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Introduction

In 6 October, IVASS published Consultation Document No. 8/2023 (“Document”) relating to a Draft Letter to
the Market on the insurance product oversight and governance (so-called POG). The Document setfs out
certain supervisory expectations in relation to the fulflment of existing POG obligatfions by insurance
undertakings.

The recommendations are addressed to insurance undertakings with their head office in Italy and Italian
branches of non-EU undertakings.

Any comments and remarks on the Document may be sent to IVASS at |efteraalmercatoPOG@ivass.it by 6
November 2023.

01. Supervisory expectations

In the context of the corporate governance system, IVASS expects the following:

1.

integration of the POG process into insurance undertakings’ corporate governance, risk management
and control system, which should also be adequately considered in their organisational structure;

inclusion in the POG policy of clear guidelines for the identification, with sufficient granularity, of target
markets and the performance of testing activities, franslating the product's value-for-money targets
info operational limits and measurable quantitative thresholds;

inclusion in the product approval process of checks by key functions over product testing actfivities
conducted by internal business units, through a comprehensive and independent review. In such
confext, it is also required that a special committee be established for the approval of new insurance
products;

that the administrative body also takes the conduct risk associated with POG obligations into account
when defining the Risk Assessment Framework and the risk management system. In particular, as a
non-compliance risk, the Authority expects insurance undertakings to take appropriate measures to
mitigate the risk.

As to the identfification of the target market and the value for money of the product, IVASS further expects

that:

5.

the target market is adequately granular, having specifically regard to the variables provided for by
the applicable regulations. This principle applies especially to IBIPs, including products that allow
different investment options (Multi Option Products - MOPs), due fo their higher level of complexity;

insurance undertakings identify different degrees of complexity in which IBIPs can be classified, taking
info account, among other elements, the structure and functioning of the product, as well as its
comprehensibility to the customer;

the segmentation of the target market for MOPs is consistent with the number of investment options
offered by the insurance undertakings. In relation to such products, it is also required that each
“standard” combination of the most significant investment options meet the needs, characteristics
and objectives of a specific target market;

customer-side product testing activities, relating to the value for money, are carried out separately,
but consistently with assessments made by the insurer on product profitability and sustainability;
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9. the product testing activity is (i) defined in accordance with the granularity of the target market and
based on realistic data; (ii) defined with metrics and thresholds that, if not met, lead to the application
of corrective actions; (i) executed in a fraceable manner;

10. the profit test plays a key role in the product testing activity and jointly considers returns and costs
borne by the client, as well as the impact of inflation, where relevant. The profit test of MOPs, in
particular, should be conducted with respect to the individual combinations of investment options
considered most significant;

11. the customer-side profit test leads to a reasonable value of the product to the customer, otherwise
companies are required fo take corrective action, including not selling the product;

12. the qualitative component does not play a key role in the product test and includes only those
elements (ESG factors or voluntary switching options), which meet the needs of the target market and
have not already been valued in the quantitative analysis;

13. the testing activity concludes with a final judgement summarising the various evaluations, expressing
the value of the product for the customer and certifying its effective compliance with the
characteristics and objectives of the target market;

14. the methodology for monitoring and reviewing the product is consistent with that adopted during
festing, faking info account the experience gained from pre-market evaluations;

15. with regard to IBIPs, a periodic review of the products in the portfolio is carried out in accordance with

the principle of proportionality and irrespective of the occurrence of a "significant change" or of the
date on which the distribution of such products started.

02. Considerations

The purpose of the Document is fo provide some practices that represent for the Regulator an adequate
implementation of existing provisions regarding POG, having considered the persistent shortcomings found
following ifs supervisory activity on these aspectss. Although being an explanatory non-binding document,
insurance undertakings will in fact be required to comply with the recommendations contained therein, given
that, in exercising its supervisory activity, IVASS will assess the level of compliance of insurance undertakings'
practices with these indications.

Considering the degree of detail provided, complying with supervisory expectations will certainly be a
challenge for insurance undertakings.

The main impacts of the Letter to the Market are likely to concern the strengthening of the governance system
of the POG process, especially in relation to the corporate bodies and key functions involved, and the
conseguent integration of this process into the internal conftrol system, as well as the formalisation, in the terms
described above, of product testing activities, in line with the most recent EIOPA guidelines on the matter.

Lastly, although the Document does not apply to EU insurance undertakings that operate in Italy under right
of establishment or freedom fo provide services regime, IVASS has specified thatitintends to take info account
and represent such expectations to the supervisory authorities of the home Member State, within the
framework of the relationship of cooperation between authorities, in order to promote equal protection for
Italian policyholders. The clarification seems to suggest IVASS' wish to harmonise the application of the POG
rules fo the distribution of insurance products in Italy, making such Document also of interest to EU insurance
undertakings operating in Italy.
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Insurance Law Department

The Insurance Law Department of Legance is at your disposal for any clarification and in-depth analysis, also
in relation to specific cases.

For further information:

Gian Paolo Tagariello 439 06.93.18.271

Senior Partner

Armenia Riviezzo +39 06.93.18.271 ariviezo@legance.it
Managing Associate

Claudia Comi +39 02.89.63.071
Associate

or your direct contact at Legance.
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Contacts

Milan Via Broletto, 20 — 20121 - T +39 02 89 63 071
Rome Via di San Nicola da Tolentino, 67 - 00187 —=T +39 06 93 18 271
London Aldermary House, 10 — 15 Queen Street — EC4N 1TX —T +44 (0)20 70742211

info@legance.it - www.legance.com

The firm

Legance is an independent Italian law firm with expert, active and result-oriented lawyers, with a strong feam
spirit that has permitted a flexible and incisive organisational model that, through departments active in all
practice areas of business law, offers the right balance between the specialist and the lawyer as a global
consultant. Legance comprises more than 370 lawyers, working in its Milan, Rome and London offices, and
has a diverse and extensive practice covering the following areas: Administrative; Banking & Finance;
Compliance; Corporate Finance; Data Protection; Debt Capital Markets; Dispute Resolution; Employment
and Industrial Relations; Energy, Project & Infrastructure; Environmental; Equity Capital Markets; ESG and
Impact; EU, Anfifrust and Regulation; Financial Intfermediaries Regulations; Food; Insurance; Intellectual
Property; Investment Funds; Life Sciences & Healthcare; Non Performing Loans; Real Estate; Restructuring and
Insolvency; Shipping, Aviation and Transportation; Tax; Telecommunications, Media and Technology; White
Collar Crimes. For more information, please visit our website: www.legance.com.

Disclaimer

The only purpose of this Newsletter is to provide general information. It is not a legal opinion nor should it be relied upon
as a substitute forlegal advice.

This Newsletter is sent to persons who have provided their personal data in the course of professional relations, meetings,
seminars, workshops or similar events. You may also receive this newsletter because Legance was authorized. You may
finally receive it, because you have engaged Legance. If you wish not to receive the newsletter anymore, please write
an email to newsletter@legance.it and you will be removed from the list of recipients. Until you cancel yourself from the
list of recipients your personal data will be processed on paper or electronically for purposes which are related to the
existing professional relations, or forinformation and divulgation reasons, but are not communicated to third parties, unless
such communication isimposed by law or strictly necessary to carry out the relation. Data controlleris Legance - Avvocati
Associati. The list of the data processors is available if you write an email to clienti.privacy@legance.it. In any event, you
are entitled to your rights as set forth in the current data protection legislation. All the above requests must be forwarded
by mail privacy@legance.it.

Legance - Avvocati Associati and its partners are not regulated by the Solicitors Regulation Authority ("SRA") and the SRA's
compulsory insurance scheme does not apply to them (they are instead covered by equivalent Italian insurance). A list
of the partners of Legance - Avvocati Associatiis open to inspection at the office of its London branch at Aldermary House
10-15 Queen Street - EC4ANITX, and also on the following website https://www.legance.com/professionals/.
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