www.pwc.ch

Synopsis of the most
important regulatory
developments in insurance

Status as at 1 January 2018

Swiss insurance industry —
what counts

pwe



Introduction

Given the paramount importance for financial market participants in Switzerland to comprehensively imple-
ment the relevant legal regulations, it’s crucial to always have an overview of relevant regulatory changes in
insurance. To help you keep track, we have prepared this brochure, Synopsis of the most important regu-
latory developments in insurance. It contains an introductory presentation in graphical form and a brief
description of selected projects in financial market regulation and other areas. The projects are structured ac-
cording to the respective addressees and are presented in the chapters “Interdisciplinary projects” and “Insur-
ance”.

In particular, the new FINMA circular on outsourcing will have a major impact on financial market participants
and thus also on insurance companies. It will also be important to plan steps in connection with changes that
have already been published, such as implementing the new requirements of FINMA circular 2017/02 on “Cor-
porate Governance — Insurance” concerning the board of directors, which will enter into force on 31 December
2019.

We will be happy to help if you need support with projects or would like to gain further insights in the area of

supervisory regulation.

PwC Switzerland — Insurance Technical Office

Your contacts:

Michael Stampfli Véronique Besson

Leader Insurance Technical Office Leader Insurance Regulatory & Compliance
Birchstrasse 160, 8050 Zurich Birchstrasse 160, 8050 Zurich

+41 58 792 24 21 +4158 792 23 68
michael.staempfli@ch.pwc.com veronique.besson@ch.pwc.com
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Synopsis of the most important developments

(status as at 1 January 2018)

Interdisciplinary issues

o = a
& 3 e
[=% N N
— % o z o B = 2o 0o 29 o0 B 22 g
s B ° S a8 = B o O S a8
22 E0 = £E<=EEE8ZgdoznSEs <=3
Auditing
FINMA circ. 13/3 “Auditing” 5 | | 3 % | | | | |
Anti-money laundering/compliance
Federal Act to Increase the Effectiveness of 5

Combating Money Laundering and Terrorist
Financing o)

Anti-Money Laundering Ordinance (AMLO-
FINMA)

Organisation of financial market

Financial Services Act (FinSA)

Financial Market Infrastructure Ordinance
(FinMIO) (revised risk mitigation duties)

FINMA Financial Market Infrastructure 6
Ordinance (FMIO-FINMA) (introduction of a
clearing obligation)

FINMA guidance 02/2017 (FMIA: reporting 7

requirements/trade repositories)

Other topics

Amendment to the Code of Obligations (Law
on companies limited by shares)

Amendment of the Gender Equality Act
(EqA)(introduction of regular pay analy ses)

Federal Act on Data Protection (FADP) (total

revision)

Development

Hearing/consultation

Publication of results of
hearing/consultation/dispatch

Publication of final regulation ‘7‘

Referendum deadline

Q

In force, end of final transition
period

Full application

Estimated/approximately
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Insurance
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Insurance
FINMA Circular 17/5 “Business plans — 9
insurers”

FINMA Circ. 17/2 “Corporate governance —
insurers”

FINMA-Circ. 16/7 “Video and online
identification”

FINMA circ. 18/3 “Outsourcing at banks and
insurers”

P oy
Development / Consideration by parliament _ In f.orce, end of final transition
_ period

Hearing/consultation Publication of final regulation ‘ ‘ Full application

ll

Referendum deadline Estimated/approximately

[ .
|

Publication of results of
hearing/consultation/dispatch
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Most important aspects and changes

Interdisciplinary projects

Regulation Most important aspects/changes

Auditing

Circular 13/3 e FINMA-RS 13/3 is interdisciplinary Hearing until
[13 L Vo)

Auditing e Whilst the impact on banks and asset managers is 31 January 2018
significant (relaxation of audit cycles, focus of regu- o Expected entry into
latory audit for banks with no issues every 3 force: 1 January
years/2 years, increased FINMA interventions, etc.), 2019
the impact on insurance companies is less signifi-
cant

e Greater reliance on the work performed by internal
audit

e New reporting obligations for the regulatory auditor

Anti-money laundering/compliance

Federal act to increase e Implementation of recommendations from the 2016 ~ Hearing expected from
the effectiveness of ef- FATF mutual evaluation report of Switzerland April to July 2018
forts to combat money
laundering and terror-
ist financing

¢ Improving conformity with FATF standards

Anti-Money Launder- e Verification of the information on the beneficial Consultation until

ing Ordinance-FINMA owner using a risk-based approach even for ‘normal’ 16 October 2017

(AMLO-FINMA) risk clients Expected entry into
e Duty to regularly update client information for all force: 2019

business relationships

¢ Extension and specification of the criteria that indi-
cate business relationships involving higher risks

e Specification of the requirements relating to group-
wide compliance with the fundamental principles of
money-laundering prevention and the overall moni-
toring of legal and reputation risks by financial in-
termediaries engaged in activities abroad

e Threshold for cash transactions with occasional
clients and subscription to unlisted collective in-
vestment schemes lowered from CHF 25,000 to
CHF 15,000.

e Duty to check the information about the client and
the beneficiary involved in a payment transaction

PwC Synopsis of the most important regulatory developments (as at 1 January 2018) 5



Regulation Most important aspects/changes Status
Organisation of financial market
Financial Services Act ¢ Behaviour and product rules adjusted to the client Considered by the

(FinSA)

segment (private clients/professional clients):

— Information on financial services provider,
services and product, among other things by
means of a basic information sheet

— Suitability check before transactions with finan-
cial instruments (except ‘execution-only’)

— Suitability check if providing advice and asset
management

¢ Obligation for client advisors (relationship manag-
ers) to be entered in a public register and to under-
take initial and further training

¢ Extension of legal means in favour of customers,
including right to demand publication of documents

Council of States on

14 December 2016 and
by the National Coun-
cil on 13 September
2017; next considera-
tion probably in the
2018 spring session
(26 February to

16 March 2018)

Expected entry into
force: 2019

Financial Services
Ordinance (FinSO)

e Specification of the implementation provisions
relating to the Financial Services Act

e Regulations relating to the offering of financial
services

Hearing expected from
June to September
2018

Financial Market In-
frastructure Ordinance
(FMIO)

(revised risk mitigation
duties)

¢ Alignment of the obligations set out in the FMIA
relating to the exchange of collateral for OTC deriva-
tive transactions not cleared by a central counter-
party

o Extension of the exceptions to the collateral duties

In force since
1 August 2017

FINMA Financial
Market Infrastructure
Ordinance (FMIO-
FINMA)

(introduction of a clearing
obligation)

e New clearing obligation will apply to standardised
interest rate and credit derivatives traded over the
counter (OTC)

e Obligation applies to financial and non-financial
counterparties whose positions in OTC derivative
transactions exceed the clearing thresholds set forth
under Art. 88 FMIO (credit/equity derivatives:

CHF 1.1 billion; interest rate/currency/commodity
and other derivatives: CHF 3.3 billion)

¢ FMIO-FINMA will enter into force only after
FINMA has authorised or recognised the key CCPs
for Swiss market participants

o After the entry into force of Annex 1 of FMIO-
FINMA, transitional periods ranging from
6 to 18 months will apply to the market participants
affected (depending on their classification) before
compliance with the clearing obligation becomes
mandatory

PwC

Consultation until:
12 February 2018

Publication of final
regulation expected in
Q32018
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Regulation

Most important aspects/changes

FINMA guidance
02/2017 and 05/2017
(FMIA: reporting require-
ments/trade repositories)

The authorisation of a Swiss trade repository (SIX
Trade Repository AG) and the recognition of a for-
eign trade repository (Regis-TR S.A.) trigger the re-
quirement for Swiss market participants to report
derivatives transactions

Open derivatives transactions must be reported
from the following dates at the latest:

— From 1 October 2017, if the counterparty which
is required to report is a central counterparty
(CCP) or a financial counterparty (FC) which is
not small

— From 1 January 2018, if the counterparty which
is required to report is a small financial counter-
party (FC-)2 or a non-financial counterparty
(NFC) which is not small

From 1 January 2019, in all other cases; however,
transactions between two small non-financial coun-
terparties (NFC-) do not have to be reported

Reports have to be
made (depending on
the type and size of the
persons subject to the
reporting requirement)
by 1 January 2019 at
the latest

Other topics

Amendment of the
Code of Obligations (law
on companies limited by
shares)

Transfer of the provisions of the Ordinance against
Excessive Remuneration in Listed Companies Lim-
ited by Shares (ERCO) to federal law

Establishes guidelines for signing-on bonuses and
compensation for prohibition of competition
Liberalisation of the incorporation and capital pro-
visions

Better alignment of company law with the new ac-
counting law, e.g. in terms of a company’s own
shares and the use of foreign currencies in account-
ing and financial reporting

Gender quotas for the board of directors (min. 30%

each) and executive board (min. 20%) of large listed

companies, ‘comply or explain’ clause.

Proposed solutions with regard to shares held that
are not recorded in the stock register (so-called ‘dis-
po shares’).

Increased transparency requirements applicable to

the commodities sector through the disclosure of
payments to state-owned entities

Federal dispatch to
parliament published
on 23 November 2016

Consideration by par-
liament pending
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Regulation Most important aspects/changes Status
Amendment of the o Employers with at least 50 employees must perform Eederal dispatch pub-
Gender Equality Act a pay analysis every 4 years lished 5 July 2017
(EqA) e Pay analyses performed using standard analysis (.Ionsideratior.l by par-
(introduction of regular model provided by the federal government or using liament pending
pay analyses) a scientific and legally compliant method
e Review of internal pay analysis by an independent
body:
— Authorised audit firm
— Recognised equal pay experts, or
— Organisations for the representation of employ-
ees or the promotion of gender equality
e Duty to provide information to shareholders of
listed companies and to employees
Federal Act on Data e Extended duties to provide information and keep P:ederal dispatch pub-
Protection (FADP) records lished 15 September
2017

(total revision)

Strengthening of the supervisory body and tighter
sanctions

Takes into consideration the EU's General Data Pro-
tection Regulation (GDPR), which applies as of

25 May 2018, and the Council of Europe’s Conven-
tion for the Protection of Individuals with regard to
Automatic Processing of Personal Data (ETS 108)

Consideration by par-
liament pending

Companies that have cross-border business in the
EU must observe the provisions of GDPR
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Insurance

Regulation

Licensing requirements

Most important changes

Status

Circular 2017/05
“Business plans —

Insurers”

The circular summarises the practice rules that
need to be observed when elaborating the business
plan forms

The list of business categories concerned has been
simplified and reduced from six to four

Changed guidance was introduced in isolated cases,
e.g. insurance activities abroad must no longer be

In force as of
1 January 2017

Applicable to initial
licensing and approval
of changes to business
plans as of the date
when the change of
business plan is submit-

assessed on the basis of the degree of active market  ted to FINMA
development, but on the basis of risk location

Changes in laws

Partial revision of the e Draft included measures to facilitate electronic Federal dispatch pub-

Insurance Contract Act transactions. lished on 28 June 2017

(Ica) o Other changes concern the right of cancellation, Expected entry into
temporary cover during the limited period, right of ~ force: 2019
termination and large risks.

Entry into force of new FINMA circulars

Circular 18/03 ¢ Applicable to insurance companies subject to ISA, Applicable as of 1 April

“Outsourcing at banks as well as branches of foreign insurance companies 2018

and insurers”

(and also banks and securities dealers)

Stipulates some of the practices already applied and
simplifies some of them, but also introduces some
additional requirements

Outlines regulatory framework and requirements
for outsourcing arrangements (among other things
with respect to content)

Duty to maintain an inventory of outsourced ser-
vices (for insurance companies: form J for business
plans)

Requirements of the circular apply to intra-group
outsourcing; however, rules may be relaxed if risks
are proven not to exist or requirements are not rele-
vant

For outsourcing arrangements abroad, access to all
relevant information necessary in the event of re-
structuring, resolution and liquidation must be
guaranteed at all times in Switzerland

Further, the insurance company has to guarantee
the right to inspect and audit information in the
case of outsourcing abroad

PwC

After entry into force:
immediate application
to new or amended
outsourcing arrange-
ments
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Regulation Most important changes

Circular 2016/07 “Vid-
eo and online identifi-

o Interpretation of the duty of due diligence accord-
ing to the Anti-Money Laundering Act and its im-

Status

Circular applies to fi-
nancial intermediaries

cation” plementing provisions in accordance with Art.
e e . 2 para. 2 AMLA
e Sets out specific criteria that must be fulfilled when
conducting video or online identification of a con-
tracting party
Circular 2016/02 “Dis- e Applicable to all insurance companies subject to the ~Applicable as of 1

closure — insurers” ISA as well as insurance groups and conglomerates

¢ Implementing regulations for the new ISO provi-
sions (EU equivalence requirement)

January 2016.

Transition rules: first-
time submission to
FINMA by 30 June

2017 at the latest; and
as of the 2017 reporting
period, publication as of
30 April

Swiss Insurance Association (SIA) self-regulation

Control, Audit and
Sanction guideline of
the SRB-SIA under the
Anti-Money Laundering
Act (AMLA)

e Revision of the existing guideline

¢ Defines the required control, audit and sanction
procedures under AMLA, applicable to financial in-
termediary members of SRO-SIA

e Describes the tasks and responsibilities of the indi-
viduals and functions involved

In force since 1 January
2017.

Implementation by

31 December 2017.

Entry into force of amendments to existing circular letters

Circular 2017/03 .
“SST”

Applicable to all insurance companies subject to the
ISA

e (Calculation of SST also applicable to captives

e New interpretation of the run-off perspective in the
SST leads to an amended implementation of the
run-off principle

e (Calculation of SST no longer considers expected
contract renewals or new business; the application
of the new requirement to occupational pension
plan account-related business is not clear yet

Implementation of the
required changes by
1 January 2020

Circular 2017/02 o Applicable to all insurance companies sub-
“Corporate governance ject to the ISA
— insurers”

e Complete revision and streamlining of the
circular, including additional clarifications
and new requirements

¢ Implementation of the circular adopted to
the size, complexity and risks of an insur-
ance company (principle of proportionality)

¢ For example, the following areas were re-
vised:

— Composition of the board of directors
(BoD) and its standing committees

— Internal audit

— Risk management and internal control
system with regard to outsourcing

Applicable immedi-
ately.

Transitional period
up to 31 December
2019 for require-
ments regarding the
independence of
BoD members and
BoD standing com-
mittees

PwC
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This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. It does
not take into account any objectives, financial situation or needs of any recipient; any recipient should not act upon the information con-
tained in this publication without obtaining independent professional advice. No representation or warranty (express or implied) is given
as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, Pricewater-
houseCoopers LLP, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any
decision based on it.

© 2018 PricewaterhouseCoopers. All rights reserved. ‘PricewaterhouseCoopers’ refers to the network of member firms of
PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.



