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BACKGROUND

The Insurance Distribution Directive (IDD) () Product Oversight and Governance (POG)
requirements aim at ensuring that the interests of customers take prime importance
during product design and throughout the lifecycle of a product, including within ar-
rangements for its distribution.

This document aims at providing more clarity for insurance manufacturers and distribu-
tors on the supervisory approach to POG requirements. It can be of useful support for
insurance manufacturers and distributors when implementing their own POG policies,
so they can better engage with their supervisors. It is, however, for information purposes
only and it is neither binding on NCAs, nor on insurance distributors and insurance man-
ufacturers. It does not amend or form any part of the IDD or the Commission Delegated
Regulation (EU) 2017/2358 (POG-DR). ()

Ultimately, it is the responsibility of all insurance manufacturers and distributors to en-
sure adequate implementation of POG requirements.

This document is structured as follows:
> Section 1 (the introduction) outlines the approach and aim of POG supervision.
> Section 2 sets out the supervisory approach for assessing whether:

=  Manufacturers have developed and implemented adequate systems and con-
trols for their POG process;

= Product distribution arrangements have been properly implemented by dis-
tributors, to be aligned with manufacturers’ distribution strategy and ensure
products are sold within the right target market.

> Section 3 outlines the supervisory approach for establishing whether manufacturers
have in place the right processes and procedures to perform an adequate target
market assessment.

> Section 4 presents the supervisory approach for assessing whether manufacturers
have appropriately tested the insurance product, including with regard to product
complexity and whether customers’ interests and needs - throughout the product
lifecycle - have been adequately and sufficiently assessed in the testing phase.

> Section 5 describes the supervisory approach for assessing whether manufacturers
have developed an appropriate distribution strategy — considering the target market
and products’ characteristics.

> Section 6 presents the supervisory approach for assessing whether manufacturers
adequately monitor and regularly review products, either for ad hoc reviews or at
appropriate intervals.

() Directive (EU) 2016/97 of the European Parliament and of the Council of 20 January 2016 on insurance
distribution.

() Commission Delegated Regulation (EU) 2017/2358 of 21 September 2017 supplementing Directive (EU)
2016/97 of the European Parliament and of the Council with regard to product oversight and governance re-
quirements for insurance undertakings and insurance distributors.
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Overall, while addressing the process implemented by manufacturers and distributors,
the objective of POG supervision is to ensure that insurance manufacturers and distribu-
tors take a ‘customer-centric’ approach to their product approval, distribution, and mon-
itoring and review processes. This should ensure that products produce good consumer
outcomes - i.e., that products are aligned with the needs, objectives, and characteristics
of a sufficiently granular target market.

In line with EIOPA’'s Conduct of Business Supervision Strategy, (5) POG supervisory ac-
tivities should be risk-based and proportional, assessing whether the POG process is
adequate and proportional taking into account the different business models, size, level
of complexity of the product(s), and target market(s)’ characteristics, bearing in mind the
key questions and the circular POG process interconnecting the different phases of POG
presented in Figure 1in Annex I.

(3) Available at https://www.eiopa.europa.eu/content/conduct-business-strategy-next-steps en



https://www.eiopa.europa.eu/content/conduct-business-strategy-next-steps_en
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1. INTRODUCTION

1.1. OBJECTIVE OF POG
SUPERVISION

While POG is a process-oriented requirement - i.e., en-
suring adequate processes are followed - its focus on
products means that POG can also be a tool aimed at ad-
dressing product-related risks and issues by ensuring that
manufacturers and distributors have the capacity to iden-
tify and mitigate such risks and issues. The main objective
of POG supervision is twofold:

1. Ensure the adequate and correct implementation of
POG requirements; and

2. Ensure that POG policies and procedures lead to
good consumer outcomes.

1.2. TARGET OF SUPERVISORY
ACTION

Supervision of POG is based on Article (art.) 25 of the
IDD. The requirements outlined in art. 25 are further
specified in the POG-DR. Art. 2 and 3 of the POG-DR,
specify that POG requirements are applicable to insur-
ance undertakings (subject to Solvency Il and to IDD) and
to insurance intermediaries (subject to IDD) which man-
ufacture insurance products that are offered for sale to
customers (‘manufacturers’) and which advise on or pro-
pose insurance products that they do not manufacture
(‘distributors’).

There are many scenarios where insurance undertakings
and insurance intermediaries could be either (co)manu-
facturers or distributors. () POG supervisory activities
take into account the different responsibilities assumed,
including for possible co-manufacturing arrangements
which may involve one or more supervisory authorities.
The supervision of POG also looks at how (co)manufac-
turers and distributors interact with one another and how

(*) Generally an insurer which assumes the risk is considered a manu-
facturer.

responsibilities and roles are split between them, it can be
also a useful tool for business model analysis.

1.3. SUPERVISORY APPROACH

POG supervision is not limited to assessing whether in-
surance manufacturers and distributors have developed
POG policies and processes. Rather, POG supervision
aims at assessing also:

> Whether such POG policy and processes are ade-
quate and proportional, taking into account the busi-
ness model, level of product complexity, and target
market(s)’ characteristics;

> Whether such POG policy and processes are effec-
tively applied for the approval of products;

> Whetherthe POG policy and processes are adequate
in ensuring that new products or significantly adapt-
ed ones meet the target market's needs, objectives
and characteristics, throughout their lifecycle - i.e.
produce good consumer outcomes; and

> Whether the POG policy and processes are ade-
quately taking into account the types and ranges of
products manufactured and distributed and the mar-
kets which are targeted for such products.

In addition to assessing whether a POG policy exists,
POG supervisory activities aim at assessing the rationale
behind the POG policy and processes to establish wheth-
er a customer-centric approach is being followed.

POG supervision aim at assessing the application of POG
in practice to:

> Understand how the POG process has been applied
for specific products;

> Understand how the POG process has been docu-
mented - e.g. minutes relating to meetings for the
product approval process, specific POG files' for
products - providing an explanation how specific
steps have been followed;

> Understand the steps taken by manufacturers to mit-
igate risks identified as part of the POG process. This
would include how:

= Products / target markets have been reviewed
following the product testing;

= Distribution strategies have been adapted to
take into account target markets’ characteristics
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and to mitigate potential risks (e.g., mandatory
advice for certain products), including those
emerging from the product testing; and

= Products have been reviewed following actual
or potential consumer detriment identified as
part of the product monitoring process or re-
ported by the distributors that become aware of
inconsistencies with the identified target mar-
ket or circumstances that may adversely affect
the customers.

1.4. ASSESSMENT OF
PROPORTIONALITY, ADEQUACY
AND APPROPRIATENESS
FOLLOWING A RISK-BASED
APPROACH TO POG SUPERVISION

POG supervision, as more broadly for conduct supervi-
sion in line with EIOPA’'s Conduct of Business Supervision
Strategy, strives to be risk-based, taking into account the
impact on consumers and the likelihood of the material-
isation of risks.

While being risk-based, POG supervision also aims at as-
sessing whether POG policies and procedures are propor-
tional, adequate and appropriate. Hence, POG superviso-
ry activities take into account the relevant circumstances
of the market in which distributors and manufacturers op-
erate and of individual firms, such as the nature, scale and
complexity of the relevant business and the risks related
to the products.

For distribution, POG supervision also takes into account
whether the distribution activity is the principal profes-
sional activity or an ancillary activity, whether the distrib-
utor is acting as a tied agent or an independent broker.

Overall, rather than analysing different elements of the
POG process in a prescriptive manner - i.e. what man-
ufacturers should do to be in compliance with POG re-
quirements - POG supervision takes a proportional and
risk-based approach and look into whether relevant prod-
uct approval, distribution, monitoring, and review proce-
dures followed by manufacturers and distributors ensure
a customer-centric approach.

Manufacturers and distributors - as also envisaged in the
POG-DR - are free to set their own POG policy and pro-

cedures, as long as they cover all the relevant elements
of the POG-DR and they comply with national provisions
implementing IDD POG rules. In line with this and with
the principle of proportionality, supervisory activities are
aimed at assessing whether the POG processes and pro-
cedures put in place by manufacturers and distributors
are adequate to help ensure good consumer outcomes.
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2.SYSTEMS AND
CONTROLS

Manufacturers and distributors need to develop custom-
er-centric business models ensuring that products meet
the needs of identified target markets and mitigate con-
sumer detriment. This requires adequate systems and
controls.

Systems and controls play a crucial role in preventing and
mitigating customer detriment, supporting proper man-
agement of conflicts of interests and ensuring that the
objectives, needs and characteristics of the target mar-
ket are duly taken into account throughout a product’s
lifecycle.

POG supervisory activities on systems and controls aim
at verifying whether such systems and controls are ad-
equate and proportional in ensuring good consumer
outcomes, taking into account the business model, size,
target markets and the characteristics of the products
manufactured and distributed.

2.1. ASSESSING WHETHER

THE OVER-ARCHING POG

POLICY AND SYSTEMS AND
CONTROLS MAINTAINED BY
MANUFACTURERS ARE ADEQUATE
AND PROPORTIONAL

Supervisory activities, which look into systems and con-
trols, aim at assessing whether manufacturers have ap-
propriate measures and procedures to prevent consumer
detriment from occurring along the whole product lifecy-
cle and, where it does occur, to mitigate its impact. This is
done by ensuring that insurance products are consistent
with the needs, characteristics and objectives of the tar-
get market. In particular, POG supervision aims at:

> Ensuring that systems and controls are clearly struc-
tured and appropriately take into account the poten-
tial risks which could arise from the specificities of:

= Manufacturers’ business models;

= Activities pursued (designing and manufactur-
ing of insurance products and/or distribution of
insurance products) and kinds of product com-
mercialised;

= Distribution arrangements;
= Qutsourcing arrangements;
= Characteristics of the different target markets.

Ensuring that the persons and functions involved
in each step of the POG process, including control
functions, are adequate to carry out their respective
task(s) also in terms of their position and hierarchi-
cal authority within the organisation, to ensure that
conflicts of interest are either avoided or adequately
managed.

Looking at how manufacturers ensure that all rele-
vant staff members have knowledge of and observe
the POG policy and procedures in every step of the
process for their respective area of activities, and
that any changes to the POG policy and procedures
are promptly communicated to them.

Establishing how manufacturers ensure the same
safeguards in case of outsourcing, including within
the same group, as regards the accurate selection of
providers, the regulation of the outsourcing agree-
ments, the controls over the services provided and
the arrangements aimed to monitor conflicts of in-
terest and, where possible, to avoid them.

Assessing whether internal control systems are ade-
quate taking into account the range of products, their
complexity and related risks, as well as the nature,
scale and complexity of the business and the manu-
facturer’s organisational structure. This includes:

= Whether the fora, committees, or individuals re-
sponsible for the oversight of the different steps
of the product approval process are clearly and
adequately identified in the over-arching POG
policy.

= Whether the role of Administrative, Manage-
ment or Supervisory Bodies (AMSB) in the
approval, implementation, monitoring, subse-
quent review and continued internal compliance
of the over-arching POG policy is adequate and
coherent with the manufacturer’s organisation
and the role assumed by AMSB in other internal
policies taking into account that an important
part of POG process is the promotion and the
dissemination of a customer-centric culture.
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= Whether the Compliance and Legal, if relevant,
functions have an appropriate involvement in
the product approval process including during
the design stage and are provided with ade-
quate resources, tools and professional compe-
tence to undertake controls on the functioning
of the POG process and how manufacturers en-
sure adequate escalation procedures in case of
conflicts with operational functions and address
the concerns raised by Compliance and Legal, if
relevant, functions with regard to consumer pro-
tection and conduct of business requirements.

= With reference to the role of Compliance, the su-
pervisory activities also aim at assessing wheth-
er the function undertakes appropriate controls
on the functioning of the manufacturer’s POG
process and checks the compliance with POG
arrangements, providing periodic reporting and
ad hoc updates (in case of significant issues) to
the competent corporate bodies.

> Monitoring how the outcomes of the monitoring and
findings of the Internal Audit and Risk Management
with regard to the product approval process are ad-
dressed and resolved by the manufacturer. Attention
is paid to how Internal Audit function is engaged
by the manufacturer to carry out detailed work to
provide assurance, not just that the POG process is
formally adhered to, but that the quality of the work
undertaken is sufficient.

2.2. ASSESSING DISTRIBUTION
ARRANGEMENTS MAINTAINED BY
INSURANCE DISTRIBUTORS

Supervisory activities looking into product distribution
arrangements aim at assessing whether POG processes
and procedures put in place by distributors are clearly
structured and appropriate. Supervision, in particular, as-
sesses:

> Whether product distribution arrangements, taking
into account the size, organisational structure and
nature of the distributor:

= Are clear enough to prevent and mitigate cus-
tomer detriment,

= Support proper management of conflicts of in-
terest, including those emerging from remuner-
ation practices, and

= Ensure that the objectives, interests and char-
acteristics of customers are duly taken into ac-
count throughout the POG process.

> Whether the product distribution arrangements
put in place by the distributor sufficiently take into
account the nature, scale and complexity of the rel-
evant business of the distributor, the complexity of
the products commercialised and the distribution
strategy (°) of the different manufacturers.

> Whether distributors have adequately taken into ac-
count all POG aspects in their distribution arrange-
ments. This includes whether measures and tools
exist to ensure that all relevant information on the
product and on the target market is received and
whether procedures to identify and report any cir-
cumstances that may adversely affect the customers
are established.

> Whether the systems and controls are adequate to
ensure the distribution strategy chosen is consistent
with the target market and with the manufacturer’s
distribution strategy. This also relates to the different
roles and functions involved in the entire POG pro-
cess and includes:

= Thesignificance the Senior Management/AMSB
of an insurance distributor has attributed to the
product distribution process and their engage-
ment in the POG process; and

= For larger distributors, the involvement of Sen-
ior Management and of Compliance and Legal,
if relevant, in the product distribution process
and how findings are addressed and solved. (%)

(®) As set out further in Section s

() If outsourcing takes place, POG supervisory activities looking into
distribution arrangements assess to which extent the product distribu-
tion process is outsourced to a third party or another entity and whether
those outsourced activities are reviewed and monitored by the insurance
distributor and the procedures implemented by the distributor to ensure
the compliance with the product distribution process.
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3. TARGET MARKET
ASSESSMENT

The definition of a product’s target market is an integral
part of the overall POG requirements. The purpose of a
target market assessment is the identification of a group
of customers, with similar characteristics, for whom the
product is compatible. It is important that manufactur-
ers establish a link between the complexity of a product
and the level of granularity of the definition of the tar-
get market. The more complex a product is, the higher
level of detail with which the target market will have to
be defined. For some more complex products such as in-
surance-based investment products or where required by
national legislation, it may also be necessary to identify a
group of customers for whom the product is generally not
compatible (negative target market).

It is expected that manufacturers have adequately docu-
mented procedures to assess the target market. It is also
important that the target market assessment is applied in
practice. This means for the product(s) in scope manufac-
turers can be requested to show how the process to as-
sess the target market, including negative target market if
relevant/required, has actually been followed in practice
and that it is not just a process envisaged in the over-arch-
ing POG policy.

Supervision, relating to the target market, aims at es-
tablishing whether measures and controls ensure that
the target market for the product is correctly identified
and with a sufficient level of granularity and that it has
sufficiently been applied. In practice, supervision aims at
assessing:

> Whether manufacturers have developed the correct
definition of the products’ complexity;

>  Whether the processes and procedures that the
manufacturer follows when defining and identifying
the target market are clear and thorough enough;

> Whether the target market identified by manufac
turers is sufficiently granular and the criteria used to
define the target market are relevant, taking into ac-
count the complexity of the relevant product;

> Whether manufacturers have identified groups of
customers for whom the product is generally not
compatible, if relevant/required.

Overall, it is important that manufacturers provide suf-
ficient reasoning and substantiate their decisions made
regarding the assessment of the target market.

3.1. ASSESSING THE COMPLEXITY
OF THE PRODUCT

Before manufacturers can establish a sufficient level of
granularity of the target market assessment, the complex-
ity of the product must be determined.

POG supervisory activities aim at establishing whether
manufacturers adequately identified and justified the
methodology and criteria used to determine the level of
complexity, depending on the product, and the concrete
impact this has on the granularity of the target market
determination.

It is important to take into account the fact that (i) insur-
ance products are heterogeneous and their complexity
varies and (ii) some insurance products are mandatory for
consumers and product differentiation can be limited.

3.2. ASSESSING THE DEFINITION
AND IDENTIFICATION OF THE
TARGET MARKET

POG supervisory activities can look at whether, with-
in their over-arching POG policy, manufacturers have a
specific process they follow to identify and define the
target market for each product. It is also important that
the processes and procedures that manufacturers follow,
are clear and thorough. Examples of supervisory activities
are:

> Assessing whether a (sufficiently detailed) definition
of ‘target market’ has been developed taking into ac-
count the different product it commercialises;

> Assessing whether the list of criteria/characteristics
which, at a minimum, need to be looked at to define
the target market for the relevant products, is suffi-
ciently clear;
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> Establishing whether there are clear explanations on
how general concepts or terms used to describe the
target market need to be interpreted;

> Analysing whether it is clear which characteristics
(at a minimum) are required to determine the target
market for different types of products and that pol-
icy coverage limitations and exclusions are assessed
against the negative target market, where identified;

> Checking whether there are clear steps to be fol-
lowed to identify and define the target market for
a product;

> Verifying whether staff roles and functions to deter-
mine the target market within the organisation have
been established, ensuring the right balance between
people with conduct/consumer protection expertise
and marketing, legal and compliance expertise.

3.3. ASSESSING THE
PROPORTIONALITY AND
GRANULARITY OF THE TARGET
MARKET

It is important that the target market identified by manu-
facturers for specific products is sufficiently granular, tak-
ing into account the complexity of the relevant product.

POG supervision establishes whether the level of granu-
larity of the definition of the target market and the criteria
used to define the target market and determine the ap-
propriate distribution strategy are relevant for the prod-
uct and make it possible to assess which customers fall
within the target market.

In assessing the granularity of the target market, supervi-
sory activities involve looking at whether proportionality
has been taken into account by a manufacturer when de-
fining the target market.

While for simpler, more common products, the target
market can be identified with less detail (which should
reflect the characteristics of the target market), it is ex-
pected that the target market for more complex products
or less common products is identified with more detail,
taking into account the increased risk of consumer detri-
ment associated with such products. Examples of charac-
teristics that can be taken into account, depending on the
complexity and type of product:

> Objectives, demands and needs;
> Knowledge and experience;

> Level of risk tolerance and compatibility of the risk/
reward profile; and

> Financial situation.

Supervisory activities assessing the granularity of the
target market also establish whether the characteristics
of the identified target market are sufficiently granular
to assess its objectives and needs vis-a-vis the product’s
characteristics.

Finally, POG supervisory activities may also involve look-
ing at whether specific policy exclusioSns have been
assessed against the target market characteristics and
needs.
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4. PRODUCT TESTING

Product testing forms an important part of the overall
POG requirements. The purpose of product testing is to
assess if the product meets the identified target market’s
needs, objectives, and characteristics, over the lifetime of
the product. It is important for identifying any potential
drawback, understanding the future use of the product,
testing the communication with and distribution to con-
sumers and putting the customer at the heart of the prod-
uct design. It further assesses whether any changes need
to be made to the target market, to the product and/or to
the distribution strategy as a result.

When assessing the methods of product testing utilised
by manufacturers, POG supervisory activities aim to look
at the structures that are in place within an organisation
in respect of product testing (i.e. what product testing
looks like on paper) and whether the product testing
processes and procedures are fully embedded within an
organisation (i.e. how product testing is implemented in
practice).

Product testing supervisory activities aim at establishing
whether the overall focus of product testing is on the
target market's outcomes. They can be varied in nature,
looking at multiple aspects of the product testing pro-
cess, including:

> Whether manufacturers have adequate and compre-
hensive product testing policies and procedures and
the scope of such product testing policies and pro-
cedures, including whether they adequately consider
how to assess the ‘fairness’ of a product, taking into
account whether it is cost-efficient, useful for the tar-
get market and comprehensible;

> Assessing if the approach to product testing is being
applied by manufacturers and whether it is adequate
vis-a-vis the specific products commercialised by
manufacturers;

> Examining whether product testing structure put in
place is effective along with a more extensive assess-
ment of the robustness and embeddedness of man-
ufacturers’ product testing policies, which includes
establishing:

= Whether a process exists to test that terms and
conditions deliver fair outcomes for the target

market, including whether policy exclusions
have been carefully considered to ensure the
product has an added value for the customers;

= Whether a process exists to test that terms and
conditions are not difficult to understand;

= Whether a process exists to test product attrib-
utes (such as features, benefits, customers’ eli-
gibility to purchase, customers’ obligations, etc.)
to ensure that they are designed to meet the
needs of the intended target market;

= Whether tests are applied to each product, and
whether these are appropriate in respect of the
target market;

= Whether product tests envisage quantitative
thresholds to consider whether the product is
compatible/not compatible with the identified
target market; and

= The types of actions that manufacturers take
following product testing (for example, have
proposed products been withdrawn or altered).

4.1. ASSESSING THE SCOPE OF
PRODUCT TESTING

POG supervision looking into product testing in particu-
lar aims at assessing whether the scope of the testing
carried out by manufacturers is appropriate given the fea-
tures of specific products. In particular, it aims at ensuring
that, where relevant scenario tests are carried out, taking
into account proportionality and product complexity in
key phases. These are:

> Before a product is brought to market;

> If significant changes to an existing product are in-
troduced;

> If the product’s target market changes significantly;

> If relevant market conditions experience material
and durable changes.

POG supervisory activities aim to assess how manufac-
turers:

> Consider all significant risks to which customers sub-
scribing to a product would be exposed to, to align
that product with the interests of the target market;
and
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> Make appropriate changes to the product before
launch, or not launch the product at all, where prod-
uct testing/scenario analysis gives rise to poor re-
sults for the target market.

It is important to note that, when considering the ‘ap-
propriateness’ of various methods of product testing, El-
OPA () has previously stated that appropriateness is to be
established by manufacturers, with broad discretion for
identifying the appropriate form and method of product
testing.

Hence, POG supervision does not assess whether specif-
ic tests or testing methods have been deployed. Rather it
seeks to understand how manufacturers ensure that the
nature and extent of the product testing is appropriate
for the relevant product, including in determining wheth-
er the insurance product over its lifetime meets the iden-
tified needs, objectives and characteristics of the target
market.

Hence, for complex products and long-term products, es-
pecially in cases of products when the premature termi-
nation of the contract may not be favourable for the poli-
cyholder, POG supervisory activities may assess whether
manufacturers model the product statistically, and use
models to determine whether the product is a ‘good’
proposition for the policyholder and whether the range
of scenario analysis is proportionate to the complexity of
the products, their risks and the relevance of external fac-
tors with respect to products performance.

4.2. ASSESSING THE
MANUFACTURER’S
CONSIDERATION OF THE VALUE
AND UTILITY THAT PRODUCTS
OFFER TO THE TARGET MARKET

When carrying out product testing activities, manufactur-
ers are expected to take into account the characteristics
and needs of the target market, as the testing should as-
sess whether the product is, and will continue to be over
the whole lifetime of the product, in line with the iden-
tified needs, objectives and characteristics of the target
market.

(") See page 13 of the ‘Final Report on Consultation Paper no. 16/006
on Technical Advice on possible delegated acts concerning the Insurance
Distribution Directive’, published on 1 February 2017.

Hence, POG supervision not only assesses the existence
of testing processes in the over-arching POG policy and
the testing carried out for specific products, but it also
aims at assessing how the methods used are adequate to
test whether the product is in line with the needs, objec-
tives and characteristics of the target market:

> For medium to long-term products POG superviso-
ry activities aim at establishing whether the prod-
uct testing method used fully considers how the
identified needs, objectives and characteristics of
the target market might change over the lifetime
of the insurance product. This is, firstly, by identify-
ing whether the testing has adequately taken into
account how the product responds to the present
needs, objectives and characteristics of the target
market and, secondly, by assessing whether test-
ing takes into account how the needs, objectives
and characteristics of the target market are likely to
change over time.

> For short-term products while the identified needs,
objectives and characteristics of the target market
are less likely to change over the life-time of the
product, POG supervisory activities also assess how
the product meets expected needs, objectives and
characteristics.

Overall, POG supervision, looking into product testing,
also aims at ensuring that manufacturers assess the fair-
ness of their products when testing whether they meet
the target market’s needs, objectives, and characteristics.

This means that POG supervisory activities also aim at es-
tablishing whether, manufacturers follow a POG process
which, not only tests whether products are sustainable,
but also whether manufacturers as part of their POG pro-
cess assess the value of the product for the target market,
including whether, taking into account the benefits and
services offered (such as different distribution activities
like advice), manufacturers also test whether the product
overall is fairly priced.

It is important, however, to emphasise that POG supervi-
sory activities do not aim at interfering with key business
decisions (e.g. pricing levels), rather they assess whether
the process followed by manufacturers is customer-cen-
tric and tests the value which products bring to the target
market, balancing profitability aspects with fairness and
with the services and benefits offered, whilst taking into
account that products need to be sustainable also from a
pricing perspective.


https://register.eiopa.europa.eu/Publications/Reports/EIOPA%20Final_Report_on_IDD_Technical%20Advice.pdf
https://register.eiopa.europa.eu/Publications/Reports/EIOPA%20Final_Report_on_IDD_Technical%20Advice.pdf
https://register.eiopa.europa.eu/Publications/Reports/EIOPA%20Final_Report_on_IDD_Technical%20Advice.pdf
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5. DISTRIBUTION
STRATEGY

5.1. ASSESSING THE
APPROPRIATENESS OF THE
DISTRIBUTION STRATEGY -
MANUFACTURERS’ PERSPECTIVE

Manufacturers should carefully select distribution chan-
nels that are appropriate for the defined target market
and to the product’s characteristics. To ensure this, manu-
facturers’ over-arching POG policy should contain appro-
priate processes and controls that determine the process-
es, criteria and steps to be followed for the development
of distribution strategies.

To ensure the appropriateness of the distribution strate-
gy, supervisory activities assess whether manufacturers
have established a variety of criteria which ensure that
the selected distributors are adequate to the character-
istics of the target market and of the relevant product.

This includes whether, during the development of the dis-
tribution strategy and the selection of distributors, man-
ufacturers have adequately taken into account the level
of complexity of the products, the target market charac-
teristics and whether they have adequately considered
how potential risks, which could emerge, or have been
identified during the product testing, including specific
risks relating to remuneration, are mitigated as part of the
distribution process.

Regarding the distribution contract between the manu-
facturer and distributors, POG supervision also involves
looking at whether the contract:

> Contains particular elements regarding distributors’
obligation to follow the distribution strategy, as well
as specific processes identified for products with a
higher degree of complexity / specific target mar-
kets;

> Describes the designated process for the situation
when products, following the demands and needs
of customers, are sold outside of the target market;

> Includes control mechanisms that are put in place by
manufacturers regarding the distributors’ activity;

> Takes into account the need to ensure that distrib-
utors are not remunerated in a way that conflicts
with their duty to act in the best interests of their
customers.

Finally, for products sold online, the objective of super-
visory activities is to assess whether manufacturers have
control mechanisms in place to ensure that products are
distributed only within the target market.

5.2. ASSESSING WHETHER THE
INFORMATION EXCHANGE
BETWEEN MANUFACTURERS AND
DISTRIBUTORS IS ADEQUATE

Supervisory activities also ensure that the information
manufacturers provide to distributors is clear, complete
and up-to-date. In line with POG requirements:

> The information provided should enable distributors
to:

= |dentify the determined target market and neg-
ative target market, if any, and

= Understand the insurance products and the
target market'’s needs, objectives and character-
istics the product is meant to ‘satisfy’, and the
suggested distribution strategy.

> Information on the product’s main features and char-
acteristics, risks and costs should also be provided
in a clear form along with guidance on any circum-
stances which might cause a conflict of interest to
the detriment of the customer and how to manage
such conflict.

5.3. ASSESSING WHETHER
DISTRIBUTION ACTIVITIES ARE
ADEQUATELY MONITORED

POG supervisory activities cover monitoring carried out
by manufacturers to ensure that distributors act in line
with the objectives of their over-arching POG policy and
the POG process for specific products. This also includes:
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> How manufacturers monitor whether products are
sold within the target market (i.e. which range of
tools is used);

> Whether conflicts of interests are adequately man-
aged; and

> Whether, for specific distribution channels (e.g. ancil-
lary intermediaries or distance selling (%)), manufac-
turers have put in place adequate controls. For exam-
ple, during the POG assessment, specific attention
could be paid to ancillary insurance intermediaries
and at how manufacturers monitor these specific in-
termediaries while taking into account their ancillary
nature and possible risks which could emerge.

POG supervisory activities also assess whether the mon-
itoring techniques put in place by manufacturers are ade-
quate and proportionate, taking into account the level of
complexity of the product, the target market characteris-
tics, and the distribution strategy.

5.4. ASSESSING WHETHER
MANUFACTURERS ADEQUATELY
REVIEW THE DISTRIBUTION
STRATEGY

POG supervisory activities also ensure that distribution
strategies are adequately reviewed, this includes wheth-
er, in their over-arching POG policy, manufacturers have
identified specific cases/issues stemming out of their dis-
tribution activities, where appropriate remedial actions
should be taken.

(®) See relevant requirements in Directive 2002/65/EC of the Europe-
an Parliament and of the Council of 23 September 2002 concerning the
distance marketing of consumer financial services and amending Council
Directive 90/619/EEC and Directives 97/7/EC and 98/27/EC.

5.5. ASSESSING WHETHER THE
DISTRIBUTION STRATEGY IS
APPROPRIATE AND WHETHER
ITHAS BEEN ADEQUATELY
IMPLEMENTED - DISTRIBUTORS’
PERSPECTIVE

POG supervision also assesses how distributors ensure
that their product distribution arrangements have appro-
priate measures and procedures to obtain all relevant in-
formation from the manufacturer on the insurance prod-
ucts they aim to offer to fully understand the product
(taking into account complexity and risks and the nature,
scale and complexity of their business).

POG supervisory activities also ensure that distributors
monitor their distribution activities, including how:

> They ensure compliance with the overall product dis-
tribution arrangements and the distribution strategy;

> They provide manufacturers with in-
formation, without undue delay,
on product-related developments and other intrinsic
and extrinsic factors which could misalign the prod-
uct with the needs, objectives and characteristics of
the target market or on other product circumstances
which may be a source of consumer detriment. This
includes:

= Whether distributors verify that products are
distributed within the target market and if not,
specific measures which should be taken; (%)

= Whether distributors verify that customers re-
ally understand the main characteristics of in-
surance product, therefore they do not have dif-
ferent expectations then stated in an insurance
contract and insurance terms.

They provide sufficient and pertinent justification to the
manufacturer where products were distributed outside
the target market and if necessary, consider changing the
established marketing strategy.

() E.g.duly inform the manufacturer, internal restriction of distribution
of such product.



EUROPEAN INSURANCE AND OCCUPATIONAL PENSIONS AUTHORITY

6. PRODUCT
MONITORING AND
REVIEW

The objective of product monitoring and review is to en-
sure that insurance products remain consistent with the
needs, characteristics and objectives of the target market
as well as to identify whether those products are distrib-
uted to the target market. Beyond this, it is also important
that manufacturers continuously monitor and regularly
review the products they have brought to the market to
identify events that could materially affect the main fea-
tures, the risk coverage or the guarantees of those prod-
ucts and have potential adverse effect on customers.

When assessing the procedures with respect to product
monitoring and review that manufacturers follow, POG
supervisory activities aim to look at whether the proce-
dures clearly state how insurance products should be con-
tinuously monitored and regularly reviewed and whether
these procedures have been applied in practice for their
products. The product monitoring and review should take
place on a proportional level vis-a-vis the product’s com-
plexity.

The overall product monitoring and review supervisory
activities aim to establish whether:

> Manufacturers have adequate and clear internal
POG procedures that state how products are mon-
itored and reviewed;

> The POG procedures have proportionally been ap-
plied in practice by manufacturers;

> There exists documentation that includes the ration-
ale and reasoning behind the decisions made / ac-
tions taken in relation to the product monitoring and
review activities; and

> There exists documentation of activities related to
product monitoring and review, such as: follow-up
actions, complaints received, expectations of cus-
tomers expressed during claims handling process,
monitoring reports, number of sales outside the tar-
get market and minutes for POG-related meetings.

6.1. ASSESSING THE PRODUCT
MONITORING

POG supervisory activities aim to look at whether the
procedures in respect to product monitoring are clear and
adequate and have proportionally been applied in prac-
tice. This includes:

> Whether elements/indicators are identified that are
used or looked at in order to identify events that
could materially affect the main features, risk cover-
age or guarantees of those products;

> How manufacturers assess whether the insurance
products remain consistent with the needs, charac-
teristics and objectives of the identified target mar-
ket;

> If relevant, how manufacturers assess that their
products are distributed to the designated target
market or whether they are reaching customers out-
side the target market; and

> What information (internal and external) or tools
manufacturers use or collect in order to monitor
products.

6.2. ASSESSING PRODUCT
REVIEWS

It is important that manufacturers regularly review their
products in order to assess whether the insurance prod-
ucts remain consistent with the needs, characteristics and
objectives of the identified target market.

POG supervisory activities that aim to look at whether
the procedures in respect to product review are clear and
adequate and have proportionally been applied in prac
tice, include:

> Whether manufacturers have determined the appro-
priate intervals for the regular review of their rele-
vant insurance products, thereby taking into account
i.e. the complexity of those products;

> An assessment of the elements manufacturers look
at during a product review. It is expected that man-
ufacturers look at product performance from a con-
sumer perspective. Examples of elements that man-
ufactures are expected to look at are:
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= Cost-efficiency which should include whether
the product is cost-efficient for customers;

= Usefulness (added value) of the product which
should include if it is still aligned with the char-
acteristics, objectives, and needs of the target
market - i.e., it brings value to the target market;

= Safety which should include if the product is
still safe for the target market taking into ac-
count its objectives, needs and characteristics
and market conditions or whether it leads to
customer detriment;

= Comprehensibility which should include an
assessment of whether the product and its fea-
tures (e.g. fee structure) are not unnecessarily
complicated for the target market; and

= Whether the target market is (still) adequately
defined.

Nonetheless, the adequacy of the frequency of product
reviews must take into account the size, scale, contractual
duration and complexity of products, their distribution
channels and any relevant external factors (e.g. changes
in legal rules).

Apart from the regular product reviews, it is important
that, for all products, manufacturers have a process in
place that determines when ad hoc or trigger-based re-
views must be performed. POG supervisory activities aim
to look at whether indicators are identified that would
trigger such a review, such as: legal changes, frequent
selling outside target market, complaints or high claims
ratios/rejection rates.

The scope of the triggers should take into account the
type and complexity of the products. For example, for
unit-linked life insurance products, a significant decline in
the value of relevant underlying assets could be consid-
ered a trigger, or, significant changes in the case of asset
allocations by policyholders, or in motor third party liabil-
ity insurance products, new regulations are put in place. It
is expected that manufacturers collect information based
on the nature and complexity of the product and the
characteristics of the target market in order to identify
ad hoc triggers.

6.3. ASSESSING THE FOLLOW UP
ACTIONS

It is expected that manufacturers adequately follow up
on the outcomes of the product monitoring and review.
When manufacturers identify circumstances - related
to the insurance product, including the target market’s
needs, objectives and characteristics - that may adverse-
ly affect customers, they shall take appropriate actions to
mitigate the situation and prevent further occurrences
of the detrimental event. Manufacturers shall promptly
inform concerned insurance distributors and customers
about the remedial action taken.

POG supervisory activities will aim to look at whether
manufacturers have in place a clear and sufficient process
to identify the types of follow-up actions to take place
following the outcomes of the monitoring process and
have put this in practice for their products. Examples of
follow-up actions can relate to:

> The distribution strategy;
> The type of products commercialised;
> The target market; and

> Product information.
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ANNEX | -POG PROCESS

Figure 1 Overview of the POG process and reference to guidance provided in each Chapter

Systems and controls
(Section 2)

Does the manufacturer's POG
Policy provide for system and
controls for every step of the POG
process?

Does the distributor’s distribution
strategy provides for systems and
controls to monitor potential
conduct risks — e.g., conflicts of
interests?

Product testing

(Section 4)

4 h

Does the POG Policy adequately Does the POG Policy adequately
identify the criteria for the level of provide guidance on product
complexity of products and for the testing?
target market assessment?

—> Have products in scope been

Have the level of complexity and < adequately tested?
target market been adequately
identified for specific products? Does the testing require a review
of the target market / product?

Target market

assessment
(Section 3)

Distribution strategy

(Section 5) \

Is guidance on the POG policy sufficient?

Product monitoring
and review

(Section 6)

Has the distribution strategy been adequately
developed and implemented by the manufacturer

Has the manufacturer identified adequate and distributors — taking into account the target’s
product monitoring ‘indicators and tools’ in market characteristics, needs and objectives
the POG Policy and for specific products? (connection with Section 3)?

Has the manufacturer adequately identified <+— Does the distribution strategy adequately

triggers for review and adequately defined consider/mitigate risks emerged from the product

the regularity of review intervals? testing (connection with Section 4)?

Does the review require, a re-assessment of Does the distribution strategy ensure good

the target market (Section 3 and 4), a review communication between the manufacturer and

of the product (entire POG process), a review distributors to ensure the product is sold within the

of the distribution strategy (Section 5)? target market and to capture potential risks for
k J Qonsumers (connection with Section 6)?
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The EU Open Data Portal (http://data.europa.eu/euodp/en) provides access to datasets from the EU. Data
can be downloaded and reused for free, for both commercial and non-commercial purposes.



https://europa.eu/european-union/contact_en
https://europa.eu/european-union/contact_en
https://europa.eu/european-union/index_en
https://op.europa.eu/en/publications
https://europa.eu/european-union/contact_en
http://eur-lex.europa.eu
http://data.europa.eu/euodp/en

m
Q
N
(@)
o)
N
@
m
Z
p

EUROPEAN INSURANCE AND
OCCUPATIONAL PENSIONS AUTHORITY

Westhafenplatz 1,
60327 Frankfurt am Main, Germany

m Publications Office ISBN 978-92-9473-268-2
of the European Union




	Background
	1. Introduction
	1.1. Objective of POG supervision
	1.2. Target of supervisory action
	1.3. Supervisory approach
	1.4. Assessment of proportionality, adequacy and appropriateness following a risk-based approach to POG supervision 

	2. Systems and controls
	2.1. Assessing whether the over-arching POG policy and systems and controls maintained by manufacturers are adequate and proportional
	2.2. Assessing distribution arrangements maintained by insurance distributors 

	3. Target Market Assessment 
	3.1. Assessing the complexity of the product
	3.2. Assessing the definition and identification of the target market
	3.3. Assessing the proportionality and granularity of the target market

	4. Product Testing
	4.1. Assessing the scope of product testing 
	4.2. Assessing the manufacturer’s consideration of the value and utility that products offer to the target market  

	5. Distribution Strategy
	5.1. Assessing the appropriateness of the distribution strategy – manufacturers’ perspective 
	5.2. Assessing whether the information exchange between manufacturers and distributors is adequate
	5.3. Assessing whether distribution activities are adequately monitored
	5.4. Assessing whether manufacturers adequately review the distribution strategy
	5.5. Assessing whether the distribution strategy is appropriate and whether it has been adequately implemented – distributors’ perspective 

	6. Product Monitoring and Review 
	6.1. Assessing the product monitoring
	6.2. Assessing product reviews 
	6.3. Assessing the follow up actions

	Annex I – POG Process 

