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Introduction

1.1 The Mission of the Central Bank of Ireland (‘the Central Bank’) isto
serve the public interest by safeguarding monetary and financial
stability and by working to ensure that the financial system operates
inthebest interests of consumers and the wider economy.Inits
Strategy?, the Central Bank has outlined four connected themes,
which have been identified as critical to the successfuldelivery of its
mandate. Thetheme of ‘Safeguarding’ - continuingto evolve our key
policy frameworks and approaches, strengthening our ability to
maintain pricestability and theresilience of the financial system,
whileensuringthe bestinterests of consumers are protected- is
particularly relevantin the context of this Consultation Paperon

Guidancefor (Re)Insurance Undertakings on Intragroup Transactions
& Exposures (‘the Guidance’).

1.2 Furthermore,inthespirtof thetheme‘Openand Engaged’ -
emphasisingthecritical priority for the Central Bank of listening to
our stakeholders, buildingdialogue and learning,so that we can
contributeto building trustin thefinancial system and foster awider
understanding of the Central Bank’s role - this Consultation Paper
seeks stakeholder views on the proposed Guidance.

1.3 The Central Bankis proposingtointroduce the Guidance (as set out
in Schedule 1 of this ConsultationPaper), withthe aim of being more
transparent aboutits expectations with regardto intragroup
transactions & exposures of (re)insurance undertaking supervised by
the Central Bankandindoingso to promotealevel playingfieldin
thisregard. The Central Bank has considered proportionality in

developingthis Guidance and will take a proportionate approachin
any future supervisory engagement with (re)insurance undertakings.

Consultation process

1.4 The Central Bankinvites general feedback on the Guidance from
interested stakeholders, including (re)insurers, representative bodies
and industry consultancies. When submittingaresponse viaemail,
the Central Bank asks that respondentsinclude the following subject
headingin their email “CP 150: Consultationon Guidance for
(Re)Insurance Undertakings on Intragroup Transactions &
Exposures” and address their response to

1 Central Bank of Ireland Strategy - published Sept 2021
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insurancepolicy@centralbank.ie. We will send an acknowledgement
to all responses received by email.

The consultationwillremain open for 12 weeks from 4 July 2022.

Itisthe policy of the Central Bankto publishall responsestoits
consultations. The Central Bank will make all submissions available
onitswebsite. Commercially confidential informationshouldnot be
included in consultation responses. Information deemed potentially
libellous or defamatory will not be published. The Central Bank will
acceptnoliability in respect of any informationprovided, whichis
subsequentlyreleased, or inrespect of any consequential damage
suffered asaresult.
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Schedule 1

Proposed Guidancefor (Re)lnsurance
Undertakings onIntragroup Transactions &
Exposures

Part A: Introduction

1. Background

1 Many(re)insurersestablished in Irelandare part of large international
(re)insurancegroups and,as such, the Irish (re)insurer benefits from
the financialresources and other supports a groupcan provide.
Intragroup arrangements canfacilitate synergies withinagroupand
thereby lead to healthy cost efficiencies and profit maximisation,
improvements to risk management, and more effective controland use
of capital and funding. However, material intragroup financial links
throughintragrouploans,intragroup reinsurance, and centralised
treasury management functions, forexample, and adependence on the
parentfor capital, may expose a (re)insurer to high levels of
concentration and other risks2. Furthermore, as intragroup
arrangements may be more commonly perceived as being ‘less risky’
than external arrangements, there may be a heightened risk of
inadequate governance and/or recording of intragroup arrangements
by a (re)insurer. Assuch, the Central Bank believes that the
management and supervisionof intragroup arrangements merits
special attention.

2  Thesupervisionof intragroup transactions (‘IGTs’) and risk
concentrationsis animportant aspect of group supervision under the
Solvency Il framework. Moreover, there may be specific cases where
the supervision of IGTsis the only aspect of group supervision thatis
carried out by the group supervisor®. Where an Irish (re)insurer is a
subsidiaryof aninsurance group headquartered either inthe EEA or an
equivalent third country, therole of group supervisor falls in most

2 Supported by the findings of Thematic Reviews on counterparty risk conducted by the
Central Bank in 2020 and 2021 as communicated inthe Insurance Quarterly Newsletter
June 2021 Edition ;

3 Particularly where the ultimate parent undertaking is a mixed activity insurance holding
company (‘MAIHC’) as per Regulation 268 of SI 485 of 2015
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instances to therelevant supervisory authorities in these jurisdictions.
The Central Bank contributes to the supervision at the level of the
group through its participationin therelevant College of Supervisors.
Whilerecognisingthe overallresponsibility of the group for the
oversight and management of significant IGTs and Risk Concentrations
and the benefits that this brings to the solo (re)insurer, the Central
Bank believes that strongand robust oversight and monitoring of IGTs
at the(re)insurer level isparamountin promoting good risk
management, protecting policyholders and ensuring asound financial
position of the Irish (re)insurer.

3 Fromarecoveryor resolution perspective, IGTs can also affect the
solvency and liquidity position of individual (re)insurers withinagroup,
as well asthegroupitself. The Central Bank expects an appropriate
level of local risk management by (re)insurers and that (re)insurers
have sufficientlocal substance and governance proceduresin place so
that the (re)insurer could continue to operate in the event of a severe
stressinthe group or evenfailure. The Central Bankbelieves that
robust mechanisms should be putin place by (re)insurerstoidentify
and assess arange of actions they may take in order to restore their
financial positionor maintaintheir on-goingviability in theeventof a
severe stress event, at (re)insurer and/or grouplevel. This Guidance
should bereadin conjunction with the Central Bank’s Recovery Plan
Guidelines for (Re)insurers 2021 whichsets out the expectations of
the Central Bankregarding the content and format of arecovery plan,
which mustinclude details of both material intragroup arrangements

and their interconnectedness with the broader group towhichthe
(re)insurer belongs.

4  The Central Bank expects thatacomprehensivereview and
monitoringof IGTsis adequately applied at (re)insurer level and that
thereis noundueinfluence or controlfromthegroup or overreliance
ongroup practices, policies and procedures.

2. Application of the Guidance

5 ThisGuidanceisaddressed to insurance and reinsurance undertakings
authorised by the Central Bank which are part of agroup and which,
for the avoidance of doubt, includes captive (re)insurers and branches
of third-countryinsurance undertakings authorised by the Central
Bank, together hereinafter referred to asa (re)insurer.
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6 The Guidanceapplies from [date of publication].

3. Status

7 The Guidancedoes notintroduce any new requirements on
(re)insurersinrelation to IGTs. Rather, the Central Bankwishes to
clarifyits expectations on what compliance with the existing Solvency
Il requirements mightlook like for (re)insurers. As such, the Guidance
should bereadin conjunction with the existing legislative
requirements

8 The Guidancedoes not purportto addressindetail, every aspect of a
(re)insurer’s legal and regulatory obligations with respect to IGTs and
should bereadin conjunction with relevant European and Irish
legislation, regulations, and guidelines. In the unlikely event of a
discrepancy between the Guidance and relevant legislation, the
primacy of thelegislationwill apply. Where existing legislation,
regulations or guidanceisless prescriptive or silent on certainmatters,
the Central Bank expects that (re)insurersrefer to the specific
expectationssetoutinthis Guidance.

9 The Guidanceshould not be construed as legal advice or legal
interpretation. Itisamatter for (re)insurers to seek legal adviceif they
areunsureregardingtheir obligations as they apply to their particular
set of circumstances.

10 The Central Bank may periodically update elements of this Guidance
toreflectchangesin Central Bank policy or other developments
stemmingfrom,interalia, changesto EUor Irish law.

Part B: Guidance

11 Section 1sets outthe expectations of the Central Bankinrelationto
the governance and risk management of intragroup arrangementsin
general. Section 2 focuses on three key exposures namely: (i)
intragroup assets; (ii) intragroupreinsurance; and (iii) cash
pooling/treasury function arrangements as these are the most
significant exposures observed by the Central Bank.
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The Central Bank, expects (re)insurers to consider the Guidance and
adopt appropriate measures in aproportionate way to ensure that the
risks associated with IGTs are properly identified and integrated in
their capital considerations, governance and risk management
frameworks. The Central Bank expects (re)insurers to demonstrate
how they have done this, if requested to do so by the Central Bank.

Where (re)insurers adopt practices different to those containedin this
Guidancetheywill be expected to explain to the Central Bank, upon
request, the reason for proceeding with such different practices.
(Re)insurers mustbe ableto clearly evidencetherationalefortheir
approach and that the approach has been considered and approved by
the board.

1. Governance and Risk Management

14

15

16

The Central Bank expects that clear roles and responsibilities for all
key functions, including the risk management function, withregard to
the identification and management of risks introduced by IGTs are
appropriately defined by the (re)insurer. The Central Bank expects
that the (re)insurer’s internal audit functionconducts regular audits of
IGT risk management.

Inadequaterisk appetites and risk registers can resultin material risk
concentrations not being fully understood and considered by the
board of the (re)insurer. As outlined in the Corporate Governance
Requirements for Insurance Undertakings 20154 risk appetite
statements andriskregisters arekey toolsin anyrisk management
framework. (Re)insurersare expected to define Group Counterparty
risk, calibratetolerance levels and ensurethese are sufficiently
detailed to allow for the appropriate tracking of this risk against the
agreed appetite.

The Central Bank expects that (re)insurersinclude detailed metricsin
their risk appetite statements around levels/limits of intragroup
arrangements the (re)insurer iswilling to take on. The Central Bank
expects that (re)insurers demonstrate that theseintragroup
arrangements have been appropriately reviewed and approved by the

4 And similarly the Corporate Governance Requirement for Captive Insurance and Captive
Reinsurance Undertakings 2015

Central Bank of Ireland Page 8

(Re)insurers will be
expectedto
demonstrate that due
care, attention,
consideration and
approval of IGTs has
been given by the
(re)insurer and that
there is no undue
influence or control
from the group or
overreliance on group
practices, policies and
procedures.
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board, takinginto considerationthe (re)insurer’s risk management
policies, procedures and overallrisk appetite.

17  Policies,suchastheliquidity, counterparty and investment risk
management policies, should be established at the (re)insurer level,
clearly settingouttheinternal limits setin linewiththerisk appetite;
and the frequency with which intragrouparrangements arereviewed
and approved by the board.

18 Itisnotsufficientfor a(re)insurertorely ongroup risk appetite
statementsor policies without due consideration being given to how
and whether group policies and procedures appropriately reflect the
(re)insurer’srisk exposures, tolerances and requirements. The Central
Bank expects that, whererelevant, the group policy would be
appropriately adapted with respect to the (re)insurer.

19 (Re)insurers areexpected to consider whether IGTs are appropriately
and accuratelyreported, including whether the levels of IGTs
(re)insurersarerequired to report to the Central Bank align with those
inthefinancial statements.

The Central Bank expects (re)insurers to extend the same level of oversight to anintragroup
counterparty exposure as they would to an external counterparty.

Where (re)insurers enter into intragrouparrangements, the ensuingrisks are appropriately
detailed in their risk register and the risk appetite statementincludes detailed metrics on the
levels/limits of intragroup arrangements that (re)insurers are willing to take on, inter alia,
counterpartyrisklimits (single name, sectoral and geographic).

(Re)insurers are ableto evidence that the board has appropriately considered its ongoing
compliancewith the pre-defined appetite for intragroup arrangements and that any KRIs set
outinitsrisk appetite statement have been appropriately embeddedin the (re)insurer’s risk
management framework generally.

All deliberations by the board are fully documented, withthe minutes of meetings providing

sufficient detail evidencing appropriate board attention, the substance of discussions and
their outcome, in accordance withthe >, Material
intragroup arrangements should beregularly reviewed for their on-going appropriatenessin

5 Section 16 of the Corporate Governance Requirements for Insurance Undertakings 2015
and Section 14 of the Corporate Governance Requirement for Captive Insurance and
Captive Reinsurance Undertakings 2015

Page 9

Back to “Contents”


https://www.centralbank.ie/docs/default-source/regulation/how-we-regulate/codes/gns-4-1-7-corgovreq-insundertakings2015.pdf?sfvrsn=6

Consultation Paper No 150 | Central Bank of Ireland Page 10
Guidance for (Re)Insurance Undertakings on Intragroup Transactions & Exposures

respect of the (re)insurer and for their ongoing compliance with the pre-defined appetite for
these arrangements.

Riskmanagement policies (inter alia liquidity, counterparty, reinsurance and investment)
include definitions of and limits on intragroup arrangements and outline the frequency with
which intragroup arrangements are reviewed and approved by the board.

Where (re)insurersimplement group policies and procedures, they arein a position to
demonstrate how these group policies and procedures appropriately reflect the (re)insurer’s
risk exposures, tolerances and requirements.

The (re)insurer’s internal audit function includes regular audits of IGT risk managementinits
overall audit planning.

(Re)insurers are expected to consider whether IGTs are appropriately and accurately

reported, includingwhether the levels of IGTs (re)insurers arerequired to report to the
Central Bank align with those in the financial statements

2. Key Exposures The Central Bank
I. IntragroupAssets expectsthata
20 Intragroup assets may significantly affect the level and quality of the (re)insurer applies the
capital resources of the group and of its subsidiaries®. In considering same level of
this topic further, the Central Bank has focused on intragrouploans as oversighttoan
a subset of intragroup assets, as this is what we see most frequently, to intragroup
set outour expectationsin thisarea. Theseareloansfrom anIrish counterparty
(re)insurer to other entities withinits group. exposure as it would
anexternal
21 The Central Bankexpects (re)insurersto formally documentall counterparty.

intragroup loans and ensure that aboard approved processisin place
inrelation totherenewal of,or increase in, these types of
arrangements. The Central Bank also recommends that all material
intragroup loans be reviewed annually, by theboard, to ensure, inter
alia, compliancewith the (re)insurer’sown policies and procedures.

PrudentPerson Principle (PPP)

22 Solvency Il outlines specific requirementson (re)insurersinrelationto
the investment of their assets’. The PPP requirements include
standardsinrelation to portfoliodiversification, the use of financial

¢ Inter alia through the multiple gearing of capital, fungibility of capital and free
transferability of assets across group entities
7 Regulation 141 of SI 485 of 2015
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derivatives, exposureto unregulated markets and risk concentration,
asset-liability matching, and the security, quality and profitability of
the wholeinvestment portfolio. In linewith these requirements,
(re)insurersarerequired to make their own judgments about the way
they prudently managetheir business for the purposes of therisk
management requirements under Solvency Il. Incompliancewiththe
PPP under Solvency Il (re)insurers should avoid any excessive
concentration ofassetsin any one specific asset class or counterparty,
especiallywherethatassetisilliquid. The Central Bank expects that
investment policies include limits on the amount of funds which can be
invested withinthe group and that concentrationlimits are
appropriately applied to all investments (internal and external).

23 In accordancewiththe PPP, assets backing Technical Provisions (TPs) (Re)insurers are

must beinvested in a manner appropriateto thenatureand duration expectedto be able to

of the (re)insurer’sinsurance and reinsurance liabilities and in the best

_ . o o demonstrate how
interests of all policyholders andbeneficiaries takinginto account any investments in
disclosed policy objectives®. This has particular implications for certain .

intragroup

intragroup assets such as intragroup loans. Investmentsin, or loans to, arrangements comply

with the relevant
Solvency Il
requirements that
apply e.g.Prudent
Person Principle and
Arm’s Length Criteria.

other group companies may beintheinterests of shareholders but
they may not necessarily bein the best interests of policyholders. If a
conflictof interest arises, the PPPrequires that the investment of
assets ismadein the best interest of policyholders and beneficiaries’.
Whilethis provision applies to all asset classes, investmentin
intragroup assetsin particular mayincrease therisk of conflicts of
interest arising, for example, between shareholders and policyholders,
between subsidiaries and parent companies, and between
policyholdersindifferent subsidiaries. Therefore, the Central Bank
expects (re)insurersto clearly demonstrate that aninvestmentin
intragroup loans, forexample, isin the best interest of the
policyholders and beneficiaries and itis considered appropriate for
covering the(re)insurer’s TPsor SCR, as appropriate.

24 The Central Bankexpects (re)insurersto be able to demonstrate that
levels of intragroup assets do not exceed thresholds of prudency and
that any resultingreduction in quality or quantity of the (re)insurer’s
investmentsisin accordancewith the (re)insurer’srisk appetite.

8 Regulation 141(2)(c) of SI 485 of 2015.
? Regulation 141(2)(d) of SI 485 of 2015
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25 The Central Bankwill also consider the (re)insurer’s application of the
arm’s length criteria’®regarding the valuationof intragroup assets. The
conceptof anarm'slength transaction assumes that both parties to the
transaction are knowledgeable and willing parties actingin their own
self-interest and are not subjectto any pressure or duress fromthe
other party. Whereintragroup assets are not valued in accordance
with the‘arm’slength criteria’ this may be disadvantageous for one of
the counterparties to thetransaction and may pose ariskto the
(re)insurer and/or the group. A common supervisory concern with
intragroup assetsisthatasubsidiaryinagroup could be asked to
sell/buy at a price lower/higher than the market price and/or under
less favourable conditions than those set by the marketin order to
benefit another entity within the same group. For thatreason, the
Central Bankexpects (re)insurers to demonstrate compliance withthe
arm’s length transaction criteriawith respect to the valuation of
intragroup assets.

Own Funds

26 Ownfunds calculations, for the purposes of assessing compliance with
regulatory capital requirements (Eligible Own Funds), is an areawhere
intragroup assets may haveanimpact. Although intragroup assets
generally do not create own funds themselves, because of the nature
of someintragroup assets it may bethat therequired criteriaor
featuresfor classificationof existingownfunds into certaintiers are no
longer met when theintragroup assets are taken into account.
(Re)insurersshould bein apositionto demonstrate howthey have
classified the own funds as per the criteriaset out under Solvency I1%,
consideringwhethertheitem is free from encumbrances®? (after
takingintragroup assetsinto account).

10 Regulation 82 of Sl 485 of 2015

11 Commission Delegated Regulation (EU) 2015/35, Articles 69-79

12 Regulation 107 of S1485 of 2015 and Guideline 13 in EIOPA’'s Guidelines onthe
classification of own funds

Central Bank of Ireland Page 12
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Investments inintragroup assets comply with the PPPrequirements and (re)insurers

consider how theseintragroup assets affect the security, quality, liquidity and profitability of
the portfolioas awhole.

The (re)insurersinvestment policies include limits on the amount of funds which can be
invested within the group and concentration limits are applied to all investments (intragroup
and external).

Nosingleintragroupassetis significant enough to threaten the (re)insurer’s solvency or
financial position. Concentrationof risks in asingle group undertakingis avoided or
sufficiently mitigated (for example through use of collateral).

(Re)insurersinvestigate, and are able to clearly demonstrate, that thereis no material
conflict of interestintroduced by investmentin intragroup assets. Where a conflict does

arise, itis appropriately managed andresolved in the bestinterest of policyholders,even
wherethis may mean no longer investing in that asset.

(Re)insurerssubjectintragroupassets to at least the same level of ‘arm’s length’ scrutiny and
risk management as other assets.

(Re)insurers are able to demonstrate how they have taken intragroup assets into account in

classifying the (re)insurer’s own funds in compliance withthe criteria set out under Solvency
%3,

(Re)insurerswith significant concentrations in intragroup loanarrangements perform

suitable stress testing of the relevant exposures (for examplein the ORSA, orinapre-
emptiverecovery plan).

Il. IntragroupReinsurance

27 Reinsuranceisanefficienttool for (re)insurers to managetheir risks
accordingto their strategy and capacity. Intragroup reinsurancein
particular can enable the appropriatetransferof risk within awell-
diversified group of companies. However, as with all risk-mitigation
techniques, itisimportant to understand any associated risks. Itisalso
worth notingthat whereintragroup reinsuranceresultsina
reinsurance asset featuring on the balance sheet of the (re)insurer, this
asset contributes to the exposure to group, and must be considered
under thearm’s length criteriaand Prudent Person Principle.

13 Commission Delegated Regulation (EU) 2015/35, Articles 69-79
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Default and Downgrade

28

29

30

Itisimportantfor (re)insurers to be aware of the potential impact of
adverseoutcomesin relation to reinsurance exposures. Reliance on
the Standard Formula capital calculations to quantify the exposureis
unlikely to be sufficient, as some aspects such asdowngraderiskand
concentration risk may not be fully captured in the Standard Formula.
Thereforethisshould be further considered within therisk
management system of the (re)insurer.

For example, (re)insurers are expected to include robust Group
Counterparty Risk stress tests and reverse stress tests in their ORSA,
includingascenario of Group failure, and the resultingimpact on the
(re)insurer’s SCR and the MCR. In particular, the Central Bank expects
(re)insurerstoincludethefollowing elements in their assessment of
Overall Solvency Needs (OSN) and to appropriately consider thesein
their pre-emptiverecovery plans:

A scenario showingsolvency coverage after default of therelevant
group reinsurance counterparty (or counterparties) - allowing for

actual losses of own funds including the changein the value of the
riskmargin;

A scenario showingsolvency coverage after downgrade of the
relevant group reinsurance counterparty (or counterparties) -

with theimpacton the Counterparty Default Adjustment (CDA)
and the SCRto be considered; and

Risk Appetitefor each of the above scenariosif they wereto
happen.

The Central Bank expects (re)insurersto include scenarios examining
the default or downgrade of the group (re)insurer. The Central Bank
expects (re)insurersto robustly monitor and measure material risks
arisingfrom intragroup reinsurance arrangements inorder to offset
any limitations of the Standard Formula when compared to the actual
riskprofile.

Risk Management

31

Inadequate or non-existentrisk appetite statements lead to risk

exposures with respectto intragroupreinsurance not beingidentified
or considered by theboard. A (re)insurer’s appetite regarding the use
of intragroup reinsurance arrangements is expected to beincluded in

The Central Bank
expects that
(re)insurersinclude
robust scenarios
looking at default or
downgrade of the
group reinsurer when
monitoring and
measuring all material
risksinrelationto
intragroup
reinsurance.
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the overall reinsurance policy and risk appetite statement and
appropriately documented on the (re)insurer’'sriskregister. The
appetiteshould be expressed in qualitative terms and include
guantitative metricsto allow (re)insurers to track performance and
compliance with the agreed strategy*. It is the responsibility of the
boardtoensurea (re)insurer’sreinsurance strategy is appropriate and
the level of the cover provided by thereinsurer is adequate. Any
reductionin SCR arisingfromthe reinsurance arrangement shouldbe
commensuratewiththelevel of risk thatis transferred'>. The board
and senior management are expected to consider the key aspects of
each contract and thatthereisadocumented processinplacein
respect of counterparty exposure.

Wherethe group strategy and group reinsurance programmeare
cascaded down to subsidiaries, itis not sufficient for theseto berelied
upon by the (re)insurer without due consideration being given to how
and whether they appropriately reflect theindividual (re)insurer’s
reinsurancerisk exposure. The Central Bank expects that, where
relevant, group policies would be appropriately adapted with respect
to the (re)insurer and that therisk transfer is sufficientin managing the
riskidentified at the (re)insurer level. Intragroupreinsurance
arrangements are expected to bereviewed and approved by the board
prior to thearrangements comingintoforce (i.e. not retrospectively
approved).

PrudentPerson Principle (PPP)

33

The general PPP requirements, outlined in para22-25 above, apply to
all assets, includingreinsurance arrangements. Intragroupreinsurance
transfers differ fromother intragroup investments as they typically
transfer risk away from the ceding (re)insurer in amannerdesigned to
ensurethatthe insuranceobligations are closely matched by the
reinsurance. As such,theinterests of policyholders and the interests of
the ceding (re)insurer arelikely to be better aligned than intragroup
loans, for example. Aswith any asset, (re)insurers are expected to take
a case-by-case approach to consideringwhether intragroup
reinsurance arrangements meet the PPP requirements. (Re)insurers
areexpected to take into account their particular circumstances,

14 Section 15.1 of the Central Bank’s Corporate Governance Requirements for Insurance
Undertakings 2015, and Section 13.1 of the Central Bank’s Corporate Governance
Requirements for Captive Insurance and Captive Reinsurance Undertakings 2015.
15 5ee EIOPA's Opinion on the Use of Risk Mitigation Techniques by Insurance and

Reinsurance Undertakings, July 2021
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includingtheimpact of various risk mitigation factors such astheuse

of collateral, when assessingwhether agiven arrangement complies
withthe PPP.

In linewith observed good practice, a(re)insurer’s ORSA includes robust Group

Counterparty Risk stress tests and reverse stress tests, including ascenarioof Groupfailure
demonstratingtheimpacton the (re)insurer’s SCR and MCR.

(Re)insurersinclude specific elements, outlined below, in their assessment of Overall
Solvency Needs (OSN) and appropriately consider these in their pre-emptive recovery plans:

A scenario showing solvency coverage after default of the relevant group reinsurance
counterparty or counterparties - allowing for actual losses of own funds including the
changeinthevalueof the risk margin;

A scenario showingsolvency coverage after downgrade of the relevant group

reinsurance counterparty or counterparties - with theimpact onthe Counterparty
Default Adjustment (CDA), as well as the SCR, to be considered; and

Risk Appetitefor each of the abovescenariosif theywereto happen (i.e. considering
whether the financial positionafter such an event would be acceptable, without
consideringthe probability of the event).

The (re)insurer’s counterparty risk policy clearly outlines the requirement forthe board to
document and consider the appropriateness of all material reinsurance contracts, both
external and intragroup, on atleast an annual basis. Allintragroup reinsurance arrangements
should be presented to the board in atimely manner for consideration and approval prior to
the arrangement cominginto effect.

Intragroup reinsurance arrangements are adequately factored into the HoAF opinionon
reinsurance and all associated risks are considered.

lll.  CashPooling/Group Treasury Arrangements

34 Many (re)insurersin Ireland are part of aninternational group andas
such, they benefit from the financial resources and other supports that
a group can provide. Many (re)insurersrely on grouptreasury
arrangements or have “cash pooling” arrangementsin place. The exact
arrangements vary considerably and they have differentimplications
onliquidity, counterpartyriskand hence the SCR calculation. “Cash
pooling”, althoughused commonly in the description of arrangements,
isnota legal or accounting concept. Rather, “cash pooling” is the
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reason for enteringinto certain transactions and not a meaningful
description of the transactions themselves. The Central Bank has
observed that although the structuring commonly takes the form of an
intragroup loan, “cashpooling” arrangements can also be structured in
such away as to meet the accounting definitionof ‘cash’ (or cash
equivalents).

Treatment of “cash pooling” arrangements for SCR purposes

35

36

(Re)insurersshould haveaclear understanding of how the “cash-
pooling” arrangement should be treated in the SCR calculation,
including the correct credit rating for the counterparty?¢.

(Re)insurers should be cognisant of thefact that a cash pool held within
a group or parentundertaking may not present the features of being
immediately available to them (i.e. in the way that for example cash
held inabankdepositaccountin the (re)insurers name may be). Key
questionsfor (re)insurers when categorising arrangementsinclude,
inter alia:

Where exactly are the (pooled group) funds heldi.e.in which
external bankaccount? Inwhichcountry?

In whosenameis that external account?

Who administers and controls the account and has signing
authority to extract funds from that account?

37 Thefollowingtreatment should be applied by (re)insurers oncethe

transaction structure has been appropriately identified:

If structured asaloan,itshould betreated as aloan and captured

by the spreadriskand concentrationriskelements of the
Standard Formula;

If notaloan,andiscash (or equivalentto cash)in thefinancial
statements, it should betreated as “cash atbank” in the Type 1
counterparty risk element?’ of the standard formula;

Ifitisnotaloan,andisnottreated ascash,its treatment needs to
be investigated in moredetail.

16 Article 5 of the Commission Delegated Regulations sets out how to use credit
assessments appropriately
7 Article 189(2) of the Commission Delegated Regulations sets out the Type 1 exposures
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havea clear
understanding of how
their “cash-pooling”
arrangement should
be treatedin the SCR
calculation,including
the correct credit

rating for the
counterparty.
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Governance & Risk Management

38 Solvency 1 requires that the group internal control mechanisms shall
include sound reporting and accounting procedures to monitor and
manage theintragroup transactions and therisk concentration.In
many cases, (re)insurers opt to outsource their cash management
function to agroup treasury function. (Re)insurers are required to
ensure appropriate governance and compliancewith Solvency Il
requirements (including outsourcing requirements) in respect of these
arrangements. Operational synergies arising from the use of group
treasury functions should be included in the (re)insurer’s liquidity

policy.

39 The Central Bank expects (re)insurersto adequately consider any
potential additionalrisks to the (re)insurer arising from cash-pooling
arrangements. Risk management policies should clearly set out how
the (re)insurer categorises these types of arrangements; the internal
guantitativeinvestmentlimits setin linewiththerisk appetite; and the
frequency with which these arrangements are reviewed and approved.
The Central Bank expects (re)insurers to define and operate within the
limitssetoutinitsrisk appetite and related risk management policies
and that quantitative investment limits are consistent with the board'’s
risk appetite. The board should give due consideration,documenting
all decisions, as to whether therisks posed by these types of cash
pooling arrangements are consistent with the (re)insurer’s risk
appetiteand that these types of arrangements are, and continue to be,
appropriatein respect of the(re)insurer.

Prudent Person Principle

40 The Central Bankwill review and assess any cash pooling
arrangements for compliance with the general PPPrequirements, as

set outin para22-25 above.
Own Funds

41 Asoutlined above, cash pooling transactions will not constitute Own
Funditemsinthemselves, but they might have animpactonthetiering
considerations of other instruments. Consideration should be given to
whether anyrelated Own Fund item isencumbered and therefore may
notbe immediately available to absorb losses.

18 Regulation 247 of S1485 of 2015
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(Re)insurers enteringinto “cash pooling” or similararrangements can demonstrate aclear
understanding of the transaction structure and howthetransactionwill be reported in the
financial statements and Solvency Il Balance Sheet of the (re)insurer.

In calculatingthe SCR, (re)insurersonly treat cash pooling as exposureto a Type 1

counterparty if thetransactionis beingtreated as “cash or cash-equivalents” inthefinancial
statements.

In calculatingthe SCR for a cash pooling transaction, (re)insurers use the credit rating of the
counterparty they are transactingwith, named as per the cash pool agreement.

Where (re)insurers choose to enter these types of cash pooling arrangements, they are
clearly defined - i.e. asloans or cash on the Balance Sheet with evidence supporting that
definition - in therisk management policy (e.g. liquidity policy, counterparty policy).

(Re)insurerswith significant cash pooling arrangements performsuitable stress testing of
the relevant exposures (for exampleinthe ORSA, or in a pre-emptive recovery plan).

Investments in cash pooling agreements comply with PPPrequirements and (re)insurers
consider how theseintragroup assets affect the security, quality, liquidity and profitability of
the portfolioasawhole.

No single cash poolingarrangementis so large that it threatens the (re)insurer’s solvency or

financial position. Concentrationof riskin asingle groupundertakingis avoided or
sufficiently mitigated.
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