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IAIS looks ahead as a partner,
not boss to stakeholders
Budapest — Even as the International
Association of Insurance Supervisors (IAIS)
discussed the next steps towards the future
of international insurance regulation, the
organization’s executives noted the special
history associated with the Budapest
location of its ninth annual Global Seminar.
It was in the same hotel in Budapest that
hosted this event—the hotel that inspired
Wes Anderson’s 2014 film “The Grand
Budapest Hotel”—that an IAIS Global
Seminar first heard a postmortem on the
fiscal downturn of the last decade and
took the first steps to the creation of the
Common Framework for the Supervision
of Internationally Active Insurance Groups
(ComFrame) and the global insurance capital
standard (ICS).
IAIS Secretary-General Yoshi Kawai told the
attendees—including strong representation
from US industry—that this was the best
attended global stakeholder seminar ever.
In her opening address, Executive
Committee Chair Victoria Saporta discussed
the different regulatory levels created
by the IAIS. “There are three tiers of our
standard-setting activities and they are
proportionately more stringent,” she said.

Saporta noted that the insurance core
principles (ICPs) apply to all insurers,
standards for global systemically important
insurers applied for now to nine insurers,
and ComFrame applied to 55 internationally
active insurance groups (IAIGs). This was
a 10% increase in the number of IAIGs
covered by ComFrame.
Saporta said that there were three points
she wanted to make that she called “very
important.”
She told the audience that the IAIS
was a standard setter, not a legislator
or supervisor, and its function was
recommending best practices. “I think of us
as a process through which supervisors…
share information in order to produce these
standards,” she said. Saporta added that it
was the prerogative of local legislators and
regulators to produce and implement these
standards.
Further discussing an organization that had
at times been accused by some, primarily
in the US, of catering to existing non-US
regulatory structures, Saporta said the IAIS
consisted of 200 jurisdictions that were
equally respected and did not cater to any
particular set of supervisors.

The third point Saporta made was that
the IAIS is committed to transparency, “By
several metrics, during the past two years,
we have increased our engagement (with
stakeholders),” she said. Calling the IAIS an
organization in transition, she announced
a stakeholder engagement task force
had been created and was engaged in
developing a stakeholder engagement plan
that was a priority of the IAIS.
Saporta closed by telling the audience that
she was looking forward to the IAIS annual
conference in Paraguay later this year. Unlike
last year’s conference in Morocco when
the IAIS was widely criticized for excluding
non-regulator stakeholders, this year’s
conference is open to all and Saporta invited
all to participate.
It is worth noting that while Brexit was the
subject of much water cooler discussion
at the IAIS, that vote took place in the
week after this event. The IAIS has issued
no comment on Brexit, and has given no
indication of its possible effect on the
organization.

Takeways
•• The number of IAIGs increased from 50 to 55.
•• The IAIS underlined the limits of its authority and its need to defer to local
legislators and regulators.
•• Stakeholder engagement, including with industry, now a priority for the IAIS with
the organization ending its previous exclusion of non-regulator stakeholders from
its annual meeting.
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Progress made,
differences remain
on ICS
One participant on the panel discussing
“Global Capital Standards and the
Development of the Insurance Capital
Standards” stated what has become even
more obvious to stakeholders as the
process for developing ICS continues.
“Developing an insurance capital standard
is not an easy task,” said Paolo Cadoni of the
IAIS. Cadoni said that was why the multiyear
process was being done in various stages:
ICS version 1.0, leading to version 2.0 and so
forth.
ICS is part of ComFrame and has three
components: valuation, qualifying capital
resources, and the ICS capital requirement.
Cadoni said that during the past three years,
the IAIS had worked both on addressing
material issues and refining its approach.
However, he said, ICS development was "still
not halfway there."
He told the audience that in mid-July the
second consultation document would be
available for a three-month consultation
along with the new field testing technical
package. The three-month consultation
period is longer than the previous 60-day
period used by the IAIS, allowing more time
for stakeholders to comment.
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There are now 42 volunteers in the field
testing program and the IAIS wants to
expand that to include all 55 IAIGs in the
next round, Cadoni said. The organization
is working on calibration for the ICS and
Cadoni noted that it was important to get
that right.
“We recognize our difference of views
[on valuation]…We are trying to reconcile
our differences,” said Cadoni. He said the
desired end result was convergence to
a common goal not to any one existing
standard, adding that Version 1 included
both market adjusted valuation (MAV) and
GAAP +. The emphasis on the GAAP +
approach, already adopted by the Federal
Reserve in the United States, seem to
represent a shift in tone by the IAIS.
Other concerns still need to be addressed,
Cadoni said. These remaining questions
included what to do about mutuals, capital
requirements, interest rate risk [calibration
in a low rate environment is difficult, he said]
and tax. Among changes already made,
Cadoni cited a change in the treatment of
mortgage risk as a result of feedback from
the field testing volunteers.
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Cadoni provided a timetable for the
upcoming stages of field testing. The
2016 field testing process is expected to
conclude in mid-October, with version 1.0
of the ICS to be agreed on at the scheduled
summer meeting in London next year.
Consultation on version 2.0 will take place
in 2018, with movement to the anticipated
2019 ICS adoption.
Asked by a US industry representative if
a possible 20- to 30-year timeline for the
ICS adoption was more realistic, and what
the desired end state was, Cadoni said
there were two goals at this point, with two
clear deadlines. “Compared to where we
started three years ago, we made significant
progress,” he said.
Another panelist, a representative of a
major British multinational insurer, said
one important issue is how to balance
sensitivity and simplicity. While noting that
capital standards and mutual understanding
have come a long way, he also noted that
various issues remained to be addressed.
His company is already operating under SII
with little management appetite to move to
another method, he said.
He said a common accounting framework
remains elusive, but the various accounting
standards will need to be reconciled. He said
a regime based upon two different valuation
bases was not a consistent approach.
The discount rate was a key issue that
needed to be addressed, the British insurer
representative said. He cited volatility and
pro-cyclicality as being among the bigger
issues for design, saying this all came back
to the discount rate and it needed to be

addressed with a sensible outcome. A
discount rate should be appropriate to the
underlying liabilities, he said.
He continued by noting that an earned
rate for discounting has merit, but needed
to reflect asset liability matching (ALM).
Other concerns included the ability to use
internal models. While the Federal Reserve
has rejected the use of internal models in
its capital standards, European regulators
have a tradition of using these models and
the British insurer’s representative said it
was intrinsic for his company and should be
included in Version 2.0.
Approaches to the life and the nonlife
markets were too far apart, he said, adding
that there needed to be more granularity.
“There clearly are challenges ahead,” he said.
“There is a wide and robust and thoughtful
diversity of views within US industry,” said
the representative of a major US insurer
on the panel. Describing his company as
a strong supporter of global ICS, he said a
global consolidated group capital regime
would help enable global market access and
a competitive global insurance market.
He argued that the selection of a valuation
regime was central. He opined that the Fed
would develop a GAAP-based standard
with adjustments that would be economic
in nature, while noting that MAV had moved
as well.
Despite the Fed’s rejection of internal
models, the US insurer’s representative
said his company was open to internal
models. He said larger SII players have
moved towards these and not toward a
standard formula-based approach. He told

the audience that his company thought the
work on the ICS thus far was excellent, but
that there were still technical details to work
through.
He too agreed that the discount rate
was key, adding, “Convergence means
convergence away from the initial starting
point.”
Former Florida Insurance Commissioner
Kevin McCarty at his last IAIS meeting
representing the NAIC said he still thought
the timeframe was overly ambitious, and
was concerned that the timeframe not
jeopardize the end product.
“The US is…very committed to working on an
achievable global capital standard,” McCarty
said. He expressed concern over the ability
of US firms to use NAIC designations for
investments and said it was important to
continue to have a GAAP + approach.
McCarty said the US regulatory committee
was concerned about the strict criteria on
capital resources being considered by the
IAIS, including the treatment of senior debt
and surplus notes. Contract boundaries
were also a concern, he said, with calibration
likely to continue to be a concern, as well as
the use of internal models.
There could be too much complexity in the
system, McCarty told the audience.
It was made clear to the audience that at
their meeting the day before, IAIS members
had reiterated their determination to
continue to pursue a comparable crossjurisdictional capital standard.

Takeways
•• GAAP + approach under consideration for valuation
•• Discount rate is a central concern
•• Major differences among both insurers and regulators on the use of internal models
•• All internationally active insurance groups including the five newly identified should
prepare to participate in the upcoming field test
•• Stakeholders wishing to have an influence on the outcome have extra time to
comment on the next consultation document
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Panelists welcome
new G-SII assessment
methodology
Panelists at the “G-SII Assessment and
Designation Process” agreed in opening
remarks that the newly unveiled G-SII
methodology was an improvement on
the previous process, with increased
transparency and a much improved
structure and process. The new
methodology was released on the day
of the panel.
Dr. Frank Grund, a member of the IAIS
executive committee and Chief Executive
Director of Insurance and Pension Funds
Supervision at the Federal Financial
Supervisory Authority in Germany (BaFin),
said it was important to move from a hidden
to a transparent process for all phases of
the revised methodology. He noted there
was as yet no legal basis in Germany for
implementing the G-SII process.
The representative of a major French insurer
urged the IAIS to look more at existing risk
management to see systemic risk because
so many companies have changed over the
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past two years. He asked if low interest rates
themselves represented a systemic risk, and
discussed the importance of governance.
He also said there needed to be impact
assessments—what was the cumulative
impact of various regulations. He welcomed
that in the new methodology, derivatives
were “de-demonized” with regards to
variable annuities.
A representative of a major US insurer on
the panel said he was pleased that the new
methodology took some steps to an activity
assessment basis. He said an independent
review was another important component,
and agreed that the low interest rate
environment created real strain, probably
even more on smaller participants.
Panelist Keng Yi Lee, Director and
Department Head, Insurance Department,
Monetary Authority of Singapore, expressed
confidence that “We have a better
methodology today.”
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Panelist Peter Hartt, Director, Division
of Insurance, New Jersey Department of
Banking and Insurance, also praised the new
methodology. “This result represents some
significant progress,” he said. Among the
positives he cited were the cross-sectoral
analysis involved, the use of mitigating
factors, and the ability of designees to
present arguments.
He said the new methodology eliminated
the double counting of derivatives,
increased transparency, and created a clear
structure that balanced quantitative and
qualitative processes.
Challenges Hartt cited included the
continued reliance on relative rankings, a
continued disagreement among regulators
on mitigating and exacerbating factors,

and a continued lack of clarity on the ways
identified risks are transmitted to the
global economy in a systemic way. He said
confusion continued between the risk to a
firm and the risk to the economy.
The representative of a major US insurer
agreed, saying that certain uses of
derivatives and securities lending among
other items could be potentially more
systemically risky than traditional insurance
activities, and that insurers have reduced
those activities.
Dr. Grund’s concerns included what he said
was an increasing lack of transparency to
consumers and the transference of risk from
insurers to consumers. He said regulators
needed to focus on that.

Takeways
•• New G-SII methodology has numerous improvements, but concerns remain
•• Regulators urged to focus on effect on consumers
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New G-SII assessment
methodology arrives; NTNI
label shown the door
During the Global Seminar, the IAIS
announced significant changes to its
assessment methodology for G-SIIs and
how it classified potential risk in some
insurance products. The IAIS updated
its methodology, removed broad labels
previously placed on certain products, and
explained why certain product features
and related activities potentially raise
systemic risk and would be treated as such.

•• Phase IV: This is a response phase that
enables a prospective G-SII to receive
information regarding its status through
the first three phases and present
additional information relating to any
aspect of the methodology. This is
particularly interesting in light of the court
ruling in the United States against the
designation of one insurer as a SIFI on what
could be considered due process grounds.

The IAIS said its revisions were based on
comments received on its consultation
papers issued late last year, and
informed by the results of three previous
designation exercises. This new version
succeeds the 2013 version of the
assessment methodology and is part of
the IAIS’s three-year review cycle.

•• Phase V: This combines Phases I through
IV to produce an overall assessment that
concludes with an IAIS recommendation to
the Financial Stability Board (FSB).

The new methodology expands the initial
three-stage assessment to five phases.
They are:
•• Phase I: Data collection
•• Phase II: Determination of a quantitative
threshold.
•• Phase III: A new phase succeeding the
quantitative phases in which additional
quantitative or qualitative information
not captured in the first two phases are
collected and analyzed.
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The IAIS said it had modified certain
indicators used in the initial methodology
to address issues related to indicator
responsiveness, connection with systemic
risk, and data quality, including reliability
across both insurers and jurisdictions.
Possibly the most significant change
and one lauded by numerous industry
representatives is the use of absolute
reference values for derivatives trading (CDS
or similar derivatives instrument protection
sold), financial guarantees, and reinsurance
indicators.
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The use of relative values to determine
riskiness had been a significant concern
expressed by insurers. Under the old
methodology, insurers were compared to
each other. That could mean that even if
the actual level of systemic risk was almost
nonexistent, an insurer would be measured
by its relative ranking. Conversely, an insurer
with a high level of systemic risk could
possibly have escaped designation simply
because its peers had even higher levels.
In a related move, the IAIS released a paper
on “Systemic Risk from Insurance Product
Features.” This paper removes from the
IAIS lexicon the often controversial “NonTraditional Non-Insurance” product label
and replaced it with what the IAIS called “a
more granular and nuanced assessment of
product features.”
According to the paper, in the previous
methodology, “two important factors
for assessing the systemic importance
of insurers are NTNI activities and
Interconnectedness. However, the IAIS
recognises that there may be some
conceptual overlap between these two
categories. The 2015 consultation further
revealed that a number of stakeholders
consider the term Non Traditional (NT) to be
confusing. Based on these considerations,
the IAIS has decided to discontinue using
the NTNI product label.”

The IAIS sought to make clear that its
concern under the new standard is “the
potential transmission of macroeconomic
exposure and substantial liquidity risk
through the asset liquidation and exposure
channels,” either of which could increase the
potential for systemic risk. The main focus,
the IAIS said, is “on the two most relevant
underlying transmission channels: exposure
and asset liquidation.”
According to the IAIS, “Substantial
macroeconomic risk relates to exposures
where an insurer’s financial position is
highly correlated with the broader economy.
Substantial liquidity risk relates to exposure
to the risk of a policyholder run.”

the extent to which an insurer can invest in
order to match cash-flows of liabilities.
The IAIS also said that there are other
factors, some potentially mitigating,
that may factor into this systemic risk
assessment. The paper also provides in
some detail examples of what the IAIS
considers exacerbating or mitigating factors
contributing to substantial liquidity risk,
including delays in access and economic
penalties relative to account value.
The new classification, unlike the NTNI one,
is not binary. The IAIS repeatedly noted
that it is also not final, as the organization
continues work to define metrics and
standards.

Contractual features to be evaluated include
product type, contractual guarantees, and
Figure 1: 2-step contractual assessment of exposure to macroeconomic risk
No
Does the contract
oﬀer a guaranteed
beneﬁt to the holder?

Yes

No contractual
indication of
substantial
macroeconomic risk
Are there any
signiﬁcant contractual
limitations on the
insurer’s ability to
match liability
cash-ﬂows?

No

Yes

No contractual
indication of substantial
macroeconomic risk

Contractual evidence of
macroeconomic risk

Source: International Association of Insurance Supervisors

Takeways
•• Liquidity and market risk are significant concerns
•• Products that allow for a “run on the bank” raise risk no matter what label is used
•• Some hedging strategies may mitigate systemic concerns
•• Engagement with the IAIS through the process matters, as seen from these changes
•• Effect on G-SII designation remains speculative
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Executive committee
hears call for more
openness
At the “Financial Stability and Resolution
and Recovery” panel segment of the
“IAIS Executive Committee Dialogue
with Stakeholders,” Governor Dirk
Kempthorne, president and CEO of
the American Council of Life Insurers
(ACLI), speaking on behalf of the Global
Federation of Insurance Associations
(GFIA), noted the increasing interest
among insurers in the work of the IAIS.
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Smaller member companies originally
wondered about his organization’s IAIS
involvement, Kempthorne said, asking “Why
are you doing this?” Now he said, having
seen the impact, the smaller member
companies are now just as keenly interested
as those directly affected.
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Consumer advocate Birny Birnbaum of the
Center for Economic Justice called the G-SII
methodology “too cumbersome, too slow.”
Birnbaum said systemic risk issues should
be reduced and not mitigated, and that
supervisors should have the tools to limit
those risks when necessary. He called for
the IAIS to move to activity-based criteria.
Discussing the International Monetary
Fund paper on systemic risk referred to
by Birnbaum, executive committee (EXCO)
chair Victoria Saporta said, “Different
people think different things…I’m not sure
there is a consensus [over what constitutes
systemically risky activities].”
Kempthorne noted certain concerns,
including that some countries had
introduced regulation requiring domestic
retention of reinsurance risk. He also
expressed concern on restrictions on
data flow across borders. A representative
of the Australian Prudential Regulatory
Authority responded that the work of the
IAIS facilitated global standards and made it
difficult to justify protectionism.
The representative of a major Swiss
multinational insurer noted the IAIS work
on resolution and recovery. An EXCO
representative said the organization would
concentrate its efforts on the capital side,
then on market conduct.

The EXCO discussion also included
panels on “Standard-Setting and
Implementation” and on “IAIS Operations
and Stakeholder Engagement.”
During the standard-setting panel, Dr.
Axel Wehling of the German Insurance
Association urged the use of internal
capital models in ICS 2.0. In what could
possibly be construed as a reference to the
Fed’s rejection of internal models, Wehling
noted that the banking side does not like
internal models.
Birnbaum asked if the goal of the IAIS was
to have outcomes for consumers similar to
those being set for prudential standards
for insurers. Panel moderator Michael
McRaith of the Federal Insurance Office
(FIO) said that the IAIS consumer working
group is focused on this, but it is in its early
stages. A representative of a large global
broker highlighted the difficulty of setting
such standards, saying treating customers
fairly means different things in different
social environments.

An EXCO representative responded that
they were looking for a greater stakeholder
engagement and wanted stakeholder
feedback on the plan for engagement when
it is exposed. Steps taken so far, the EXCO
representative said, included extending
the stakeholder meeting to two days and
reopening the annual conferences to all
stakeholders.
“The relationship between the IAIS and
stakeholders should be formal and
meaningful,” the EXCO member said, adding
that there would be no going back to the
pre-2015 structure. The member further
cited regional stakeholder meetings and the
provision of more information on the IAIS
website as steps taken by the organization
to be more open, saying the IAIS was
committed to continuing to increase the
information provided to stakeholders.

In the stakeholder engagement section,
Steve Broadie of the Property Casualty
Insurers Association of America (PCI)
said that while his organization was not
supportive of what he called the previous
pay-to-play regime, stakeholders were still
missing ongoing dialogue with working
groups while they are doing the work.

Takeways
•• IAIS does not seem open to less formal interaction with industry stakeholders
•• Market conduct will soon be a major area of focus
•• Insurers of all sizes are focusing on the work of the IAIS
•• Protectionism has appeared in some jurisdictions
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Cyber risk and insurance
still a minefield needing
exploration
Anna Maria D’Hulster, Secretary General of
the Geneva Association, told the “Cyber Risk
and Cyber Insurance” panel that the most
current research on cyber risk is based on
breach, not loss information. She referenced
the European Security Initiative, which is due
to be implemented in May 2018, requiring
information on a breach to be provided to
regulators within 72 hours along with the
remediation plan.
D’Hulster said insurer commitment to
cyber risk has to be institutional under the
initiative, with management at the C-suite
level. She said the European cyber market
was currently small with the United States
way ahead of Europe. However, significant
growth is anticipated in the near future.

The main hurdles to insurability she cited
included the lack of data, the risk of change,
accumulation risk, and the problem of
potential moral hazard. Suggestions to
support cyber insurance included the
development of an anonymized data
pool, a reinsurance pool, the analysis of
current policies, and the development of
new policies.
The head of cyber and digital strategy
at a major Swiss insurer said that it was
difficult to squeeze cyber risk into the
current operational risk framework. She
noted that the Chief Risk Officer Forum has
now created a cyber risk categorization
methodology, and expects to collect much
richer data than previously.

Takeways
•• US ahead of Europe on cyber risk, cyber insurance
•• Much more data and structure needed for a safe market
•• Cyber accumulation risk is a major threat
•• IAIS and the CRO Forum recently issued papers on cyber risk
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Analogizing it to the time when bald
eagles were threatened because of the
accumulation of pesticide in their prey, she
said cyber risk potential for accumulation
could lead to the extinction of insurance.
She pointed out that risk could accumulate
within “cyber risk cover” as well as other
covers. That risk needs to be quantified,
monitored and steered she said, and that
may take a couple of years.
The IAIS recently issued an Issues Paper
on Cyber Risk to the Insurance Sector, and
received feedback from stakeholders.
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Status of the global
insurance market
The insurance market has not been immune
to the effects of the issues facing most
economies worldwide. Slow economic
growth and low interest rates can put a
damper on both the top and bottom lines,
reducing investment income while making it
difficult to organically grow revenues.

In the face of all this, how is the industry
doing worldwide? That story, represented
here graphically, was told to the “Status
of global insurance market—Analytics
and Trends” panel by Giovanni Cucinotta,
Senior Financial Specialist, International
Monetary Fund.

Turns out things aren’t too bad after all.
While there is some increase in systemic
risk, profits are stable and premium growth
is rising. For more, see the IMF’s April 2016
Global Financial Stability Report.

Figure 2: Status of global insurance market
A confluence of factors is affecting the insurance market, as systemic risk continues to rise
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Acronyms
ACLI
American Council of Life Insurers

IAIG
Internationally Active Insurance Group

ComFrame
Common Framework for the Supervision of
Internationally Active Insurance Groups

IAIS
International Association of Insurance Supervisors

EXCO
IAIS Executive Committee
FIO
Federal Insurance Office
FSAP
Financial Sector Assessment Program
FSB
Financial Stability Board
GAAP
Generally Accepted Accounting Principles
G-SII
Global Systemically Important Insurer
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ICP
Insurance Core Principle
ICS
Insurance Capital Standard
IMF
International Monetary Fund
MAV
Market Adjusted Valuation
SIFI
Systemically Important Financial Institution
PCI
Property Casualty Insurers Association of America
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