IAIS update
2019 26th IAIS Annual Conference
Post-financial crisis reform development has been finalized—next up,
implementation. Regulators gather from around the world in the largest ever
IAIS Annual Conference to consider insurance supervision in a digital era.
Abu Dhabi, United Arab Emirates—
Hosted by the Insurance Authority, the 26th
Annual Conference of the International
Association of Insurance Supervisors (IAIS)
was held November 14–15, 2019, in the
splendid city of Abu Dhabi. Situated on the
Arabian Gulf, Abu Dhabi is quickly becoming
a modern city of commerce and leisure
while retaining its rich Arabian culture
and heritage.
The Emirates is a true meeting point, where
East meets West, and renowned Arabian
hospitality was evident as regulators and
industry stakeholders gathered from
around the world. IAIS Secretary General
Jonathan Dixon thanked both the hosts and
participants, which was the largest ever
group of attendees, and the IAIS cut its
25th birthday cake.

Picking up where the June 2019 Global
IAIS Seminar left off, the IAIS successfully
navigated the heat of Abu Dhabi to
complete the agreement of its post–
financial crisis frameworks of reforms.
This agreement enables the IAIS to shift
its focus from design to implementation.
Achieving implementation will take
several years and will inevitably require
further changes to the design of these
frameworks. However, the current
course of implementation seems set.

would focus on digitization, and while it may
improve operational effectiveness, it could
also increase the sector’s vulnerability and
ultimately have an adverse consumer impact.
Looking ahead to the 2020 Annual Conference
to be hosted in Santiago, Chile, another issue
will take the spotlight: climate risk.
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Post–financial crisis reforms

As IAIS Executive Committee Chair Victoria
Saporta noted during the conference,
“Policy and rules mean nothing if not
correctly implemented.” To this end, the
IAIS announced that it had adopted a
comprehensive set of reforms to improve
cross-border supervision of insurance
groups and contribute to greater financial
stability. These global supervisory
frameworks, targeted both at internationally
active insurance groups (IAIGs) and systemic
risk in the insurance sector, see the
conclusion of several post–financial crisis
design initiatives. These include:
• The Common Framework (ComFrame),
which sets out minimum requirements
for the supervision of IAIGs and
helps with both a common
supervisory understanding and
set of supervisory processes.
• The Insurance Capital Standard (ICS),
which creates a common supervisory
language for the discussion of group
solvency for IAIGs. It was noted that
during the 2020–2024 ICS monitoring
period, it would not be a prescribed
capital requirement (PCR). It was also
noted that the IAIS had agreed on a set
of comparable outcomes in order to
assess alternative ICS methods, such
as the Aggregation Method, that the
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United States is developing. Should
alternative methods be considered to
have comparable outcomes, these may
then be considered outcome-equivalent
for the implementation of the ICS as a PCR.
• The Holistic Framework for the
Assessment and Mitigation of
Systemic Risk in the Insurance
Sector—in recognizing the achievement
of measures that will help contribute to
global financial stability, the Financial
Stability Board (FSB) agreed to suspend
the identification of global systemically
important insurers from 2020.

In its related press release,
the IAIS quoted Saporta:
“This has been a week of
major achievements for
the IAIS. The reforms
adopted by our members
mark a big step forward
as a global community
of supervisors in the
pursuit of our mission
to support the stability
and sustainability of the
insurance sector, protect
policyholders, and promote
global financial stability.”
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ComFrame and IAIG identification

ComFrame, adopted in Abu Dhabi on
November 14, 2019, establishes supervisory
standards and provides for a global framework
for supervision for IAIGs. This framework is
crucial for the post–financial crisis reform
agenda and a significant milestone for the IAIS.
During the time of the financial crisis, it
became apparent that there were challenges
in understanding the supervisory approaches
of insurers across different jurisdictions. The
ComFrame is intended to provide a more
effective mechanism for insurance supervisors,
one through which IAIGs can be better
supervised. Once ComFrame’s design has
been approved, in 2020 the IAIS will support
its member jurisdictions and supervisors in
local adoption. In 2020, the IAIS will support
its member jurisdictions and supervisors in
local adoption. In 2021, the IAIS will turn its
focus from jurisdictional adoption to assessing
supervisory implementation of the ComFrame.

In limited circumstances, described in ComFrame
guidance, the group-wide supervisor has discretion
to determine that a group is not an IAIG, even
if it meets the criteria, or that a group is an IAIG
(ComFrame explanatory note, IAIS, November 14, 2019).
Agreement for identifying each IAIG is through the
group-wide supervisory framework. The intention is
that each IAIG will be publicly disclosed, which may
require legislative changes. The IAIS will create a
public register for the listing of IAIGs in 2020. Previous
meetings of the IAIS have suggested that there are
potentially 50-55 IAIGs.

A first step in the implementation of ComFrame
will be identifying which insurance companies
are considered IAIGs. The ComFrame sets out
the criteria for determining whether an insurer
is an IAIG as follows:
• Internationally active:
– Premiums are written in three
or more jurisdictions
– Gross written premiums outside
of the home jurisdiction are at least
10 percent of the group’s total gross
written premiums
• Size (based on a three-year rolling average):
– Total assets are at least US $50 billion
– Total gross written premiums are at
least US $10 billion
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The Holistic Framework for Systemic
Risk in the Insurance Sector
The holistic framework was adopted in
Abu Dhabi on November 14, 2019 and
implementation will begin in 2020. The
holistic framework demonstrates that the
IAIS has revised its approach to identifying
systemic risk in the insurance sector.
Following several rounds of consultations,
this has been a significant departure from
previous G-SII policy measures. The holistic
framework seeks to identify systemic risk
that may arise both in an individual insurer
and within the insurance sector itself (that is,
from collective exposures and activities).
The holistic framework has three
core elements:
• Supervisory material: An enhanced
set of supervisory policy measures for
macroprudential purposes, designed
to increase the overall resilience of
the insurance sector and help prevent
insurance sector vulnerabilities and
exposures from developing into systemic
risk. When a potential systemic risk
is detected, supervisory powers of
intervention enable a prompt and
appropriate response.
• Global monitoring exercise: An IAIS
global monitoring exercise designed to
assess global insurance market trends and
developments and detect the possible
buildup of systemic risk in the global
insurance sector. This includes, at an
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individual insurer and sector-wide level,
a collective discussion at the IAIS on the
assessment of potential systemic risks and
appropriate supervisory responses, as
well as reporting to the Financial Stability
Board (FSB) on the outcomes of the global
monitoring exercise.
• Implementation assessment: An
IAIS assessment of the consistent
implementation of enhanced supervisory
policy measures and powers of
intervention (Explanatory note on Holistic
Framework for the Assessment and Mitigation
of Systemic Risk in the Insurance Sector, IAIS,
November 14, 2019).

The IAIS announced that it would be discontinuing the
annual exercise of data collection for G-SII identification
on behalf of the Financial Stability Board (FSB) and will
suspend G-SII identification in 2020. Going forward, an
annual global monitoring exercise by the IAIS can be
expected to assess the buildup of systemic risk in the
insurance sector. This exercise will include both a review
of sector-wide trends and reviews of individual insurers.
The IAIS intends to publicly share the results of this
exercise on an annual basis.
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Insurance Capital Standard (ICS)

ICS version 2.0, adopted in Abu Dhabi
on November 13, 2019, is an important
component of the ComFrame. The IAIS
and its members adopted the design
of the reference ICS version 2.0 with
the goal of a single ICS that will achieve
comparable outcomes across jurisdictions.
The IAIS Executive Committee agreed that
ICS version 2.0 would enter a five-year
monitoring period. Monitoring would
take place through an annual monitoring
exercise commencing in 2020 and running
through 2024. During this time, monitoring
of the production and submission of the
ICS version 2.0 would be performed
privately and reported confidentially
to group-wide supervisors.

In summary, the IAIS Executive Committee
agreed on the following:
• The design of the reference ICS version 2.0
• Operationalizing aspects of the monitoring
period to encourage broad participation
across business models and jurisdictions
• The definition of comparable outcomes
and, as part of this review, potential
aggregation method alternatives to the
ICS, such as the US aggregation method,
which may in time be determined to be
outcomes-equivalent

Feedback during the
monitoring period will be
used to improve the design
of the ICS. Following the
monitoring period, it is
intended that a consultation
period will be held and that
the ICS will be adopted
ultimately as a PCR.

The ICS version 2.0 has come a long
way since it was first announced as a
development concept by the IAIS in October
2013, following a request by the FSB. Six
years of annual quantitative field testing
followed (2014 through 2019), in which
various design options were considered. In
2020, the ICS version 2.0 monitoring period
and related submission will be subject
to supervisory review to understand its
“through the business cycle” (five-year)
design performance. The ICS version
2.0 will also be subject to discussion in
supervisory colleges. Jonathan Dixon was
very clear during the conference that the
monitoring period was to assess the design
performance of ICS version 2.0 and that
it would not be used as a PCR with
related supervisory actions. It is also to
remain confidential and is not for use by
third parties.
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Supervision in a digital era

The overall theme for the Annual
Conference focused on supervision in a
digital era. Jonathan Dixon also set out the
agenda for the conference, referencing the
IAIS strategic plan 2020–2024 and future
industry challenges such as the need
to respond to the unprecedented level
of technological innovation and shifting
consumer expectations. Digitalization of
insurance business models has the potential
to deliver efficiencies in the insurance value
chain, enabling better risk assessment,
product innovation, and increasing
consumer choice. But innovation is not

without risk, as there is extensive disruption
to traditional insurance business models
that could unintentionally cause detriment
to consumers and increase vulnerability to
insurers through their interconnectedness.
Victoria Saporta noted that the recent
release of the IAIS strategic plan
acknowledged the technology shift and
the effects of digitalization in the insurance
sector. She highlighted that supervisors
need to maintain agility and competency.
H.E. Eng. Sultan bin Saeed AI Mansoori,
Minister of Economy and chair of the board

of the Insurance Authority, UAE, noted the
pace of technology change was increasing,
as was the level of investment into this area.
UAE has an artificial intelligence (AI) strategy
and an independent minister responsible
for this focus area. These technologies
have had positive impacts on the insurance
sector and enabled opportunities to
provide customers with suitable products
and coverage while helping to meet
consumer needs. The insurance sector
is transitioning to the next generation of
insurance supervision through a digital
supervisory platform using AI. The UAE
insurance supervisors are also looking to
encourage innovation in the insurance
industry. The insurance industry worldwide
has witnessed a quantum leap in all areas as
modern technology has changed the means
for providing insurance services. There is
no doubt that digital developments in
fintech will form a greater role in the
insurance industry.

Following the opening
remarks, the IAIS held
several sessions to further
explore supervision in a
digital era.
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Supervision in a digital era:
Are we ready?
The IAIS explored the impact of digital
technologies, the pace of this rapid change,
and its impact on the insurance sector. It
was clear from the panel discussion that
there are a broad number of topics that
insurance supervision needs to focus on,
ranging from cyber to big data.
Eric A. Cioppa, president of the National
Association of Insurance Commissioners
(NAIC), noted that all topics were relevant
and that cyber should be a key focus for
executives at insurance companies. Hern
Shin Ho, assistant managing director of
the Banking & Insurance Group of the
Monetary Authority of Singapore (MAS)
and member of the IAIS Executive
Committee, noted that as firms digitalize
and use digital channels, more insurers
need to ensure resilience. She highlighted
the trend of the use of AI, machine learning,
and analytics in the insurance business
and how this has brought benefits in the
area of convenience (e.g., claims software
increasing the speed of service and analytics
in the health industry leveraging dynamic
algorithmic pricing). A key challenge for
the insurance industry and regulators is to
address issues such as bias and “black-box”
decision-making.

It was clear from this discussion that many regulators are
taking proactive steps to address these issues, but there
is a need for them to work closely with the industry to
help generate the right outcomes, including those for the
consumer. That said, technological innovation continues,
and there is still much to be done.
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Toward sustainable cyber resilience

The panel session on the topic of cyber
was led by Michael Consedine, CEO of
NAIC and member of the IAIS Executive
Committee. Cyber continues to be a
primary risk, and attacks come in many
forms. The panel discussion explored how
companies look to tackle this risk and help
their institutions become more resilient to
cyberattacks (e.g., if a company moves its
IT infrastructure to a cloud environment,
is this more secure, and does it make an
organization more resilient?).
The panel discussion noted the increasing
complexity of cyberattacks, and while moves
to the cloud may provide increased security
and help companies better manage the
risk, a move to the cloud is only one part
of a very complex challenge. For example,
one challenge is the human element that
may contribute to a cyber event, given the
increasing sophistication of attacks. Cyber
resilience strategies need to be considered
as a complete package, and companies need
to continue to raise awareness of the cyber
risk environment while also developing
increased technology sophistication to
protect systems.
There are supervisor expectations for
companies with regards to cyber risk—
some explicit and some implicit. For
example, many supervisors expect:
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• A clear internal three-lines-of-defense
approach to managing risk
• Cyber protection capabilities to be in
place at companies
• Companies must have both technical
expertise and executive understanding to
prevent and respond to cyber events
Supervisors expect companies to
recognize the enormous reputational and
operational risks associated with cyber
events. While responding to these events,
these companies must not forget the
consumer impact.
The panel continued its discussion,
noting that it is not a question of whether
a cyber event will occur, but when. The
panel noted that most cyber events go
undetected. When considering cyber
risk, an organization can consider its level
of maturity by how quickly and capably
events can be located and addressed. The
management of cyber events is particularly
important. When a cyber event occurs,
an organization often does not have
comprehensive information about the event.
It’s important to war-game or simulate these
events and educate the company and board.
This will help answer the question “How do
we know if we are a secure organization?”

In concluding, supervisors discussed
making a cyber event business as usual,
rather than responding as if it were a
crisis event. Companies need to move
to continuous simulation and
understanding, as well as improving
simultaneous, consistent response across
the organization. The focus needs to be
about cyber readiness rather than cyber
response. The advent of regulation and the
regulatory environment has helped raised
the level of awareness and response within
companies, and regulatory challenge often
drives funding within organizations.

While both supervisors
and companies have done
much to improve cyber
resilience, cyber events
such as ransom demands
continue to increase and
now average more than
$1 million per instance.
The ever-changing nature
of these events means
that not all cyber events
are covered by a cyber
policy or protocol, and
much still needs to be
done to create a cyber
resilient environment.
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Technology and supervision—what else?

As the Annual Conference progressed, it was
clear that the theme was resonating with the
global insurance supervisors in the room.
The discussion continued to move from
the strategic through to the tactical and
ultimately, the impact on the consumer.
It was clear that technology is having an
impact on the structure of the insurance
market and that this is likely to continue
in the future. With new markets looking to
lead as technology innovators, companies
themselves are responding by either
developing their own technology solutions,
acquiring tech startups to bring on this
capability, or in some cases outsourcing
technology to third parties that may offer a
more secure service offering with the ability
to scale with greater expertise (reducing
in-house costs).

General agreement seemed to be reached that technology
development will bring both opportunities and risks and
that it is important for insurers to work with the regulators
as these tools and solutions are developed. It was noted
that the real test of supervision of this aspect of the
industry will be when the enforcement actions start.

Supervisors are responding by setting a
regulatory framework to cope with this rapid
change through data privacy regulation, as
well as big data and AI-related regulation. It
was clear that supervisors are supportive of
innovation (speeding up consumer claims
processing), but also cautious in the areas
of financial inclusion, price optimization (a
departure from cost-based pricing that may
not be in the consumer’s best interest or
that of the insurance company), and claims
optimization, which potentially has a similar
consumer concern.
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