend
on the client demands and needs as per question 11.

However, generally speaking the insurance intermediary should present a variable annuity product to a
customer as an alternative, if the risk profile of the customer indicates that a minimum guarantee is
desired or appropriate. In particular, since a VA product provides guarantees, it should be considered as
an alternative to a traditional with profits product with guarantees rather than a unit-linked product without
investment guarantees. To the extent that a customer wishes potential additional returns to arise from a
specific fund choice rather than the general profits of the insurer, then the VA product could be a suitable
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alternative product to present to the customer.

We are of the view that the same principles should apply to sales persons presenting a VA product who
are only providing advice with respect to a limited number of insurance contracts.

Q15.

In relation to the due diligence on insurance intermediaries are there any other good practices that
providers should consider?

Any good practices used for traditional life products are also relevant for VA products. As outlined in our
introductory note, we are of the view that a differentiation in controls as between VA and traditional life
products is not warranted.
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