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The Solvency Il review has introduced requirements for
(re)insurers to prepare a liquidity risk management plan
(LRMP) as part of a suite of new macroprudential supervisory
measures. In this paper we explore the key features of such
plans, as outlined by the European Insurance and
Occupational Pensions Authority (EIOPA) in its ‘Final report on
draft Regulatory Technical Standards on liquidity risk
management plans’ (RTS)."

Although the RTS have not yet been formally adopted by the
European Commission, they have already been subject to
public consultation? (between 1 October 2024 and 2 January
2025) and were submitted as part of EIOPA’s final report on
the draft RTS (EIOPA-B0S-25/386) to the European
Commission in November 2025. Commission adoption is now
the remaining step before the RTS take effect, so it is not
expected that there will be any further changes before these
standards are finalised.

Background

The Solvency Il Directive® defines liquidity risk as ‘the risk that
insurance and reinsurance undertakings are unable to realise
investments and other assets in order to settle their financial
obligations when they fall due.’

The proposal that undertakings would formally prepare a LRMP
under Solvency Il was first mooted by EIOPA in its ‘Opinion on
the 2020 review of Solvency Il."* Despite existing requirements
under Solvency Il relating to liquidity risk management,®
EIOPA’s opinion suggested that the Solvency Il Directive
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‘should more explicitly refer to the need to have a liquidity risk
framework in place as part of the risk management policies.’
EIOPA went on to state that it was of the view that ‘all
undertakings within Solvency Il should be required to draft
liquidity risk management plans for identifying and addressing
potential liquidity stresses,” subject to the principle of
proportionality.

New requirements

The amended Solvency Il Directive® (the amended Directive),
resulting from the Solvency Il review becomes effective from 30
January 2027 (having been formally adopted by the European
Parliament in April 2024). The amended Directive contains
explicit requirements relating to the preparation of LRMPs (as
set out in Article 144a), as well as the preparation and
maintenance of a set of liquidity risk indicators (to ‘identify,
monitor and address potential liquidity stress’).

Although not directly related to their preparation and
maintenance, LRMPs will be of specific interest to supervisory
authorities in the context of Article 144b (‘Supervisory powers
to remedy liquidity vulnerabilities in exceptional circumstances’)
of the amended Directive. This article outlines new regulatory
powers, including the power to temporarily suspend redemption
rights of policyholders of undertakings facing significant liquidity
risks that may threaten policyholder protection or the stability of
the financial system, and will be supported by implementing
technical standards developed by EIOPA and which have
already been subject to consultation.”

5. For example, Article 44 of the Solvency Il Directive, which specifies that
liquidity risk management should form part of an undertaking’s risk management
system, and Atrticle 260 of the Solvency Il Delegated Regulations, which refers to
the need for a liquidity risk management policy, as well as specifying certain
features of such a policy.

6. The specific amendments to the Solvency Il Directive are available at
https://eur-lex.europa.eu/resource.html?uri=cellar:da66a00c-1c51-11ec-b4fe-
01aa75ed71a1.0001.02/DOC_1&format=PDF.

7. European Insurance and Occupational Pensions Authority. (9 October 2025).
Consultation paper on the proposal for guidelines on supervisory powers to
remedy liquidity vulnerabilities. Retrieved 22 May 2026 from
https://www.eiopa.europa.eu/document/download/21516aab-8b1a-40a9-8ff9-
4d3e35196¢16_en
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The new requirements relating to the development of an LRMP
are subject to the proportionality principle, with so-called ‘low-
risk profile’ undertakings (i.e., undertakings satisfying specified
criteria, which are set out in Article 29a of the amended
Directive) being automatically excluded from scope, with an
exemption also being available for undertakings obtaining the
prior approval of their supervisor (in accordance with Article
29d of the amended Directive, which addresses the use of
proportionality measures for undertakings not classified as
having a low-risk profile). Of the undertakings that remain in
scope of LRMPs (i.e., those not exempt on proportionality
grounds), each undertaking must prepare a short-term LRMP
at a minimum (i.e., a plan which covers a period of up to three
months). However, when requested by their supervisor, they
must extend this analysis to cover medium- and long-term time
horizons—the RTS sets out some criteria for supervisory
authorities to consider in this regard.

This is also an important derogation available in relation to
Article 144a of the amended Directive (i.e., the requirement to
prepare an LRMP) that is outlined in Article 246a of the
amended Directive. This derogation relates to the preparation
of solo entity-level LRMPs in the case of (re)insurance
subsidiaries which are in scope of group supervision.® If the
group-level LRMP covers the liquidity risk management and
liquidity needs of its subsidiaries, then the solo entities
themselves are exempt from the requirement to produce and
maintain their own solo entity-level LRMPs. This applies to
short-, medium- and long-term plans. However supervisory
authorities may still require solo LRMPs in specific
circumstances, for example, when they detect specific liquidity
vulnerabilities or when the group-level LRMP does not include
sufficient information.

Regulatory submission

Undertakings will be required to submit their LRMPs to their
supervisors as part of the information they need to provide for
supervisory purposes (per Article 35(1) of the Solvency Il
Directive). At a minimum, plans will need to be revised on an
annual basis or, according to the RTS on LRMPs,® ‘without
delay following any significant change in the liquidity risk profile
of the undertaking or any major external development affecting
significantly the relevance of the content of the liquidity risk
management plan.’ In the case of short-term LRMPs, the
frequency of update is likely to be more often than annual, with
EIOPA suggesting in its final report on the RTS on liquidity risk
management plans that ‘carrying out a short-term liquidity
analysis with a 3-month time period once every year would
leave gaps in the projections for the remaining three quarters of

8. In accordance with Article 213(2), points (a) and (b) of the Solvency I
Directive.

9. The draft RTS is located within EIOPA’s
‘Final report on draft RTS on liquidity risk management plans,’” available at
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the year.” EIOPA also notes that the RTS does not specify the
frequency of submission of the LRMP to the supervisory
authority—it only specifies the frequency of update of the plan
itself.

It is also worth noting that, in cases where (re)insurance
subsidiaries are exempt from producing a solo entity-level
LRMP in accordance with the derogation which is outlined in
Article 246a of the amended Directive, such undertakings are
still required to ‘submit the parts of the liquidity risk
management plan covering the situation of the whole group
and their own situation to its supervisory authority.’

Short-, medium- or long-term plans?

The RTS sets out the criteria to be used by supervisory
authorities when selecting firms that are in scope of medium-
and long-term LRMPs (in addition to preparation of short-term
plans). When determining which (re)insurance undertakings
and groups need to prepare medium- and long-term LRMPs,
supervisory authorities are expected to consider a) groups with
total assets exceeding €20 billion, and b) (re)insurance
undertakings with total assets exceeding €20 billion that are
not deemed to be exempt under Article 246a(2) of the
amended Directive (i.e., where a group-level LRMP is prepared
and this group-level LRMP addresses liquidity management
and the liquidity needs of the subsidiary (or subsidiaries) in
question). It is worth noting that the €20 billion threshold is the
indicative threshold EIOPA recommends supervisors apply in
the final RTS; it was raised from €12 billion in the draft RTS
that went to public consultation. Supervisors retain discretion to
bring smaller undertakings into scope on a risk-sensitive basis
(and conversely to exempt firms above the threshold).

Supervisors may choose to exempt undertakings from
preparing medium- and long-term plans where this is justified
by the nature, scale and complexity of liquidity risks arising
from the following sources:

] Exposure to insurable events

" Policyholder behaviour

" The structure or composition of assets

" Counterparty risk

" Economic or market developments impacting funding

Conversely, however, supervisory authorities may also choose
to select additional undertakings for the preparation of medium-
and long-term LRMPs, based on their exposure and
vulnerability to liquidity risk over the medium and long term,
again by taking into account liquidity risk arising from the
sources mentioned previously.

https://www.eiopa.europa.eu/document/download/2970329¢c-6575-45f1-bcb4-
c2c4cd0bf029_en
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Structure and contents

In its final report on the RTS, EIOPA stated that ‘the objective
of the draft RTS is to ensure a common application of the
liquidity risk management plan, of which a common structure is
an essential element,” which appears to underline its
expectation that all LRMPs will follow the same underlying
structure. EIOPA’s report goes on to state that ‘a common
structure will enhance the accessibility of the liquidity risk
management plan by ensuring continuity and comparability for
readers.’ Article 3 of EIOPA’s RTS quite helpfully sets out the
expected content and structure for the LRMP, as follows:

(a) Overall assessment

(b) Assumptions underlying the projections
(c) Cash-flow projections

(d) Buffers of liquid assets

(e) Liquidity risk indicators

(f) Any other information

The RTS outlines the specific information to be included under
each of these headings, as set out below.

OVERALL ASSESSMENT

The purpose of this section is to provide an overall summary of
the assessment of the liquidity risk profile of the undertaking,
specifically including the following:

] Whether the undertaking complies with its liquidity risk
tolerance limits'°

= Sufficiency of liquidity resources to settle financial
obligations towards policyholders and other
counterparties as they fall due (even under stressed
conditions)

= Any changes in liquidity risk profile since the previous
update of the LRMP

= Vulnerabilities in the liquidity risk profile or liquidity risk
management system (and any actions which have
been taken to address such vulnerabilities)

This is effectively the executive summary of the document,
outlining the key points and any changes in liquidity risk profile
since the previous iteration. It should be concise, decision-
orientated, understandable for key stakeholders and answer
the following key questions:

= Are liquidity tolerances/limits being respected?
= Can the undertaking meet its liquidity needs under
both normal and stressed conditions?

10. Undertakings should have defined liquidity risk tolerance limits in place as
part of the risk appetite framework, including clear escalation pathways in the
event of a breach of these limits.
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. What are the main weaknesses and concerns as
regards liquidity exposures?

] How has the liquidity profile changed since the
previous LRMP was prepared?

ASSUMPTIONS UNDERLYING THE PROJECTIONS

This section of the LRMP describes the assumptions on which
the cash-flow projections (both inflows and outflows) are
based, for the base case projections and for projections carried
out under stressed conditions. In the latter case, the
undertaking also needs to specify the material sources of its
liquidity risk and the size of the shocks applied in relation to
each of these material sources of risk.

We would expect that assumptions used in the base case
projections of the LRMP would, where possible, align with
corresponding assumptions used for other purposes, such as
business plan projections or the base case projection included
in the Own Risk and Solvency Assessment (ORSA). There
should be sufficient detail included to enable management to
understand the rationale underlying the projections and to be
able to assess and challenge the overall reasonableness,
consistency and appropriateness of the assumptions that have
been made.

CASH-FLOW PROJECTIONS

Undertakings must provide the results of their analysis of
projected incoming and outgoing cash flows in this section of
the LRMP (i.e., base case projections and projections of
liquidity needs under stressed conditions). These projections
must include cash flows relating to all assets and liabilities
(including off balance sheet items and transfers of risk to
special purpose vehicles). The projections must provide
information for at least one time horizon that is appropriate to
the undertaking’s liquidity risk profile," identifying any liquidity
constraints which exist and assessing whether or not the
projections of expected cash flows satisfy those constraints.
The time horizon will depend on the specific liquidity risk profile
of the undertaking, with EIOPA highlighting that, in the context
of a short-term LRMP, a time horizon measured in days may
be appropriate to properly capture exposures to daily margin
and collateral calls, whereas a monthly time horizon may be
fine when considering the liquidity needs associated with
surrenders.

Cash-flow projections must be provided separately (where
applicable), for:

] Index-linked and unit-linked life insurance obligations

] Each individual ring-fenced fund and matching
adjustment portfolio

11. In its final report on the RTS, EIOPA states that ‘Undertakings are expected
to determine their own time horizons in order to capture material liquidity risks
and the timing of liquidity needs.’

3
May 2026



MILLIMAN WHITE PAPER

Required information in respect of the projection of cash
inflows includes gross written premiums, reinsurance cash
inflows, cash inflows from intragroup transactions, investment
income, sales of assets (other than those assets which are
considered part of the undertaking’s ‘liquidity buffer—see
below) and unsecured funding (other than intragroup
borrowing).

Required information in respect of the projection of cash
outflows includes claims (and other technical outflows
excluding surrenders), surrenders, expenses (excluding
bonuses and other variable remuneration), reinsurance cash
outflows, cash outflows from intragroup transactions,
purchases of assets, margin and collateral calls, dividend
distributions, other payments to shareholders and other
subordinated creditors, share buy-backs and
repayment/redemption of own funds items, and bonuses and
other variable remuneration.

The LRMP needs to show the net balance separately for
incoming and outgoing cash flows (including cash inflows
relating to the transformation of liquid assets into liquidity). It
also needs to show the gross balance between incoming and
outgoing cash flows (i.e., excluding cash inflows relating to the
transformation of liquid assets into liquidity). The results of the
projections for each of the following items (where material)
need to be separately identifiable:

= Sales of liquid assets
= Funding secured by liquid assets
] Posting of liquid assets as collateral

The list of cashflows provided in the RTS may not be fully
exhaustive. It will be important to ensure that all relevant cash
flows are captured, reflecting the specific circumstances of the
insurance undertaking and its operating environment.

Many practical challenges may arise when considering the
details associated with these projections, including, for
example:

e Timing of reinsurance recoverables versus gross
claim outflow

e Collateral and margin calls under stressed scenarios

e Timing of premium cash flows from insurance
partners;

¢ Implications of a mass-lapse stress for unit-linked
policyholders (especially if there are any holdings of
illiquid positions in real estate property assets within
the affected unit-linked funds)

e Granularity of currency-level projections if material
currency mismatches exist

The cashflow projections are likely to require cross-functional
collaboration across various key business functions, including
actuarial, finance, treasury and risk, to ensure consistent and

appropriate assumptions regarding future expected cash flows.
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BUFFERS OF LIQUID ASSETS

This section includes both qualitative and quantitative
information relating to buffers of liquid assets available to
undertakings to cover anticipated liquidity shortfalls, as well as
information relating to other potential sources of liquidity.

The required quantitative information includes a breakdown of
these buffers (by liquid asset type) covering each of the
following (in total and separately for each type of liquid asset):

L] Market value of liquid assets at the start of the cash
flow projections

] The haircut which is applied (noting that this haircut
corresponds to the loss in value when liquidating a
given asset under stressed conditions within the time
frame corresponding to the underlying liquidity need,
including any costs or other losses involved in the sale
transaction)

L] The value of these liquid assets post-haircut

The required qualitative information comprises the outcome of
three separate assessments, as follows:

] Reliability of the buffers to cover liquidity shortfalls
(under stressed conditions) within the time frame
corresponding to the underlying liquidity need, taking
into account any encumbrances on these assets and
the credit quality and marketability of the assets
themselves.

] Operational capacity of the undertaking to sell the
assets within the required time frame to satisfy the
underlying liquidity need.

] Whether any arrangements with counterparties to
provide liquidity continue to be available (including
under stressed conditions). The identity of such
counterparties must also be provided.

The main aim of this section is to highlight that the undertaking
has sufficient liquid assets in excess of its liquidity needs in
normal and stressed scenarios, i.e., it has a sufficient liquidity
buffer. Where buffers are deemed to be insufficient, the
undertaking might also want to consider other sources of
liquidity, such as unsecured funding and intragroup liquidity
arrangements, including cash pooling.

LIQUIDITY RISK INDICATORS

The LRMP needs to contain both qualitative and quantitative
information relating to liquidity risk indicators the undertaking
uses to identify, monitor and manage its liquidity risk exposure.
According to Article 7 of the RTS, these indicators must ‘reflect
the specificities and risk profile of the undertaking’ and need to
clearly signal whether or not liquidity risk exposure is within
tolerance. They should also compare liquidity needs and
resources under both normal and stressed conditions over the
short term and, as applicable, medium and long terms.
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Undertakings need to justify why their chosen liquidity risk
indicators are appropriate and fit for purpose.

Although the RTS does not mention any specific liquidity risk
indicators which must be used, in its final report on the draft
RTS, EIOPA highlights some commonly used examples of
such indicators, as follows:

= Liquidity coverage ratio (defined as the ratio of liquid
assets to net (stressed) cash outflows)

= Excess liquidity metric (defined as the difference
between liquid assets and net (stressed) cash
outflows)

Undertakings may already have liquidity risk indicators in place
as part of their current risk management framework, e.g.,
where material liquidity risks exist or for recovery planning
purposes. These may also be appropriate for the purposes of
the LRMP, as long as they are useful as a basis for decision
making, are regularly monitored, linked to liquidity risk appetite
thresholds and are appropriately escalated through
governance processes if and when breached

This section, therefore, demonstrates not only what is
measured but how those measures are embedded into the
undertaking’s liquidity risk management framework.

ANY OTHER INFORMATION

Undertakings are free to include any additional relevant
information in this section. EIOPA provides the following
example in its final report on the draft RTS: ‘This section could,
for example, include other information on the liquidity analysis
in relation to assets and liabilities subject to the matching
adjustment or the volatility adjustment, where, in accordance
with Article 144a(5) of the Solvency Il Directive, undertakings
make use of the possibility to combine the liquidity risk
management plan with the liquidity plan referred to in Article
44(2) of the Solvency Il Directive, and where this other
information does not fit in the other sections.’

For example, in the case of undertakings with ring-fenced
funds or large matching adjustment portfolios, fungibility
constraints are a significant practical issue—the LRMP should
identify specific liquidity needs and resources and consider
what is genuinely fungible across funds/portfolios. It may also
be useful to add details relating to the ongoing governance of
the LRMP, such as the various roles and responsibilities of
different functions in its production and maintenance, required
approvals prior to submission to the regulator, etc. Although
such information may alternatively be added to other elements
of the undertaking’s risk management framework
documentation.
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Liquidity risk management at group
level

Under the RTS, the overall structure and required contents for
group-level LRMPs, as well as the required frequency of
update, are the same as they are for solo entity LRMPs. In the
case of participating (re)insurance undertakings, insurance
holding companies and mixed financial holding companies,
LRMPs at the group level must include a description of the
mechanism for managing liquidity risk and for identifying and
managing group-level liquidity needs (both on an ongoing basis
and under stressed conditions). This must include a description
of the availability and transferability of liquidity around the
group (reflecting any transferability restrictions imposed by
relevant laws, regulations or supervisory requirements).

Group-level LRMPs must also describe the impacts of
significant risk concentrations and intragroup transactions on
liquidity needs, resources and overall liquidity risk management
within the group (on both an ongoing basis and under stressed
conditions), taking into account any restrictions on liquidity
transferability that could limit or delay the use of intragroup
transactions. In addition, the plausibility and consistency of
assumptions made regarding intragroup transactions must also
be assessed.

Where solo entities intend to rely on Group LRMPs, it is
important to ensure that the LRMP accurately reflects local
entity-specific variables, such as local supervisory approvals,
tax obligations and how much group liquidity is available in a
stressed scenario.

Conclusions and next steps

Through quantification of liquidity needs and available
resources (under a range of scenarios and in the context of the
undertaking’s liquidity risk tolerance), identifying key
vulnerabilities (should they exist) and monitoring changes in
liquidity risk profile over time, the LRMP can provide a
comprehensive and valuable assessment of liquidity risk and
become a key tool in effectively managing such exposures.

The amended Directive, together with the RTS that have been
developed by EIOPA, provides clear guidance on what
undertakings are required to do in order to prepare these
plans. However, satisfying these requirements will require
some effort. Although significant aspects of the required
content of the LRMP may already be available within the
undertaking, drawing all of this together into a single, coherent
plan may present a challenge.

Given the introduction of the new requirements in January
2027, undertakings will need to begin to focus on preparing
initial draft plans, if they have not already started out on this
journey. Early work should ideally focus on identifying existing
data sources and established governance processes,
identifying gaps relative to regulatory expectations, and
developing the required methodologies, assumptions and
reporting processes needs to support the plan.
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Solutions for a world at risk™
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services, healthcare, life sciences, and employee benefits. Founded
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around the globe.
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