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Regulators, stakeholders meet
in Macau

MACAU SAR — To Americans, Hong Kong, Macau’s
sister city across the Pearl River Delta and fellow Special
Administrative Region (SAR) of the People’s Republic of
China, may be better known and more synonymous with
glittering wealth, but the former Portuguese colony and
gambling and shopping center has quietly become far
wealthier than the former British colony, including being
the wealthiest place in the world by at least one measure.
The World Bank’s latest statistics, covering the year 2013,
say Macau has a Gross Domestic Product (GDP) per capita
based on purchasing power parity (PPP) of $142,599.2.i
PPP GDP is gross domestic product converted to
international dollars using purchasing power parity rates.
An international dollar has the same purchasing power
over GDP as the US dollar has in the United States.
By comparison to Macau with its steady unemployment
rate of 1.9%ii and GDP PPP of $142,599.2, second place
Qatar’s population has to get by on a mere $136,727.3.
Both, of course, are far better off than the poor residents
of Hong Kong ($53,215.9) and the even poorer inhabitants
of the United States ($53,042.0).iii
This glittering metropolis hosted the Eighth Annual Global
Seminar and Stakeholder Dialogues of the International
Association of Insurance Supervisors (IAIS) in late June
2015, aimed at protecting all the world’s economies and
consumers, rich and poor.
An IAIS release noted, “In furtherance of its commitment
to stakeholder engagement this event was, for the first
time, open to the public.” The significance of that can only
be understood in light of the recent history of the IAIS. The
importance of this international organization has grown
significantly since the global downturn, as the group has
been tasked by the G20 and the Financial Stability Board
(FSB) with creating rules to protect the global economy
from systemic shocks such as those felt during that
last downturn.

As its charge increased, the association of insurance
standard setters looked within, and decided to revamp its
own policies and procedures. In late 2014, the IAIS revised
its meeting and funding policies. It eliminated “observer”
status. Observers were organizations that had paid a fee to
the IAIS and were allowed input into its standard-setting
process and special access at its annual meeting.
While the industry stakeholders that made up the
overwhelming majority of observers may have welcomed
the departure of what some called “pay to play,” the IAIS
took the further step of closing its annual meeting and
its committee meetings to all but regulators and invited
guests. This raised concerns that stakeholder input was not
welcome, even as the IAIS embarked on its most important
and contentious missions yet.
The IAIS faced numerous calls for more openness
and transparency, and in response said part of the
reorganization involved embarking on a new process to
allow access to all stakeholders, not just those who could
pay a hefty fee. Since then, most visibly the IAIS has held
a series of stakeholder meetings on the creation of the
insurance capital standards (ICS). This annual meeting,
which included an open discussion with the entire
executive committee of the IAIS, was the next step
in that process.
“The IAIS is pursuing numerous high priority projects,
including several global capital standards, and we are
committed to continue to share information with and seek
the input of our stakeholders as we pursue our standardsetting objectives,” said Felix Hufeld, chair of the IAIS
Executive Committee.
If the standard of success was a meeting where
attendance by stakeholders approximated that previously
at the annual general meetings, with wide ranging
discussion and input by those stakeholders, then the IAIS
might reasonably consider this meeting a success. Both US
and Asian industry were well represented at this event.

The World Bank: International Comparison Program database: World Development Indicators, http://data.worldbank.org/indicator/NY.GDP.PCAP.PP.CD/countries/1W
The World Factbook 2013-14. Washington, DC: Central Intelligence Agency, 2013
iii
The World Bank: International Comparison Program database: World Development Indicators, http://data.worldbank.org/indicator/NY.GDP.PCAP.PP.CD/countries/1W
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Whether this will quiet calls by many, particularly in the
United States, for further change in the processes employed
by the IAIS remains to be seen, but for at least a few days in
Macau, compromise and comity seemed to reign.
News was also made. The IAIS finally explicitly said that the
ICS would be delayed in implementation, a long-standing
request from many stakeholders that was strengthened by
reported issues with the current ComFrame field testing.
The IAIS later announced that the delay would be at least
a year.
An item that should be of great interest to insurers not
directly affected by ComFrame or by the capital measures
being applied to G-SIIs is the announcement by the IAIS
that Insurance Core Principles (ICPs) will be revised.

Those ICPs, which govern the conduct of all insurance
regulators and industry, will be revised to reflect input from
ComFrame. That now means that officially, as expected, all
insurers, no matter their size, can expect to be affected by
ComFrame.
For US insurers who had expected to be insulated from
the effect of the global changes, and who had refrained
from participating in the process, this may be a wake-up
call. The positive news is that based on conversations at
the event and on the IAIS actions related to the ICS, it
seems that communication between standard setters and
stakeholders may now be much more of a two-way street.

Takeaways
• ICS implementation under ComFrame will be delayed for one year.
• ICPs will be revised to reflect ComFrame.
• IAIS will hold numerous public consultations as well as stakeholder meetings. Participation in the process
enhances the possibility of a positive outcome.

Sai Van Bridge, Macau SAR, People’s Republic of China
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IAIS wants stakeholder input,
leaders say

The IAIS is committed to continuing to seek stakeholder
input, Executive Committee Chair Felix Hufeld told the
New Policies and Procedures panel at the IAIS meeting.
Multiple stakeholder consultations held during the course
of this year support this commitment, Hufeld said.
Panelists discussed the changes in the Member’s
Handbook and the policies and procedures of the IAIS,
reviewing the history and previewing the future of
the organization.
Deputy Secretary General George Brady said there was a
commitment to reviewing the effectiveness of the new
policies and procedures. This would be done later this year,
he said. Brady said there would be a two-week notice of
the final draft of the resulting changes before adoption.
He promised there would be an Executive Committee
dialogue with stakeholders at least once per year, at which
Executive Committee members would “answer questions
at the highest levels of strategy and decision-making
within the organization.”

One US representative of a leading global reinsurer said
he was somewhat encouraged by the course taken by the
IAIS this year. He suggested that at technical stakeholder
consultations, parent committees, including the technical
and executive committees, should be represented. He
added that he was encouraged by the news that there
would be an annual assessment and self-examination of its
process by the IAIS.
Hufeld said members of the Technical and Executive
Committees shared the ambition to be there at the
stakeholder consultations, but conflicts existed with their
day jobs. Most members of these committees hold highlevel positions within their national organizations.
Secretary General Kawai told attendees that the IAIS
was committed to organizing this event annually, and
expressed the hope that even more stakeholders would
come in the future.

Many speakers commended the IAIS on its move towards
increased transparency, often adding suggestions for
more improvement.
A representative of the American Council of Life Insurers
(ACLI) asked that a list of committee members at the IAIS
be published along with invited speakers. Committees
are the basic high-level working groups at the IAIS. Brady
said the organization would run it by its membership,
and noted that the IAIS newsletter reports could indicate
where guests were present.
One speaker expressed concern that the 30 days
allowed under the new rules was not enough time for
consultations. Secretary General Yoshi Kawai clarified that
the 30-day consultation period would be for issues papers,
while there would be a 60-day period for supervisory
papers. Issues papers provide background or information,
while supervisory or application papers provide
supervisory guidance.
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Executive Committee Chair Felix Hufeld reviews IAIS changes

IAIS changes:
September 2013
• Executive Committee (ExCo) decided that Observers
would no longer generally participate in meetings but
rather as experts invited when necessary to provide
targeted, technical input
March/June 2014
• ExCo agreed to seek General Meeting approval to
move to a broader engagement with stakeholders and
discontinue Observer status
• ExCo committed to develop new procedures governing
meeting participation, consultation process and
stakeholder engagement that are effective, consistent,
transparent and predictable
• From 2015, Annual Conference open only to Members
October 2014
• General Meeting voted to discontinue Observer status as
of 2015
January 2015
• Executive Committee adopted new policies and
procedures

Consultation Process
• Applies to supervisory and supporting material
• Has the following mandatory steps
–– Submission of a written project plan
–– Public background note
–– Public consultation
–– Public background session at launch of public
consultation
–– Resolution and publication of comments received
–– Public discussion of comments and resolutions
–– Advance notice of final draft to be adopted
Discussions
• Executive Committee dialogue
–– At least once a year, meant to provide opportunity for
dialogue with those who set strategic direction and
make ultimate decisions
• Public dialogues
–– More technical discussions, distinct from Executive
Committee sessions as well as other public session
commitments
–– Meant to enable dialogue with qualified experts on
specific topics related to policy development and/or
projects underway at the IAIS
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Stakeholders share views with
Executive Committee

Full Executive Committee received stakeholder input

As expected, the dialogue between stakeholders and the
Executive Committee of the IAIS was a lively one, with
numerous stakeholders sharing sometimes divergent views
while the full Executive Committee sat on stage, listened,
and often responded. Among the points discussed were
whether ICS should be warning signals or actionable, and
how should diverse regulatory regimes be recognized. This
was also the meeting where the IAIS first hinted that ICS
implementation would be delayed.
A representative of the General Insurance Association
of Japan opened the discussion with a presentation on
ICS. Among other suggestions, the representative told
the committee that the ICS should be used as an early
warning indicator, not an intervention point, at least until
convergence among jurisdictions is achieved.
He warned that “unconcerted scheme change of capital
standards in a limited number of jurisdictions could lead
to excessive additional capital requirements on IAIGs.” The
representative said capital protectionism—caused by overly
conservative and unilateral local requirements—must be
avoided.

He called for the fungibility of capital to be recognized,
and said that if the ICS were used as an early warning
indicator and a communication facilitator for supervisory
colleges, it would facilitate the understanding of IAIGs in
supervisory colleges and promulgate the global standard
as a target to be pursued by respective local solvency
regulators.
He added that a staged introduction would allow for the
reliability and robustness of the standards to be enhanced
over time, without causing unintended consequences.
The alternative could be that IAIGs are compelled to hold
excessive capital, which would lead to higher insurance
premiums and thus would be disadvantageous to
policyholders.
A representative of the Property Casualty Insurers
Association of America (PCI) told the committee that
diverse regulatory regimes that achieve similar levels of
solvency protection should be recognized. He expressed
concern about possible costs that would ultimately be
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borne by consumers. He cited the cost of implementation
of the current solvency changes in various jurisdictions, and
said ICS could lead to a new system with new costs.
One Executive Committee member disagreed with the
suggestions, saying that more than the minimum level
of comparability of capital and solvency was needed in
order to be effective. The member said that ICS needed to
enable some kind of action.
Another Executive Committee member, Kevin McCarty,
noted obstacles to fungibility. For fungibility purposes,
what is excess capital, he asked. He identified two
competing principles, policyholder protection and financial
stability. In our principles, he said, policyholder protection
is primary, but we are concerned about financial stability
and don’t want to raise costs. McCarty argued for an
incremental approach.
Executive Committee Chair Felix Hufeld seemed to disagree
somewhat with McCarty, saying that logically speaking,
moving capital does not contradict the group nature
of ICS. He did seem to somewhat endorse a gradualist
approach, saying comparability is a process…an ongoing
process of convergence…probably over several years to a
more unified approach.
A representative of the Association of British Insurers asked
about the status of ComFrame and ICS, including what would
be delivered in 2019, how it would fit with existing local
measures, how local supervisors would implemented through
ComFrame, and how field testing fit in. The PCI representative
followed up by asking if ICS would be implemented in 2019,
or if there were a possibility of slippage.

Neufeld responded that the Executive Committee had
discussed timing just the day before, and had agreed
that quality and getting it right were most important, not
timing. A diligent analysis of the feedback received would
require more time, he told the audience, adding that, “We
will offer a piece of information by the end of next week
on the timing issue. You just may assume the timing of the
delivery process may be adjusted.”
The PCI representative suggested that the IAIS allow
stakeholders to participate in one working group meeting
per year as a way of increasing involvement, transparency,
and effectiveness. Secretary General Yoshi Kawai praised
the overall changes, calling it an open and transparent
process: “Everybody can take part without any fees.”
Another Executive Committee member said that while
stakeholder access was important, committees and
working groups also needed time and confidentiality to
discuss and consider the needs of stakeholders unable to
be represented at meetings. He cited the less privileged,
the poor, smaller companies, and entrepreneurs. He
applauded stakeholder involvement, saying that it was vital
industry continued contributing to the work of the IAIS via
field testing and other means.
“We have only started the process of reshaping the way
we interact with stakeholders,” he said.
A representative of the International Actuarial Association
spoke in support of a timing delay of the ICS if necessary,
saying a better product was more likely to be accepted.
In closing, Hufeld said, “I’m convinced of the new platform
we created is more inclusive, more engaging, and more
transparent.”
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ICP review process in full swing
Schedule of ICP review

2015

2016

2017

• ICPs 4, 5, 7 and 8 (licensing, suitability, governance, risk management)
• ICP 23 (group-wide supervision)
• ICPs 9, 10, 11 (supervisory powers and measures)
• ICPs 3, 12, 25, 26 (resolution and cooperation)
à As a basis for ComFrame Module 3
• Introduction and Assessment Methodology
• ICPs 1, 2 and 6
• ICPs 13 to 22 and 24

Graphic courtesy of the IAIS

An ICP review task force will be set up and a
comprehensive review of ICPs will be completed by 2017,
Technical Committee Vice Chair Urs Halbeisen told the
Insurance Core Principles panel.

currently made were done to more clearly reflect the group
supervision application to the head of the group and
cooperation needed amongst involve supervisors. Any further
changes would come after the ICP review schedule for 2016.

The ICPs form the basis of insurance regulation worldwide,
Halbeisen said. The revised ICP will incorporate lessons
learned from the field testing of ICPs now taking place,
and through self-assessment and peer reviews. ComFrame
will refer to and build upon a complete revised set of
ICPs that will in part be based on ComFrame, forming a
feedback loop.

Annick Teubner, Chair of the Governance Working Group,
spoke to the status of ICPs 4, 5, 7, and 8. She said one of
the major issues raised with regard to these ICPs was the
issue of proportionality and they had been clarified to note
that proportionality applies throughout.

Halbeisen discussed the timeframe for ICP review.
ICPs governing licensing, suitability, governance, risk
management, and group-wide supervision are currently
being reviewed, while ICPs governing supervisory powers
and measures, as well as ICPs governing resolution
and cooperation are scheduled for review in 2016. The
remaining ICPs will be reviewed in 2017.
Attendees were also given an update on the current status
of the ICPs now being reviewed. Issues identified and
being addressed with ICP 23, which covers groupwide
supervision, included structuring and clarity, the
applicability of the ICP to the insurance group, multiple
jeopardy, and the application to and role of group-wide
supervisors/host/branch supervisors.
Among other changes, the new ICP 23 will be more
aligned to ComFrame, and would have only three
standards, focused on core recognition of the scope of
the group and group supervision only. The ICP has been
reduced from 20 to seven pages, and only three and a half
of those pages were text.
So far, there have been minor changes to ICP 25 covering
supervisory cooperation and coordination. However, there
are more changes possible in the future. The changes

For ICP 4 covering licensing, there are no substantive
policy changes. ICP 5 covering suitability of persons
will draw a better distinction between the suitability
requirements for significant owners and the board. ICP 7
on corporate governance will see revisions on the section
covering groups, and the discussion on transparency and
communication. There will be more stress on the risk culture
of an insurer.
In ICP 8 on risk management and internal controls, the
standard on risk management and internal controls will be
split up, guidance on the risk management system will be
added, and guidance on internal controls will be clarified.
There are also other minor changes.
A representative of the PCI expressed concerns, including
about the treatment of branches. He said ICPs 4 and
7 seemed to imply supervisors can force companies to
restructure to be easier to supervise. He wondered if the
ICPs, especially the part of ICP 7 dealing with remuneration,
meant that supervisors would now become managers.
After review of feedback on the current consultation
documents for ICPs 23 and 25, a stakeholders session will
be held in October 2015 to seek input. Revised drafts of
ICPs 4, 5, 7, and 8 will also be completed in October.
Full listing of Insurance Core Principles can be
found in the appendix.
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ICS field testing work in high gear

Quantitative field testing is “an essential tool for us to assist
us in the developing of capital standards,” said Field Testing
Working Group Chair Paolo Cadoni at the Global Capital
Standards panel at the IAIS meeting.
The 2014 field test had three major aims, Cadoni said:
• Make a basic capital requirement (BCR) proposal for
endorsement by the FSB. This would include a single
full-blown field test and possible fine-tuning during the
confidential reporting phase.
• Inform the subsequent development of higher loss
absorbency (HLA); and
• Inform the parallel development of ICS.
Cadoni listed the components of the field test:

Cadoni said that during this phase, a company’s internal
yield curve is being compared to the IAIS yield curve,
and that IAIS core and additional capital definitions were
being used. Two tranches of data were requested. The
first was the information needed for BCR, and the other
was stressed balance sheets and economic capital model
valuation. There were 34 participants in the first tranche
with 29 in the second tranche. Of the 29, 21 provided
balance sheet data from their economic capital models.
One interesting note was the change in asset value going
from GAAP to market adjusted valuation (MAV). There
was an overall decrease in asset value of 1.9%, a result
of an increase in investment value by 1.2%, offset by
the disappearance of deferred acquisition costs and a
decrease in the value of reinsurance recoverables and other
reinsurance assets. On average, net liabilities decreased
by 8.2%.

• Balance sheets: 3 different valuation approaches
–– Market-adjusted Valuation
–– GAAP (as used here refers to local GAAP in each
jurisdiction)
–– Valuation used in Economic Capital Model
• Segmentation – IAIS developed – globally based
• Derivatives and other off-balance sheet exposures
• Current insurance group-wide PCRs or proxy for groupwide PCRs
• Current banking regulatory capital requirements and
other regulatory capital requirements where they exist
• Gross and Net Written Premiums, Gross Claims
and Net Claims
• Capital resources including details of capital instruments
issued at group level
• Yield curves by currency to compare to IAIS specified
yield curves
• Stressed balance sheets on three valuation bases:
Increase in interest rates stress, decrease in interest rates
stress, equity stress, mortality stress, combined
ratio stress

The 2015 field testing began at the end of April 2015.
It was split into two components with part one to be
submitted no later than July 15, 2015, and part two to be
submitted by September 4, 2015. Part one included the
components necessary for the calculation of BCR and HLA,
while part two included numerous components:
• GAAP with adjustments valuation and reconciliation of
GAAPàGAAP with adjustmentsàMAV (using data from
Part 1)
• ICS risk charges
• ICS Capital resources – using base data from Part 1 +
options for comparable MOCE – cost of capital
and prudence
• ICS Summary worksheet – ICS qualifying capital
resources/ICS capital requirement (based on example of
standard method)
The 2015 field testing package will be published sometime
after the final due date of submission of data, which is
September 4, 2015. This package will be available to all
stakeholders, not just the field testing volunteers.
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Technical Committee has a full plate
with ComFrame and more

Considering the need to develop IAIS materials on external
audit related matters and continuing revision work for ICPs
20 and 14 are among the ongoing tasks being undertaken
by the Technical Committee, Vice Chair Urs Halbeisen told
attendees at the Technical Committee panel at the IAIS
meeting. ComFrame, as expected, is also a major focus of
the committee.
The Technical Committee is also working in support of the
ComFrame Field Testing Task Force on valuation matters.
It is analyzing results from the field testing of Module 2
qualitative elements and suggesting follow-up revisions to
Module 2, and drafting input into Module 3.
The committee is also working on numerous papers,
including application papers on ICPs 7 and 8 related to
group corporate governance. It also released a draft issues
paper on the conduct of business risk and its management,
and is drafting an application paper on approaches to
intermediary supervision.
Financial crime is another area of focus, with the
committee drafting an issues paper on cybercrime. It is
also undertaking updating ICP 21 on countering fraud
in insurance and ICP 22, anti-money laundering and
combating the financing of terrorism.

Halbeisen said that the committee is covering all aspects of
ComFrame field testing. It regards qualitative field testing
as equally important as quantitative testing. It is also doing
cost-benefit analyses of ComFrame.
The context for the committee’s work, according to
Halbeisen, is the view that in the 2020s and beyond,
growing emerging markets will mean more internationally
active insurance groups and bigger supervisory colleges.
A PCI representative, referring to ComFrame Module 3,
asked the probable result of an ICS capital breach: would
there be required action or would it trigger a supervisory
discussion?
Halbeisen said the issue was “on our radar, we can’t give
you a precise answer at this point in time.” He did say there
would be at least two more consultations on ComFrame
before its adoption.
Responding to a question from a European stakeholder,
Halbeisen said that the EU would not be looked at as a
single jurisdiction.

Its Resolution Working Group is providing input to the FSB
on various G-SII measures, including on critical functions,
resolution strategies, policyholder protection schemes, and
creditor hierarchies. It is also considering the application of
loss absorbing capacity in the resolution of G-SIIs.

Financial crime is another area of focus, with the committee drafting an
issues paper on cybercrime. It is also undertaking updating ICP 21 on
countering fraud in insurance and ICP 22, anti-money laundering and
combating the financing of terrorism.
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NTNI issue causes FSC concern

The assessment methodology for global systemically
important insurers (G-SIIs) will be reviewed every three
years, Financial Stability Committee (FSC) Vice Chair Elise
Liebers told the Financial Stability Committee panel at the
IAIS meeting. The first review, to be conducted by the G-SII
Methodology Task Force, will be completed by November
2015 for application from 2016.

Among the issues Liebers cited with the current
methodology are the two main drivers of G-SII
status — Non-Traditional Non-Insurance activities
(NTNI) and interconnectedness. Currently, NTNI and
interconnectedness account for approximately 80 to 90%
of the G-SII assessment. Liebers said these tend to be
different from insurer to insurer.

The G-SII Analysts Working Group, which is responsible for
the coordination of the annual review of potential G-SIIs
in accordance with the framework approved by the FSC,
is now receiving 2015 data, will analyze this data over
the following months, and produce a ranking of firms,
Liebers said. The 2015 data is to be collected by the end of
summer, and then used to test and refine the methodology

“Appropriate policy measures for systemic insurers may
require being more tailored than was on the banking side,”
said Liebers.

The two groups will work together on methodology
improvements as part of the triennial methodology
review, based on the 2015 data analysis. Improvements
to be considered include normalization, the potential
establishment of a cut off line for G-SII designations,
the establishment of clear rules for entering and exiting
from the list of G-SIIs, and ensuring the methodology
appropriately addresses all types of insurance and
reinsurance, and other financial activities of global insurers.

Enhanced supervision will include systemic risk
management plans unique to insurers. A G-SII will remain
a G-SII for at least one year after the initial designation,
with that assessment being updated annually.
Liebers said the policy on NTNI business will be finalized
later this year, but it has proved to be challenging to
define products as NTNI. In earlier meetings, some US
representatives have noted that longstanding annuity
products regarded as traditional in the US may be regarded
as NTNI in Europe.

Any substantial change would be exposed later this year
before being revised and applied to G-SIIs in November
2016. Liebers said that she did expect changes.
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IAIS seeks to keep momentum going

“‘Standards’ is our product,” IAIS Secretary-General
Yoshihiro Kawai told attendees at the IAIS Global Seminar’s
opening panel on “IAIS high-level goals and future
outlook.” Kawai said the organization’s goal over the next
five years was to keep the momentum of the “new” IAIS.

Describing the IAIS universe, Kawai said the IAIS core
areas included standard-setting, implementation, financial
stability, and external and stakeholder interaction. He added
that the new IAIS intended to be a thought leader, with
communication to be the other activity emphasized.

IAIS Activity Universe

HLG
Implementation

HLG

HLG

Thought Leader

Communication

HLG
Standard Setting

HLG
Financial
Stability

HLG
External
Stakeholder
Interaction

IAIS high level goals (HLG) Courtesy of IAIS

Members of the panel described their vision of the IAIS in
the near future. Michael T. McRaith, chair of the Technical
Committee said it was important to integrate the insurance
sector. He spoke of the need to balance stability in ICPs
with the need for constant evolution, revision, and updates.
The objective, he said, was to support industry growth and
consumer protection around the world.
Implementation Committee Chair Jonathan Dixon told
attendees that application papers on market conduct
supervision and inclusiveness would soon be released.

Financial Stability Committee Chair Alberto Corinti
spoke of the need for standard regulation that applied
to all companies. He said an application paper would
be forthcoming later this year that would suggest
improvements to the methodology for designating G-SIIs.
Corinti said his committee was working on clarifying and
defining nontraditional noninsurance activities through
a workstream designed to ensure that the concepts are
applied consistently.
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IAIS Secretary General Yoshi
Kawai. Courtesy of the IAIS

Financial Stability Committee Chair Alberto Corinti says G-SII methodology
will be improved

Kawai later announced that the Executive Committee
extended his contract through the end of 2017. The
IAIS said this would enable Kawai to continue to oversee
the completion of several planned high priority projects,
including the adoption of higher loss absorbency and
version 1 of the insurance capital standards.
“It has been a high honor, privilege and joy to service as
Secretary General of the IAIS and I’m thrilled to have the

opportunity to continue to serve for two and a half more
years,” Kawai said. “Along with our members and my
Secretariat colleagues, I’m committed more than ever to
climbing up to the top of the mountain and reaching the
goals that we have set.”
Kawai has been with the IAIS for 17 years, 12 of which were
as Secretary-General. An international search for the next
Secretary General will begin before the end of Kawai’s term.

Implementation Committee Chair Jonathan Dixon said standards implementation activities provide valuable findings on challenges
and issues to the IAIS
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In brief

Implementation Chair: ICPs for all
Implementation Committee Chair Jonathan Dixon said
the high-level goal of his committee was enhancing
effective supervision. The members aimed to have IAIS
members apply best practices for effective insurance
supervision and supervisory cooperation. Dixon said
another high-level goal was that based on a program for
monitoring implementation, all ICPs should be observed
by all members, though there could be progressive
implementation.
IAIS issues paper on Conduct of Business Risk and
its Management
As promised during the meeting, a week later, the IAIS
issued for consultation an issues paper on “The Conduct
of Business Risk and its Management.” This is an issues
paper which, unlike an application paper does not add
supervisory requirements, but provides information. It is
meant to raise awareness. The consultation period runs to
August 14, after which recommendations will be made to
the Technical Committee, and a new background session
scheduled for stakeholders, tentatively set for October 5.
The final document is expected by November.
The paper focuses on retail customers, and the IAIS defines
“conduct of business risk” as “the risk to customers,
insurers, the insurance sector or the insurance market that
arises from insurers and/or intermediaries conducting their
business in a way that does not ensure fair treatment of
customers.”

This draft may indicate a propensity to greater regulatory
focus on highly solvent, profitable insurers, given
statements like: “But high profit (historic and planned) may
also be driven at the expense of fair customer outcomes,
so may be an indicator of products which offer poor
value to customers, or aggressive selling practices or high
incentives for inappropriate sales. It is therefore crucial to
apply both prudential and conduct considerations to an
assessment of financial data.”
Innovations like price optimization may raise concerns,
with information asymmetry and big data cited as issues,
and a more interventionist approach listed as a possible
solution. “Such interventions include the setting of explicit
product standards for products sold to less financially
sophisticated customer groups, and the prohibition or
limitation of certain types of distribution models for certain
types of products,” the paper says.
Remuneration structure, add-on policies, and selfplacement are among numerous areas of potential
concern raised by the paper. During a background call with
stakeholders, concerns raised by stakeholders included a
lack of balance and possible bias against industry
in the paper.

Takeaway
With solvency being addressed, next major regulatory risk may be market conduct.
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IAIS exposes application paper on the Regulation
and Supervision of Captive Insurers
The increased regulatory focus on captive use continues.
With the Financial Stability Oversight Council (FSOC),
Federal Reserve Bank, and International Monetary Fund
(IMF) all expressing concern over the systemic risk of
affiliated captives, the IAIS revised its application paper
as a result of the new ICPs. The paper seems to reflect
much that US regulators are moving toward–transparency,
visibility, and cooperation across jurisdictions. Some
areas seem strengthened, including governance, capital
adequacy, and internal controls.

Highlights include a focus on the quality of capital
available, especially under stress. Financial crimes are also
spotlighted, with supervisors advised to ensure insurance
managers have appropriate fraud prevention, anti-money
laundering (AML), and combatting the financing of
terrorism (CFT) systems in place.
Interesting is that this may seems to require separate
or modified ORSAs for captives, with certain specific
guidelines shown as being particularly relevant for captives.
The consultation period runs until August 3, with a second
background session for stakeholders to follow in early
October. Formal approval is anticipated in November at the
IAIS general meeting.

Takeaway
These ongoing moves may be considered more evidence of the need for
heightened insurer focus on captives and their risks.
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Appendix

Insurance Core Principles, list
Number

Title

1

Objectives, Powers and Responsibilities of the Supervisor

2

Supervisor

3

Information Exchange and Confidentiality Requirements

4

Licensing

5

Suitability of Persons

6

Changes in Control and Portfolio Transfers

7

Corporate Governance

8

Risk Management and Internal Controls

9

Supervisory Review and Reporting

10

Preventive and Corrective Measures

11

Enforcement

12

Winding-up and Exit from the Market

13

Reinsurance and Other Forms of Risk Transfer

14

Valuation

15

Investment

16

Enterprise Risk Management for Solvency Purposes

17

Capital Adequacy

18

Intermediaries

19

Conduct of Business

20

Public Disclosure

21

Countering Fraud in Insurance

22

Anti-Money Laundering and Combating the Financing of Terrorism

23

Group-wide Supervision

24

Macroprudential Surveillance and Insurance Supervision

25

Supervisory Cooperation and Coordination

26

Cross-border Cooperation and Coordination on Crisis Management
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Acronyms
IAIS
International Association of Insurance Supervisors

HLA
Higher loss absorbency requirements

ACLI
American Council of Life Insurers

IAIG
Internationally active insurance group

AML
Anti-money laundering

ICP
Insurance Core Principles

BCR
Basic capital requirements

ICS
Insurance capital standards

CFT
Combatting the financing of terrorism

IIF
Institute of International Finance

ComFrame
Common Framework for the Supervision of
Internationally Active Insurance Groups

IMF
International Monetary Fund

FIO
Federal Insurance Office

MAV
Market adjustment valuation

FSB
G20’s Financial Stability Board

MOCE
Margin over current estimate

FCS
Financial Stability Committee

NTNI
Non-Traditional Non-Insurance activities

GAAP
Generally accepted accounting principles

ORSA
Own Risk and Solvency Assessment

GDP
Gross Domestic Product

PCI
Property Casualty Insurers Association of America

G-SIIs
Global systemically important insurers

SAR
Special Administrative Region
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