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A) Introduction

1. A sound regulatory and supervisory system is necessary for maintaining a fair,
safe and stable insurance sector for the benefit and protection of the interests of
policyholders, beneficiaries and claimants (collectively referred to as policyholders
in this document) as well as contributing to the stability of the financial system.

2. The insurance industry, like other components of the financial system, is
changing in response to a wide range of social, technological and global economic
forces. Insurance supervisory systems and practices must be continually upgraded
to cope with these developments. Insurance and other financial sector supervisors
and regulators should understand and address financial and systemic stability
concerns arising from the insurance sector as they emerge and their interaction
with other financial sectors.

3. The nature of insurance activity - covering risks for the economy, financial and
corporate undertakings and households - has both differences and similarities when
compared to the other financial sectors. Insurance, unlike most financial products,
is characterised by the reversal of the production cycle insofar as premiums are
collected when the contract is entered into and claims arise only if a specified event
occurs. Insurers intermediate risks directly. They manage these risks through
diversification and risk pooling enhanced by a range of other techniques.

4. In addition to business risks, significant risks to insurers are generated on the
liability side of the balance sheet. These risks are referred to as technical risks and
relate to the actuarial and/or statistical calculations used in estimating liabilities, and
other risks associated with such liabilities. Insurers incur market, credit, liquidity and
operational risk from their investments and financial operations, including risks
arising from asset-liability mismatches. Life insurers also offer products of life cover
with a savings content and pension products that are usually managed with a
long-term perspective. The regulatory and supervisory system must address all
these risks.
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5. Finally, the regulatory and supervisory system must address the increasing
presence in the market of insurance groups and financial conglomerates, as well as
financial convergence. The importance of the insurance sector for financial stability
matters has been increasing which has implications for insurance supervision as it
requires more focus on a broad set of risks. Supervisors at a jurisdictional and
international level must collaborate to ensure that these entities are effectively
supervised so that policyholders are protected and financial markets remain stable;
to minimise the risk of contagion from one sector or jurisdiction to another; and to
reduce supervisory gaps and avoid unnecessary supervisory duplication.

Scope and coverage of the Insurance Core Principles

6. The Insurance Core Principles (ICPs) provide a globally accepted framework for
the supervision of the insurance sector. The ICP material is presented according to
a hierarchy of supervisory material. The ICP statements are the highest level in the
hierarchy and prescribe the essential elements that must be present in the
supervisory regime in order to promote a financially sound insurance sector and
provide an adequate level of policyholder protection. Standards are the next level in
the hierarchy and are linked to specific ICP statements. Standards set out key high
level requirements that are fundamental to the implementation of the ICP statement
and should be met for a supervisory authority to demonstrate observance with the
particular ICP. Guidance material is the lowest level in the hierarchy and typically
supports the ICP statement and/or standards. Guidance material provides detail on
how to implement an ICP statement or standard. Guidance material does not
prescribe new requirements but describes what is meant by the ICP statement or
standard and, where possible, provides examples of ways to implement the
requirements.

7.The ICP material is presented in order that the hierarchy can be clearly

understood, as follows:

- ICP statements — numbered and presented in a box with bold font

- Standards — linked to an ICP statement and presented in bold font, with the
number of the applicable principle statement followed by the standard number.
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e.g. the second standard under ICP statement 3 appears as 3.2
- Guidance material — linked to a particular ICP statement and/or standard.

Guidance material is presented in regular font, with the number of the ICP
statement and standard followed by the guidance number, e.g. the second
paragraph of guidance under Standard 1.3 appears as 1.3.2.

8. The ICPs apply to insurance supervision in all jurisdictions regardless of the level
of development or sophistication of the insurance markets and the type of
insurance products or services being supervised. Nevertheless, supervisory
measures should be appropriate to attain the supervisory objectives of a jurisdiction
and should not go beyond what is necessary to achieve those objectives. It is
recognised that supervisors need to tailor certain supervisory requirements and
actions in accordance with the nature, scale and complexity of individual insurers.
In this regard, supervisors should have the flexibility to tailor supervisory
requirements and actions so that they are commensurate with the risks posed by
individual insurers as well as the potential risks posed by insurers to the insurance
sector or the financial system as a whole. This is provided for in the ICPs and
standards where relevant.

9. The ICPs apply to the supervision of all insurers whether private or
government-controlled insurers that compete with private enterprises, wherever
their business is conducted, including through e-commerce. Where the principles
do not apply to reinsurers, this is indicated in the text. The ICPs do not normally
apply to the supervision of intermediaries but where they do, this is specifically
indicated.

10. Insurance supervision within an individual jurisdiction may be the responsibility
of more than one authority. For example, the body that sets out the legal framework
for insurance supervision may be different from the body that implements it. The
expectation is that the ICPs are applied within the jurisdiction by all authorities in
accordance with their respective responsibility in relation to the supervision of the
insurance sector (referred to as “the supervisor”) rather than necessarily by only
one authority. It is, however, essential that in situations where multiple authorities
exist, coordination arrangements be established between them to ensure that the
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implementation of the ICPs within the jurisdiction occurs in an accountable
framework.

11. The supervisor must operate in a transparent and accountable manner. It needs
legal authority to perform its tasks. It should be noted, however, that the possession
of legal authority is not sufficient to demonstrate observance with an ICP: the
supervisor should also demonstrate that it is able to exercise its legal authority in
practice. Similarly, it is not sufficient for the supervisor to set supervisory
requirements; it should also ensure that these requirements are implemented.
Having the necessary resources and capacity is essential for the supervisor to
effectively exercise its legal authority and implement supervisory requirements.

12. The supervisor must recognise that transparency and accountability in all its
functions contribute to its legitimacy and credibility. A critical element of
transparency is for the supervisor to provide the opportunity for meaningful public
consultation on the development of supervisory policies, and in the establishment of
new and amended rules and regulations. To further ensure the proper functioning of
the insurance sector and promote transparency and accountability, the supervisor
should establish clear timelines for public consultation and action, where
appropriate.

Application of ICPs and standards to group-wide supervision

13. The ICPs and standards apply to the supervision of insurers at the legal entity
and the insurance group level, unless otherwise specified. The application of
individual ICPs and standards to insurance groups may vary and where
appropriate, further guidance is provided under individual ICPs and standards.

14. It is recognised that the implementation of the ICPs and standards relevant to
group-wide supervision may vary across jurisdictions depending on the supervisory
powers and structure within a jurisdiction. There are direct and indirect approaches
to group-wide supervision. Under the direct approach, the supervisor has the
necessary powers over the parent and other entities in the insurance group and can
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impose relevant supervisory measures directly on such entities, including
non-regulated entities. Under the indirect approach, supervisory powers focus on
the insurance legal entities and supervisory measures are applied to those
insurance legal entities to address the group-wide risks posed by other entities
within the group, including non-regulated entities. There may also be different
combinations of elements of the direct and indirect approaches.

15. Regardless of the approach, the supervisor must be able to demonstrate that in
effect, the outcome is similar to having the supervisory requirements applied
directly on those entities within the insurance group from which the risks are
emanating. This is to ensure effective group-wide supervision, which includes
ensuring that all relevant group-wide risks impacting the insurance entities are
addressed appropriately.

Implementation and assessment

16. The ICPs can be used to establish or enhance a jurisdiction’s supervisory
system. They can also serve as the basis for assessing the existing supervisory
system and in so doing may identify weaknesses, some of which could affect
policyholder protection and market stability. The Assessment Methodology (pages
11 to 15) sets out factors that should be considered when using or implementing
these ICPs and describes how observance should be evaluated.

17. When implementing the ICPs and standards in a jurisdiction, it is important to
take into account the domestic context, industry structure and developmental stage
of the financial system and overall macroeconomic conditions. The methods of
implementation will vary across jurisdictions, and while established implementation
practices should be kept in mind, there is no mandated method of implementation.
In the ICPs, the term “legislation” is used to include both primary legislation (which
generally requires full legislative consent) and secondary and other forms of
legislation, including rules and regulations which have the legal force of law but are
usually the responsibility of the supervisor.
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18. For an ICP to be regarded as being “observed” by a jurisdiction, the standards
must be met without any significant shortcomings although there may be instances,
where one can demonstrate that the ICPs have been observed through different
means other than those identified in the standards. Conversely, owing to the
specific conditions in individual jurisdictions, the standards identified in this
document may not always be sufficient to achieve the objective of the specific ICP
and therefore additional elements may have to be taken into account.

Preconditions for effective insurance supervision

19. An effective system of insurance supervision needs a number of external
elements, or preconditions, on which to rely as they can have a direct impact on
supervision in practice. The preconditions include:

- sound and sustainable macroeconomic and financial sector policies;

- awell developed public infrastructure;

- effective market discipline in financial markets;

- mechanisms for providing an appropriate level of protection (or public safety

net); and
- efficient financial markets.

20. As these preconditions are normally outside the control or influence of the
supervisor, the supervisor should not be assessed against these preconditions.
However, the preconditions can have a direct impact on the effectiveness of
supervision in practice. Therefore, where shortcomings exist, the supervisor should
make the government aware of these and their actual or potential negative
repercussions for the supervisory objectives and should seek to mitigate the effects
of such shortcomings on the effectiveness of supervision. The supervisor should
have the necessary powers to make rules and establish procedures to address
shortcomings. Where the preconditions for effective insurance supervision are not
yet met, the supervisor should have additional powers or adopt other measures to
address the weaknesses.

21. Sound macroeconomic policies must be the foundation of a stable financial
system. This is not within the mandate of supervisors, although they will need to
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react if they perceive that existing policies are undermining the safety and
soundness of the financial system. In addition, financial sector supervision needs to
be undertaken within a transparent government policy framework aimed at ensuring
financial stability, including effective supervision of the insurance and other financial
sectors.

22. A well developed public infrastructure needs to comprise the following elements,
which if not adequately provided, can contribute to the weakening of financial
systems and markets or frustrate their improvement:

- a system of business laws, including corporate, insolvency, contract,
consumer protection and private property laws, which is consistently
enforced and provides a mechanism for the fair resolution of disputes;

- an efficient and independent judiciary;

- comprehensive and well defined accounting principles and rules that
command wide international acceptance;

- a system of independent audits for companies, to ensure that users of
financial statements, including insurers, have independent assurance that
the accounts provide a true and fair view of the financial position of the
company and are prepared according to established accounting principles,
with auditors held accountable for their work;

- the availability of skilled, competent, independent and experienced
actuaries, accountants and auditors, whose work complies with transparent
technical and ethical standards set and enforced by official or professional
bodies in line with international standards and is subject to appropriate
oversight;

- well defined rules governing, and adequate supervision of, other financial
sectors and, where appropriate, their participants;

- a secure payment and clearing system for the settlement of financial
transactions where counterparty risks are controlled; and

- the availability (to the supervisor, financial services and public) of basic
economic, financial and social statistics.

23. Effective market discipline depends, in part, on adequate flows of information to
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market participants, appropriate financial incentives to reward well managed
institutions, and arrangements that ensure that investors are not insulated from the
consequences of their decisions. Among the issues to be addressed are the
existence of appropriate corporate governance frameworks and ensuring that
accurate, meaningful, transparent and timely information is provided by borrowers
to investors and creditors.

24. In general, deciding on the appropriate level of policyholder protection is a
policy question to be addressed by the relevant authorities, particularly if it may
result in a commitment of public funds. Supervisors will normally have a role to play
because of their in-depth knowledge of the entities involved. They should be
prepared, as far as possible, and equipped to manage crises involving insurers.
Such mechanisms of protection could include a system of policyholder
compensation in the event of insolvency of an insurer. Provided such a system is
carefully designed to limit moral hazard, it can contribute to public confidence in the
system.

25. Efficient financial markets are important to provide for both long-term and
short-term investment opportunities for insurers. They facilitate the assessment of
the financial and risk position of insurers and execution of their investment and risk
management strategies. When the financial market loses its efficiency, assessment
of financial and risk positions can be more challenging for both insurers and
supervisors. Therefore, supervisors will need to give due consideration to the
impact of financial market efficiency on the effectiveness of their supervisory
measures.
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B) Assessment Methodology

1.Review of preconditions for effective insurance supervision

1. The review of preconditions should include an overview of the preconditions for
effective insurance supervision, as described in paragraphs 19 to 25 of the
Introduction:

- sound and sustainable macroeconomic and financial sector policies;

- awell developed public infrastructure;

- effective market discipline in financial markets;

- mechanisms for providing an appropriate level of systemic protection (or

public safety net); and
- efficient financial markets.

2. The review should pay close attention to the adequacy of preconditions and
provide a succinct and well structured factual summary, following the headings
indicated in paragraph 1 above. This review should give a clear picture of the
interaction of the preconditions with the assessment of observance with the ICPs
which should flag the individual ICPs which are most likely to be affected by any
material weakness in the preconditions.

3. The review should not evaluate a jurisdiction’s observance of the preconditions,
as this is beyond the scope of the assessment of observance with the ICPs.
Instead, the objective of the review of preconditions is to inform the assessment of
the ICPs. The report normally should take up no more than one or two paragraphs
for each type of precondition. Assessors may rely to the extent possible on IMF,
World Bank and other official documents that assess the issues covered by the
preconditions3.

4. In particular, with regard to the presence of sound and sustainable
macroeconomic policies, the report on the preconditions should be descriptive, and
should not express an opinion on the adequacy of policies in these areas, other
than through reference to analyses and recommendations in existing official
documents. When relevant, the review should attempt to include an analysis of the
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linkages between these factors and the stability of the insurance sector.

5. The review should also include a review of the relevant government financial
sector policies, including whether there is a clear and published framework
assigning responsibility to different bodies involved in financial stability and
supervisory work.

6. A factual review of the public infrastructure should focus on elements relevant to
the insurance sector.

7. The review of the effectiveness of market discipline could, for instance, cover
issues such as the presence of rules on corporate governance, transparency and
audited financial disclosure, appropriate incentive structures for the hiring and
removal of managers and Board members, protection of shareholders’ and other
stakeholders’ rights, adequate availability of market and consumer information, an
effective framework for new entrants, mergers, takeovers, and acquisition of equity
interests, including those involving foreign entities.

8. An overview of the appropriateness of safety nets could, for instance, include the
following elements: an analysis of the functions of the various entities involved such
as supervisors, the policyholder protection fund and, if appropriate, the central
bank. The review should include a review of the extent to which supervisors are
prepared and equipped to manage crises involving one or more insurers, including
whether simulation exercises are undertaken and the availability of appropriate
skills and adequate resources. The review should also include a review of any
arrangements for the use of public funds (including central bank funds) and whether
measures are in place to minimise moral hazard.

9. The overview of whether there are efficient financial markets could cover, for
example, the range of instruments and issuers (e.g. is there a spread of public
sector issues, index-linked as well as conventional government bonds) and the
spread of available maturities. The review could take note of how liquidity has been
affected in markets in periods of stress. The review should focus on relevant issues
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for the carrying on of insurance business, taking into account the products offered,
for example, whether annuities or other long term contracts of insurance are
provided.

2.Assessment of ICPs

10. The factors that should be considered when carrying out an assessment of a
jurisdiction or authority’s observance of the ICPs and standards are set out below.
When carrying out an assessment of observance, it is important to take into
account the domestic context, industry structure and developmental stage of the
financial system and overall macroeconomic conditions.

11. The IAIS strongly encourages implementation of the framework for effective
supervision described by the ICPs. Assessments can facilitate implementation by
identifying the extent and nature of any weaknesses in a jurisdiction’s supervisory
framework — especially those aspects that could affect policyholder protection and
insurance sector stability — as well as recommending possible remedies.

12. The framework described by the ICPs is general. Supervisors have flexibility in
determining the specific methods for implementation which are tailored to their
domestic context (e.g. legal and market structure). The standards set requirements
that are fundamental to the implementation of each ICP. They also facilitate
assessments that are comprehensive, precise and consistent. While the results of
the assessments may not always be made public, it is still important for their
credibility that they are conducted in a broadly uniform manner from jurisdiction to
jurisdiction.
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review and analysis.
- reviews conducted by third parties
- reviews conducted in the context of the IMF and World Bank Financial
Sector Assessment Program (FSAP).

14. Normally, but not always, the ICPs should be equally applicable to both life and
non-life sectors in order for an overall rating to be assigned. Similarly, it is possible
that certain specialised parts of the insurance sector would have observance with
the ICPs differing from the other insurance business in the jurisdiction. Where the
legal or practical position is materially different between life and non-life insurance
or with respect to specialised parts of the insurance business in the jurisdiction such
that it would give rise to a different rating had the assessments been carried out
separately, it is open to the assessor to consider assigning a level of observance
separately for the two parts of the insurance sector for that particular principle. In
such cases, the distinction should be clearly identified in the report.

15. Generally, an assessment should be conducted on a system-wide jurisdictional
basis. However, follow-up assessments could focus on identified weaknesses or
areas of particular risk. Full FSAP reviews are always done with respect to the
jurisdiction as a whole. Where more than one authority is involved in the
supervisory process, the interaction of supervisory roles should be clearly
described in the assessment. If an assessment is conducted in the context of an
individual supervisor, a standard may be assessed as not applicable if the
responsibility lies with another authority within the jurisdiction. However, the
authority responsible for the observance of that standard should be indicated in the
report.

Conduct of independent assessments - assessment by experts

16. The process of assessing each ICP requires a judgmental weighing of
numerous elements that only qualified assessors with practical and relevant
experience can provide. Assessors not familiar with the insurance sector could
come to incorrect or misleading conclusions due to their lack of sector specific
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knowledge. Therefore, independent assessments should only be conducted by
those with relevant background and professional experience.

Conduct of independent assessments - access to information

17. When conducting an independent assessment, prior consent from the relevant
local authorities is required so that assessors can have access to a range of
information and people. The required information may include not only published
information such as the legislation and administrative policies but also
non-published information, such as self-assessments, operational guidelines for
insurance supervisors and the like. The information should be provided as long as it
does not violate confidentiality requirements. This information should be provided
and analysed in advance to the extent possible, in order to ensure that subsequent
on-site visits are efficient and derive the most value. The assessor will need to meet
with various individuals and organisations, including the insurance supervisor or
supervisors, other domestic supervisory authorities, any relevant government
ministries, insurers and insurance industry associations, actuaries, auditors, and
other financial sector participants.

Assessment Categories

Assessment of standards

18. In making the assessment, each of the standards has to be considered. The
standards should be assessed using five categories: observed, largely observed,
partly observed, not observed, and not applicable.

19. For a standard to be considered observed it is usually necessary that the
supervisor has the legal authority to perform its tasks and that it exercises this
authority to a satisfactory level. Where the supervisor sets requirements it should
also ensure that these requirements are implemented. Having the necessary
resources is essential for the supervisor to effectively implement the requirements.
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Authority provided in the legislation is insufficient for full observance to be recorded | E & h-#ERZE T BT TIEIF+HTH AN, BZEENFOERIZBRESNERA
against a standard except where the standard is specifically limited in this respect. | ZcHBBAZZ DR Y TIXAHLY, EBEABEICES O CTHERMAEMIERD ALY

In the event that the supervisor has a history of using a practice for which it has no BT EE~1-C LA HDIBE . YUFEFA—BMIZZHFANSNTIND & BREICE
explicit legal authority, the assessment may be considered as observed if the | = A = - B A S
practice is clearly substantiated as common and generally accepted. RESANIE, BFELTHBSLOHEN DD,

20. Assessments are based solely on the legislation and other supervisory 2_0 FH I, %(Dﬁ'“—C’%)Eéf'—cLzé’%ff%wmm%g{-@%#&jJ:U'rE
requirements and practices that are in place at the time. Nevertheless, | T2IFISESNTITDN S, EHNEEENBICRE L—CL‘ZDE&%'JDL‘—C; BAEY
improvements already proposed by the supervisor can be noted in the assessment | 3 * > b & L TEHli LAR— MMZEBRT 5 12k 2T, EETH Y LA S FHliRF
report by way of additional comments so as to give credit for efforts that are | A TIEFELEELERICE> TOWVEVWEMETMIT 2 ENTES, RERIZ, EEIC
important but at the time the assessment is made, have yet to be fully implemented. | (XH B CTE= 3 EFKE(TEL TULVELESIL., HHEH#ESF 857 L LTEERET S

Similarly, legislation that does not meet with a satisfactory level of observance in | t-gh4B#LIZ(ZA Y Z 40, EEMIZIE. SHEOEMEBREZIE L. ZhELFR—
practice cannot provide the basis for recording a standard as “observed”. As a MzSRsid B LAEETHD,

result, it is important to recognise when the assessment is conducted and to record
this in the report.

21. For a standard to be considered as largely observed, it is necessary that only 2Ll' o &E%#Eﬁgﬁwtigéhél =l Z:Eb\l]\é BEHOI \& f i\g—cﬁ
minor shortcomings exist which do not raise any concerns about the supervisor’s ) i$®E$ET§Lm¢é BOREAIONTHD! “"“‘*}’_mb BELNCED
ability to achieve full observance with the standard. A standard will be considered | #ET®H %, ERNHIICLEH LT FRNETFTEERT SEEADRNICHER
partly observed whenever, despite progress, the shortcomings are sufficient to | ZHENE S DICHRE LD THAGFEIEEIC, RET—HMEFLRLEEINSL, EF
raise doubts about the supervisor’s ability to achieve observance. A standard will be | [Z[F] [ -EBMGEERNEIR L TUOVEMESITEIC, EEFEEFERLE SIS,

considered not observed whenever no substantive progress toward observance
has been achieved.

22. A standard would be considered not applicable if the standard does not apply | 22. EEEXIGOBER. E. HIEMGESIC k> THENAFTHTEHIES
given the structural, legal and institutional features of a jurisdiction. W HE TEARTEREA SN,
Assessment of principles & B0 S

23. As noted above, the level of observance for each ICP reflects the assessments . - st e L e =T _ .
of its standards. An ICP will be considered observed whenever all the standards 23. LR LIz S1=. % ICP DBESFKEL EROFHERRLI-EDTHD.

are considered to be observed or when all the standards are observed except for a H5ICPHBFERGSNDDE, TATOEENETFLRGSNIHED, HH
number that are considered not applicable. An ICP will be considered to be not | FAHIERGENZEDERS TR TOEENBFSINTVIIHEETHS, H5 ICP
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applicable when the standards are considered to be not applicable.

24. With respect to an assessment of an ICP that is other than observed or not
applicable, similar guidance is to be used as applies to the standards themselves.
So, for an ICP to be considered largely observed, it is necessary that only minor
shortcomings exist which do not raise any concerns about the supervisor’s ability to
achieve full observance with the ICP. An ICP will be considered partly observed
whenever, despite progress, the shortcomings are sufficient to raise doubts about
the supervisor’s ability to achieve observance. An ICP will be considered not
observed whenever no substantive progress toward observance has been
achieved.

25. While it is generally expected that full observance of an ICP would be achieved
through the observance of the standards, there may be instances, where a
jurisdiction can demonstrate that observance with an ICP has been achieved
through different means. Conversely, due to specific conditions in a jurisdiction,
meeting the standards may not be sufficient to achieve observance of the objective
of an ICP. In these cases, additional measures are needed in order for observance
of the particular ICP to be considered effective.

Reporting

26. The IAIS does not prescribe the precise format or content of reports that result
from an assessment against the ICPs. It does, however, consider that the report
should:
- be in writing
- include both the assessment of observance itself and any additional
information referred to in this section
- identify the scope and timing of the assessment
- inthe case of an external assessment, identify the assessors
- in the case of an external assessment, refer to the information reviewed
and meetings conducted, and note when any of the necessary information
was not provided and the impact that this may have had on the accuracy of
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- in the case of an external assessment, include prioritised recommendations - HAEBEMOESIE. SFEBEAABMEERETRETIIHWVN EFFH L.
for achieving improved observance of the ICPs recognising that the ICP DEFA2HNETA-ODEBEMFITENF-HEEZSHE L,
assessment should not be considered as an end in itself ) #0 ST AN e e= | 4 T . A -
- in the case of an external assessment, include the formal comments 2;.5&1@0)1@—.:. I3 BRI TEEENTLEEAGIA Y FEBDHLC
provided by the supervisors in response to the assessment = AR e 4 _ . . - N _
- include a review of areas identified in this section as the preconditions to - 5‘j]%3"373ﬁ"§0)ﬁ”?f5*1¢& LTEOEI Y a v THRESALBERISONT
effective supervision. DLE2L—Z2EHHT L,
27. The question of publication of the results of an assessment is a matter for the | 27. FHMEMEREZART 2N ESNIE. T LEIHET SMETH S,
local authorities.
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ICP 1 Objectives, Powers and Responsibilities of the Supervisor

The authority (or authorities) responsible for insurance supervision and the

objectives of insurance supervision are clearly defined.

1.1 Primary legislation clearly defines
responsible for insurance supervision.

the authority (or authorities)

1.1.1 The authority (or authorities) responsible for insurance supervision should be
clearly identified in primary legislation. Where there are multiple authorities
responsible for insurance supervision (e.g. separate authorities for prudential and
market conduct supervision, for macro and micro prudential supervision, or for
licensing and ongoing supervision), it is important that the institutional framework
and the responsibilities of the respective authorities are clearly set out in legislation
for clarity and to ensure all the objectives of insurance supervision are met.

1.2 Primary legislation clearly defines the objectives of insurance supervision
and the mandate and responsibilities of the supervisor and gives the
supervisor adequate powers to conduct insurance supervision, including
powers to issue and enforce rules by administrative means and take
immediate action.

1.2.1 Publicly defined objectives foster transparency. With this basis, the public,
government, legislatures and other interested bodies can form expectations about
insurance supervision and assess how well the authority is achieving its mandate
and fulfilling its responsibilities.

1.2.2 Being entrenched in primary legislation ensures that the mandate and
functions of the supervisor cannot be changed on an ad-hoc basis. The process of
periodically updating the primary legislation can promote transparency by way of
public discussions on relevant issues; however, if done too frequently, stakeholders
may form the impression that the policymaking process is unstable. Therefore, it
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would be prudent to avoid being overly specific in the primary legislation, which
could be supplemented as needed with updated regulations, for example.

1.2.3 Legislation should be clearly specified and sufficiently extended so that the
objectives of legal entity and group-wide supervision are allowed for and the
supervisor has adequate powers to achieve these objectives.

1.2.4 The objectives of group-wide supervision could be achieved either by direct
means where the supervisor has explicit authority and powers over entities within
the group, including the head of the group, or via the use of an indirect approach
where the supervisor has adequate power and authority over the regulated insurer
to access information in respect of the head of and other entities in the group and
apply relevant requirements.

1.2.5 As overall coordinator for the supervision of the group, the group-wide
supervisor should have sufficient legal power and authorities in place in order to
practice supervision on a group-wide basis whilst also effecting coordination and
collaboration with other relevant supervisors.

1.2.6 The group-wide supervisor should have sufficient authority and power in order
to coordinate and disseminate the essential information needed for reviewing and
evaluating risks and assessing solvency on a group-wide basis. A group-wide
supervisor ultimately should be responsible for ensuring effective and efficient
group-wide supervision.

1.2.7 At a jurisdictional level, it is important that legislation supports the supervisor
of an insurer which is part of a group to appropriately contribute to the supervision
of that group on a group-wide basis.

1.3 The principal objectives of supervision promote the maintenance of a fair,
safe and stable insurance sector for the benefit and protection of
policyholders.

1.3.1 While the precise objectives of supervision may vary by jurisdiction, it is
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important that all insurance supervisors are charged with the objective of protecting
the interests of policyholders.

1.3.2 Often the supervisor's mandate includes several objectives. As financial
markets evolve and depending on current financial conditions, the emphasis a
supervisor places on a particular objective may change and, where requested, this
should be explained.

1.4 Where, in the fulfilment of its objectives, the supervisor identifies conflicts
between legislation and supervisory objectives, the supervisor initiates or
proposes correction in legislation.

1.4.1 As markets evolve, the supervisor may identify changes in the environment
that affect the fairness, safety or stability of the insurance sector that are not
currently addressed by legislation. The supervisor should initiate or propose
changes to legislation to ensure supervisory objectives can continue to be
achieved.
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ICP 2 Supervisor

The supervisor, in the exercise of its functions and powers:
- is operationally independent, accountable and transparent
- protects confidential information
- has appropriate legal protection
- has adequate resources
- meets high professional standards

2.1 The governance structure of the supervisor is clearly defined. Internal
governance procedures, including internal audit arrangements, are in place to
ensure the integrity of supervisory actions. There is effective communication
and prompt escalation of significant issues to appropriate levels within the
supervisor. The decision-making lines of the supervisor are structured in
such a way that action can be taken immediately in the case of an emergency.

2.1.1 Independence should be accompanied by accountability to ensure that the
supervisor performs its functions in accordance with the mandate it is given in
legislation and does not act beyond its powers. Failure by the supervisor to meet or
deviation from its objectives should be explained to relevant stakeholders. The
supervisor is accountable for the actions it takes in fulfilling its mandate to those
who delegated the responsibility - the government or the legislature - as well as to
those it supervises and the public at large. It should provide the rationale for
decisions taken.

2.2 There are explicit procedures regarding the appointment and dismissal of
the head of the supervisor and members of its governing body, if such a
governing body exists. When the head of the supervisor or members of its
governing body are removed from office, the reasons are publicly disclosed.

2.2.1 The “head of the supervisor’ refers to the individual who heads the
management team (in some cases referred to as the “management board”) and
exercises full management responsibility for the day-to-day functioning and
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decisions of the supervisor, while the “governing body” would be the body of
individuals that exercises oversight of the management team. The “head of the
supervisor” may or may not also be a member of the “governing body”.

2.3 The institutional relationships between the supervisor and the executive
and judicial authorities are clearly defined and transparent. Circumstances
where executive overrides are allowed are specified.

2.3.1 It is important to define the relationship between the supervisor and the
executive and judicial authorities, including the circumstances and processes for
sharing information, consultation or approval with the relevant authority and the
manner in which the supervisor could be subject to judicial review. This might
include establishing what information should be provided, how each entity should
consult on matters of mutual interest and when approval from relevant authorities is
necessary.

2.4 The supervisor and its staff are free from undue political, governmental
and industry interference in the performance of supervisory responsibilities.
The supervisor is financed in a manner that does not undermine its
independence. The supervisor has discretion to allocate its resources in
accordance with its mandate and objectives and the risks it perceives.

2.4.1 Operational independence of the supervisor includes having the discretion to
allocate its financial and human resources in accordance with its objectives.

2.4.2 In the ordinary course of business, the supervisor should not manage or
otherwise run the insurers it supervises. A member of the governing body of the
supervisor should exclude him/herself from decisions where he/she is in a conflict
of interest position.

2.5 There are clear and transparent regulatory requirements and supervisory
procedures which are appropriate for the objectives they are intended to
meet. The supervisor applies them consistently and equitably, taking into
account the nature, scale and complexity of insurers. These regulatory

;
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requirements and supervisory procedures are published.

2.6 Regulatory requirements and supervisory procedures are reviewed
regularly. All material changes are normally subject to prior public
consultation.

2.6.1 Significant changes to the supervisor’s regulatory requirements and
supervisory procedures should be subject to appropriate consultation with the
public and the insurance industry. This would include not only substantive rules of
general applicability but also policies and interpretations that are not confidential
but that may affect members of the public. Detailed procedural manuals that are
normally internal documents used to guide staff of the supervisor in the
performance of their day-to-day duties would be excluded.

2.7 The supervisor publishes information on the insurance sector, about its
own role and how it performs its duties.

2.7.1 Unless reliably published by other parties in a timely fashion, the supervisor
publishes information and analysis about the financial condition of the insurance
sector.

2.7.2 Transparency reinforces accountability of supervisors. The supervisor
publishes:

- information on its role and responsibilities;

- a report, at least annually and in a timely manner on the conduct of its
supervision describing its performance in pursuing its objectives;

- information and analysis about the financial situation of the insurance
sector;

- information about problem or failed insurers, including information on
supervisory actions taken, subject to confidentiality considerations and in so
far as it does not jeopardise other supervisory objectives; and

- its audited financial statements at least annually.

2.8 There are processes to appeal against supervisory decisions, including
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using judicial review. These processes are specific and balanced to preserve
supervisory independence and effectiveness. However, they do not unduly
impede the ability of the supervisor to make timely interventions in order to
protect policyholders’ interests.

2.8.1 The existence of an appeals or review mechanism helps ensure that
regulatory and supervisory decisions are made within the law as consistently as
possible and are well reasoned. However, this should not unduly impede the ability
of the supervisor to exercise its functions and powers effectively and swiftly.

2.9 The supervisor, including its staff and any individual acting on its behalf
(presently or in the past), are required by legislation to protect the
confidentiality of information in the possession of the supervisor, including
confidential information received from other supervisors. The supervisor
maintains appropriate safeguards for the protection of confidential
information. Wrongful disclosure of confidential information is subject to
penalties. The supervisor denies any request for confidential information,
other than when required by law, or when requested by another supervisor
who has a legitimate supervisory interest and the ability to uphold the
confidentiality of the requested information.

2.9.1 The penalties for the wrongful disclosure of confidential information should be
specified in legislation. Such penalties may include disciplinary actions or criminal
proceedings.

2.9.2 All persons (presently or in the past) gaining access to confidential information
should be subject to the penalties for the wrongful disclosure of that information.

2.9.3 The supervisor takes all actions necessary to preserve, protect and maintain
the confidentiality of information received from another supervisor.

2.9.4 Confidential information exchanged belongs to, and remains the property of,
the supervisor providing the information.
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2.9.5 Safeguards for the protection of information include the restriction of access
by the supervisor to confidential information received from another supervisor to
those persons working for the supervisor or acting on its behalf who:

- are subject to confidentiality requirements

- are under its direct supervision and control, and

- have a need for such information that is consistent with, and directly related
to, the purposes for which the information was requested.

2.9.6 Supervisors should identify the data protection requirements attached to
information it receives and retain such information only for as long as permitted by
the data protection requirements.

2.10 The supervisor and its staff have the necessary legal protection against
lawsuits for actions taken in good faith while discharging their duties,
provided they have not acted illegally. They are adequately protected against
the costs of defending their actions while discharging their duties.

2.10.1 Operational independence of the supervisor includes having legal protection
for the actions the supervisor takes in the performance of its functions.

2.11 The supervisor has adequate resources, financial or otherwise, sufficient
to enable it to conduct effective supervision. Its staffing policies enable it to
attract and retain highly skilled, competent and experienced staff. The
supervisor provides adequate training for its staff. The supervisor has the
ability to hire or contract the services of outside experts when necessary.

2.11.1 As part of its annual resource planning exercise, the supervisor should take
stock of existing skills, experience and projected requirements over the short to
medium term and review and implement measures that could be taken to bridge
any gaps in numbers and/or skill-sets. Such measures could include more flexible
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hiring policies, schemes for secondment of staff to industry, other supervisory
authorities within the jurisdiction or internationally. This effort would be aimed at
providing access to specialist skills on a temporary basis as well as provide
opportunities for supervisory staff to better understand industry practices.

2.11.2 The supervisor should have the ability to undertake the role of a group-wide
supervisor as deemed necessary.

2.12 The supervisor and its staff act with integrity and observe the highest
professional standards, including observing conflict of interest rules.

2.12.1 Strong internal governance (as assessed in Standard 2.1) and maintenance
of high standards of integrity and professional standards amongst the staff of the
supervisor are important elements that contribute to the credibility of the
supervisory process. This includes having a code of conduct which incorporates
rules dealing with conflict of interest.

2.13 Where the supervisor outsources supervisory functions to third parties,
the supervisor sets expectations, assesses their competence and experience,
monitors their performance, and ensures their independence from the insurer
or any other related party. Outside experts hired by the supervisor are subject
to the same confidentiality rules and professional standards as the staff of
the supervisor.

2.13.1 Outsourcing of some supervisory functions to third parties can complement
the supervisor’s resources with valuable expertise. However, the oversight and
control of supervisory functions is the primary responsibility of the supervisor and
the complete outsourcing of supervisory responsibility to third parties is not an
acceptable substitute for that performed by supervisors.
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ICP 3 Information Exchange and Confidentiality Requirements

The supervisor exchanges information with other relevant supervisors and
authorities subject to confidentiality, purpose and use requirements.

3.1 The supervisor has the legal authority and power to obtain and exchange
supervisory information in respect of legal entities and groups, including the
relevant non-regulated entities of such groups.

3.1.1 The legal authority and power to which the supervisor is subject should
enable it to obtain and exchange information when:

- the supervisor considers the information to be necessary for the supervision
of insurance legal entities or groups, or when another supervisor considers
the information to be necessary, and

- the supervisor is reasonably requested to provide relevant information by
one of the authorities referred to in 3.2.1 below.

3.1.2 Information necessary for the supervision of insurance legal entities or groups
may include, but is not limited to:

- information on the management and operational systems and controls
operated by insurers;

- financial data relating to an insurer;

- objective information on individuals holding positions of responsibility in
insurers (to include owners, shareholders, directors, managers, employees
or contractors);

- objective information on individuals or insurers involved, or suspected of
being involved, in criminal activities;

- information on regulatory investigations and reviews,
restrictions imposed on the business activities of insurers;

- specific information requested and gathered from a supervised entity
(including appropriate customer transactional information);

- reporting information within groups to meet group supervisory requirements;

- information on a legal entity and a group-wide basis including, but not

and on any
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limited to, branches, subsidiaries and non-regulated holding companies;
and
- information on prospective and actual insurer transactions and prospective
and actual transactions of policyholders.

Agreements on the information exchange

3.1.3 Agreements and understandings can be used to establish a framework
between supervisors to facilitate the efficient execution of requests for or provision
of information.

3.1.4 Agreements such as the IAIS Multilateral Memorandum of Understanding
(MMoU) or bilateral Memoranda of Understanding (MoU) facilitate information
exchange because they provide the basis for a two way flow of information and the
basis on which supervisors can rely on the information they exchange with other
supervisors being treated as confidential.

3.1.5 The IAIS MMoU is an example of a multilateral memorandum of
understanding for cooperation and exchange of information between insurance
supervisors in relation to all issues related to the supervision of insurers — also
covering insurance groups. All signatories to the IAIS MMoU have to undergo a
validation of their laws and regulations to guarantee compliance with the strict
confidentiality regime set forth therein.

3.1.6 Agreements and understandings are valuable where there is a need to
provide a basis for exchanging information between the supervisors in two or more
jurisdictions, or between supervisors responsible for different financial sectors.

3.1.7 An agreement or understanding may set out the types of information to be
exchanged, as well as the basis on which information obtained by the supervisor
may be shared.
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Supervisory colleges

3.1.8 Information exchange is particularly important for the operation of a
supervisory college. For a supervisory college to be effective there needs to be
mutual trust and confidence between supervisors, particularly in relation to
exchange and protection of confidential information.

3.1.9 It is the responsibility of each supervisor within the supervisory college to
ensure the safe handling of confidential information; there is no global law or
regulation on confidential information. Each member of the supervisory college
should take measures necessary to avoid unintentional divulgence of information or
the unauthorised release of confidential information. It is vital that appropriate
information exchange agreements or direct arrangements are in place between the
members of the supervisory college to ensure that information can be exchanged in
a secure environment.

3.1.10 There are two principal methods by which this could be achieved:

- Each supervisor involved in the supervisory college establishes a MoU on a
bilateral basis with the other members of a supervisory college. In many
instances such MoUs already exist.

- The members of the supervisory college are signatories to the 1AIS MMoU
which requires the commitment to a strict confidentiality regime.

3.1.11 Where confidential information exchanged within a supervisory college is
also communicated to other supervisors there should be a formal mechanism in
place with these supervisors to ensure the protection of the confidential information.
Mechanisms could be included in MoUs or via direct arrangement.

3.2 The supervisor has the legal authority and power, at its sole discretion
and subject to appropriate safeguards, to exchange information with other
relevant supervisors. The existence of an agreement or understanding on
information exchange is not a prerequisite for information exchange.
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3.2.1 Other relevant supervisors may include, but are not limited to,:

- other insurance supervisors within the jurisdiction;

- in surance supervisors in other jurisdictions;

- supervisors responsible for banks and other credit institutions both within
the jurisdiction and in other jurisdictions;

- supervisors responsible for investments, securities, financial markets and
other sectors both within the jurisdiction and in other jurisdictions;

- relevant authorities for anti-money laundering or combating the financing of
terrorism (AML/CFT matters); and/or

- law enforcement agencies.

3.3 The supervisor proactively exchanges material and relevant information
with other supervisors. The supervisor informs any other supervisor in its
jurisdiction and the supervisors of insurance group entities in other
jurisdictions or sectors in advance of taking any action that might reasonably
be considered to affect those group entities. Where prior notification is not
possible, the supervisor informs other relevant supervisors as soon as
possible after taking action.

3.3.1 Relevant proactively provided information includes but is not limited to:

- any information the supervisor considers will facilitate the effective
supervision of groups or entities in the group

- any material changes in the supervisory approach

- any event or series of events that may have a significant bearing on the
operations of group entities operating in the jurisdictions of other
supervisors

- information that may affect the financial system of another jurisdiction

- information that may affect the financial condition or other interests of the
policyholders of a group entity in another jurisdiction

- prior notification to another supervisor of any action to be undertaken which
relies on information received from that supervisor, subject to the
compulsory requirements applicable to the supervisor of criminal justice or
other legislation.
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3.4 The supervisor has a legitimate interest and a valid purpose related to the
fulfilment of supervisory functions in seeking information from another
supervisor.

3.4.1 Valid purposes may include, but are not limited to:

- licensing

- fitand proper criteria

- ongoing supervision, including enforcement action and sanctions

- supervisory practices

- winding-up, liquidation or bankruptcy

- anti-money laundering or combating the financing of terrorism (AML/CFT).

3.5 The supervisor assesses each request for information from another
supervisor on a case by case basis.

3.5.1 By way of principle, a supervisor is expected to provide the information
requested by another supervisor. In deciding whether and to what extent to fulfil a
request for information, the supervisor may take into account matters such as, but
not limited to:
- whether it would be contrary to the essential interest of the jurisdiction of
the requested supervisor
- the ability of the recipient supervisor to maintain the confidentiality of any
information exchanged, taking account of the legal arrangements in each
jurisdiction
- relevant legislation in their jurisdiction (in particular those relating to
confidentiality and professional secrecy, data protection and privacy, and
procedural fairness)
- the nature of the information to be exchanged
- the use to which the information will be put (for example, see Standard 3.4).

3.5.2 Whilst requests for information should normally be made in writing, the
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supervisor should not insist on written requests in an emergency situation, and
should not unreasonably delay a response to an oral request, where the requesting
supervisor is known to it.

3.6 The supervisor responds in a timely and comprehensive manner when
exchanging relevant information and in responding to requests from
supervisors seeking information.

3.6.1 Supervisors should consider nominating an individual to act as their main
contact point to facilitate the free flow of information.

3.7 Strict reciprocity in terms of the level, format and detailed characteristics
of information exchanged is not required by the supervisor.

3.7.1 Lack of strict reciprocity should not be used by the supervisor as the reason
for not exchanging information that it would otherwise be appropriate to exchange —
particularly in an emergency or other crisis situation.

3.8 Before exchanging confidential information, the supervisor ensures that
the party receiving the information is bound by confidentiality requirements.

3.9 The supervisor generally permits the information it exchanged with
another supervisor to be passed on to other relevant supervisors or other
bodies in that jurisdiction, provided that the necessary confidentiality
requirements are in place.

3.9.1 Other parties with whom supervisors may wish to exchange information may
include the authorities listed at Standard 3.2 above or other authorities such as
those with jurisdiction over a supervisor or relevant courts.

3.9.2 The originating supervisor may attach conditions to the subsequent exchange
of the information to other supervisors or other bodies.

3.9.3 Conditions imposed by the originating supervisor on the exchange of
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information should not prevent the receiving supervisor from being able to use the
information for its own purposes in accordance with Standard 3.10.

3.10 The supervisor receiving confidential information from another
supervisor uses it only for the purposes specified when the information was
requested. Before using the information for another purpose, including
exchanging it with other parties, the supervisor obtains agreement of the
originating supervisor.

3.10.1 There are specified circumstances within Annex B of the IAIS MMoU
whereby signatories are considered to have provided consent to the passing on of
information where it will assist other IAIS MMoU signatories in the performance of
their supervisory functions and other relevant domestic bodies (including central
banks, law enforcement agencies and relevant courts).

3.11 In the event that the supervisor is legally compelled to disclose
confidential information it received from another supervisor, the supervisor
promptly notifies the originating supervisor, indicating what information it is
compelled to release and the circumstances surrounding the release. Where
consent to passing this information on is not given, the supervisor uses all
reasonable means to resist the demand and to protect the confidentiality of
the information.

3.11.1 Legal compulsion includes but is not limited to a court or parliamentary order.
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ICP 4 Licensing

A legal entity which intends to engage in insurance activities must be
licensed before it can operate within a jurisdiction. The requirements and
procedures for licensing must be clear, objective and public, and be
consistently applied.

Introductory Guidance

4.0.1 Licensing contributes to efficiency and stability in the insurance sector. Strict
conditions governing the formal approval through licensing of insurance legal
entities are necessary to protect consumers. The relevant licensing criteria should
be applied to prospective entrants consistently to promote a level playing field at
point of admission to the insurance sector. Licensing requirements and procedures
should not be used inappropriately to prevent or unduly delay access to the market.

4.0.2 The role of the supervisor in licensing is to assess whether insurance legal
entities are able to fulfil their obligations to policyholders on an ongoing basis. The
licensing procedure is the first step towards achieving this objective.

4.0.3 Licensing is distinct from approval granted in terms of general domestic
company, trade or commercial law. Apart from applying for a supervisory licence,
other requirements pertaining to company, trade or commercial law should be met
(e.g. filing incorporation documents or applying to the registrar of commerce).

Licensing requirements

4.1 The insurance legislation:
- includes a definition of insurance activities which are subject to

licensing;
- prohibits unauthorised insurance activities; )
- defines the permissible legal forms of domestic insurance - EABINTUOWEMRREREZEZILEL,
legal entities; - ERORBEANCHAShSENBEBEED
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- allocates the responsibility for issuing licences; and
- sets out the procedure and form of establishment by which foreign
insurers are allowed to conduct insurance activities within the
jurisdiction.

4.1.1 Jurisdictions may decide to exclude some activities from the definition of
insurance activities subject to licensing. Any such activities should be explicitly
stated in the legislation. Jurisdictions may do this for various reasons, such as:

- the insured sums do not exceed certain amounts;

- losses are compensated by payments in kind;

- activities are pursued following the idea of solidarity between policyholders
(e.g., small mutuals, cooperatives and other community-based
organisations, especially in the case of microinsurance); or

- the entities' activities are limited to a certain geographical area, limited to a
certain number or class of policyholders and/or offer special types of cover
such as products not offered by licensed domestic insurance legal entities.

4.1.2 Given the principle that all entities engaged in insurance activities must be
licensed, the exclusion of limited insurance activities from licensing requirements
should give due regard to having appropriate alternative safeguards in place to
protect policyholders.

4.1.3 Similarly, jurisdictions may allow a simplified process for non- significant
entities (e.g. limited geographic scope, limited size, and limited lines of business)
for the purposes of licensing. In such situations, the legislation should state
clearly the applicability, requirements and process for such authorisation.

4.1.4 In jurisdictions where an authority other than the insurance supervisor is
responsible for issuing licences, the insurance supervisor should be able to give
input and recommend conditions or restrictions (including refusal) on a licence
where appropriate to the licensing authority.
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4.2 A jurisdiction controls through licensing which entities are allowed to
conduct insurance activities within its jurisdiction.

4.2.1 Entities should neither be allowed to present themselves nor act as licensed
insurance legal entities without or before having been granted a licence.

4.2.2 Depending on the legal forms that are permitted in a jurisdiction, foreign
insurers may be allowed to conduct insurance activities within the jurisdiction by
way of a local branch or subsidiary or on a cross-border provision of services basis.
A subsidiary is a domestically established legal entity that needs to be licensed. A
branch is not separate from the insurance legal entity, and can be established in a
jurisdiction other than the insurance legal entity's home jurisdiction. A host
jurisdiction may require that branches of foreign insurance legal entities be licenced
or otherwise authorised by the host supervisor. Cross-border provision of services
does not require a local establishment but may require authorisation from the host
supervisor.

4.2.3 In some regions, a number of jurisdictions have agreed to a system of
passporting as a manner of acknowledging each other’s licences. This provides the
opportunity for insurance legal entities established in one of the jurisdictions to
open branches or provide insurance services across borders on the basis of their
home jurisdiction authorisation to conduct insurance activities. Where a foreign
insurer may be allowed to operate through a branch or cross-border provision of
services without a licence or other authorisation from the host supervisor, it is
important that bilateral or multilateral agreements are in place which ensure that the
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4.3 Licensing requirements and procedures are clear, objective and public,
and are consistently applied. At a minimum, the applicant is required to:

- have sound business and financial plans;

- have a corporate or group structure that does not hinder effective
supervision;

- establish that the applicant's Board Members, both individually and
collectively, Senior Management, Key Persons in Control Functions
and Significant Owners are suitable;

- have an appropriate governance framework; and

- satisfy capital requirements.

4.3.1 In addition to being publicly available, licensing requirements should also be
easily accessible. Supervisors should issue guidelines on how to file an application
for a licence, which include advice on the required format of documents and the
expected time it would take to process an application upon the receipt of all
relevant documents.

4.3.2 Supervisors should assess the applicant’s business and financial plans to
ascertain that the proposed business lines will be soundly managed and adequately
capitalised. Business and financial plans should be projected for a minimum of
three years by the applicant and include information such as the products to be
offered, distribution methods and channels to be used, risk profile, projected
setting-up and development costs by business line, capital requirements and
solvency margins. Information regarding primary insurance and reinsurance should
also be provided.

4.3.3 Where the applicant is part of a group, the applicant should submit its
corporate and group structure, indicating all of the material entities within the group
(including both insurance legal entities and other entities, including non-regulated
entities). Information on the type of related party transactions and/or relationships
between all material entities within the group should also be provided.

4.3.4 The applicant should also provide information to demonstrate the
appropriateness of its systems of risk management and internal controls, including

=R

4.3 RIXMDEHELUVFHEEE, UTOBERZERTSHLITOT, B
T, EENT. DHASATEY., " RELTEATh D, RIETH. HHFEHEIUT
ZERSIID,

- RECEEFELMBHEZALTNSIL

- MRMLGEBEHTOVERBET IV -TEEERLTVWSC L

- HBEEOIBRED A VN—NEABIHOKREHERLELT, £ LBE

i, SMABECEDLITENDEETEF—F—AEBEEZBELTL S,
- BUBHANFUORABEBEELTVSCLE, LU
- BRE#ZE@EELTNSCLE

431 B AFARETHDIEICMA., REXRGOERITE-. BRIZTIE
ATEDLDTHRITNE LG LG, EEFX., BEEOXEERXBSLUVREEINT-T
RTOEEEHOZMANLBEIOLRICHMIBFRSNZERICETIBMELSE
O, REPBEOLEHDHA FSA VERTIRETH S,

432 GEFHFEINEFREBREENESICEEINTSLERNEINEEE
BRI 58, EEEIRFEOEENEE L UKTEELZTHEIRNETHD, B
BEEIRESEMOBEFTE L HBFHE LI T, STEEICTIRMI TR, BREF
FEEFARIL, VR TOT74M4)L, BEEXERBECLOREXER - RRERO T
FIBEARBLIUVYILARY D — =D UEDERESD. TELRRB L UBRER
ICBET 2IEHRERESINZIRETH S,

433 HEENITIL—TO—HTHIGEICIE. BEFETTIL—THOTRTO
BELEER (REEABLIVHMOEEREZEA, HHEXMENBEELXZELD) &1
TEEBLUVITIL—TDERERHIRETHD, BELUEELOWSIDEELS &
WEELIEITL—THRAOITRTOEELETEARBOBERICET IERLIEHIND
REHD,

434  HFEEHL. BEEEOZH. HBRARN. FHREMOVAT L, FHE
FUFHESZEEL, YAV EBLERIRHED DX T LICEHT DIEHR S EEIEE KL

37/494)
COMRXED BAERHOEMEIL, —BHEAABREERRHE T, BH2)AELTEY, YHETRAT LR BMUISERL TN, IAS DARGHIRXETHESENEL A, . REBHFUHRIZT IAS OREX
(2011 8 10 AKR. 2012 £ 12 A ICP9 E4f. 2013 4 12 A ICP22 F#f. 2015 4 11 A ICP4, 5. 7. 8, 23. 25 B0 £ERLI- L0 THY . UHBIRX BL LUGRSN - EBEBAEHAT S LICLYRET DA AHBE OIS TLEI
BILT. SR E—IOEEEEVEE A,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



SONPO
>A—Ab e

R
contracts with affiliates, outsourcing arrangements, information technology systems,
policies and procedures.

4.3.5 If applying to be licensed to underwrite both life insurance business and
non-life insurance business (where such is allowed), the applicant should
demonstrate to the satisfaction of the supervisor that its systems of risk
management and internal controls are adequate to manage the risks separately for
each business stream on both a going concern and a gone concern basis.

4.3.6 Further guidance on suitability, governance and capital requirements can be
found in ICP 5 (Suitability of Persons), ICP 7 (Corporate Governance), ICP 8 (Risk
Management and Internal Controls) and ICP 17 (Capital Adequacy).

Requirements on the supervisor

4.4 The supervisor assesses applications, makes decisions and informs
applicants of the decision within a reasonable time, which is clearly specified,
and without undue delay.

4.4.1 The supervisor should require an entity to submit an application if it proposes
to conduct insurance activities. The application should include information on the
types of business to be written and contain all the documents and information
required by the legislation to confirm that the licensing requirements are met.

4.4.2 In instances where the application is deemed not complete, the supervisor
should inform the applicant without delay, and the applicant should be given the
opportunity to provide additional information to complete the application.

4.4.3 In assessing the application, the supervisor could rely on audits by external
bodies, actuarial reports, or in the case of branches or foreign subsidiaries on the
opinion of other supervisors. Supervisors should consider the reports or opinions
from these various sources carefully and apply their own judgment in making the
final decision on the application. Before placing reliance on reports from external
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auditors or actuaries, supervisors should consider:
- whether the external auditors and actuaries have the necessary expertise
and experience to perform the roles; and
- their independence from the entity and the consideration they give to the
protection of policyholders' interests.

4.4.4 The supervisor should make its assessment and finalise its decision within a
reasonable timeframe and without undue delay. A time period should be indicated
to the applicant for the assessment procedure, commencing from the date on which
all complete application documentation has been submitted to the supervisor.
Within this period, the supervisor should decide on the acceptability of the
application for a licence. However, this does not preclude the supervisor from
conducting additional due diligence if necessary. If the supervisor has not come to a
decision within the indicated timeframe and the licence cannot be granted, the
supervisor should communicate the reason for the delay to the applicant.

4.5 The supervisor refuses to issue a licence where the applicant does not
meet the licensing requirements. Where the supervisor issues a licence, it
imposes additional requirements, conditions or restrictions on an applicant
where appropriate. If the licence is denied, conditional or restricted, the
applicant is provided with an explanation.

4.5.1 In general, requirements, conditions or restrictions that are imposed on an
applicant at the point of issue of the licence deal with the scope of activities that an
insurance legal entity is permitted to conduct or the nature of its customers (e.g.
retail versus sophisticated customers). If necessary, the supervisor should impose
additional requirements, conditions or restrictions on an applicant not only at the
point of issue of the licence, but also as part of its on-going supervision of the
insurance legal entity. Further standards and guidance on supervisory review and
reporting and on preventive and corrective action can be found in ICP 9
(Supervisory Review and Reporting) and ICP 10 (Preventive and Corrective
Measures).
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4.5.2 The denial of a licence or conditions or restrictions on a licence should be
confirmed in writing to the applicant. The explanation should be provided to the
applicant in a transparent manner. Supervisors should convey their concerns with
regard to an applicant’s proposed insurance activities and explain the reasons for
imposing licensing conditions or restrictions.

4.6 Alicence clearly states its scope.

4.6.1 A licence should clearly state the classification of insurance activities that the
insurance legal entity is licensed to conduct. Regarding classification, legislation
should categorise insurance business into types and classes of insurance (at
least into life and non-life).

4.6.2 Before adding new classes of insurance to the list of classes already granted
to the insurance legal entity, the supervisor should consider all of the above
mentioned licensing requirements, as applicable.

4.7 The supervisor publishes a complete list of licensed insurance legal
entities and the scope of the licences granted.

4.7.1 The supervisor should publish the complete list of licensed insurance legal
entities and clearly state the scope of licence that has been granted to each
insurance legal entity. This would provide clarity to the public as to which entities
are licensed for specific classes of business.

4.7.2 If the conditions or restrictions to the license would impact the public or any
person dealing with the insurance legal entity, the supervisor should either publish
these conditions or restrictions or require the insurance legal entity to disclose
these conditions or restrictions accordingly. Conditions or restrictions that would
impact the public could include, for example, the lines or classes of insurance
business an insurance legal entity is permitted to conduct.

Requirements on the supervisor
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4.8 In deciding whether and if so on what basis, to license or continue to
license a branch or subsidiary of a foreign insurer in its jurisdiction, the
supervisor consults the relevant supervisor(s) as necessary.

4.8.1 As part of the consultation, supervisors should use the modes available for
supervisory cooperation, in particular, the ability to exchange information relevant
for the application (e.g. check of suitability of directors and owners) with domestic
or foreign authorities. The exchange of information may be governed by law,
agreement or memorandum of understanding, especially if the information is
deemed confidential. Having such arrangements in place is important so as to not
unduly delay the processing of an application.

4.8.2 Before making a decision to grant the licence, the host supervisor should
have an understanding of how the home supervisor and/or the group-wide
supervisor supervise the insurer on an ongoing basis.

4.8.3 Host supervisors should consult home supervisors on relevant aspects of any
licensing proposal, but in any event they should always consider checking that the
home supervisor of the insurance legal entity has no objection before granting a
licence. The home supervisor and/or the group wide supervisor should assess the
risks posed to the insurer of establishing an insurance legal entity in a foreign
jurisdiction and highlight any material reservations or concerns to the host
supervisor as soon as practicable. The host supervisor should inform the home
supervisor of the scope of the licence, including any restrictions or prohibitions
imposed on the licence.

4.8.4 Host supervisors should reject applications for a licence from foreign entities
which are not subject to regulation and supervision in the home jurisdiction. In the
case of joint ventures, if there is lack of clear parental responsibility, the supervisor
should reject such applications.

4.9 Where an insurance legal entity is seeking to conduct cross-border
insurance activities without a physical presence in the jurisdiction of the host
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ICP 5 Suitability of Persons

The supervisor requires Board Members, Senior Management, Key Persons
in Control Functions and Significant Owners of an insurer to be and remain
suitable to fulfil their respective roles.

5.1 Legislation identifies which persons are required to meet suitability
requirements. At a minimum, the legislation includes Board Members, Senior
Management, Key Persons in Control Functions and Significant Owners.

5.1.1 Suitability requirements may extend to other individuals (e.g. financial
controllers and treasurers) to account for the roles of such individuals that may
differ depending on the jurisdiction and the legal form and governance structure of
the insurer.

5.2 The supervisor requires that in order to be suitable to fulfil their roles:

- Board Members (individually and collectively), Senior Management
and Key Persons in Control Functions possess competence and
integrity; and

- Significant Owners possess the necessary financial soundness and
integrity.

Suitability requirements for Board Members, Senior Management and Key Persons
in Control Functions

5.2.1 Competence is demonstrated generally through the level of an individual's
professional or formal qualifications and knowledge, skills and pertinent experience
within the insurance and financial industries or other businesses. Competence also
includes having the appropriate level of commitment to perform the role. Refer to
ICP 7 (Corporate Governance) with regard to competence and commitment and to
ICP 8 (Risk Management and Internal Controls) with regard to control functions.

5.2.2 Integrity is demonstrated generally through character, personal behaviour and
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business conduct.

5.2.3 The supervisor should require the insurer to take the necessary measures to
ensure that these requirements are met by setting high internal standards of ethics
and integrity, promoting sound corporate governance and requiring that these
individuals have pertinent experience, and maintain a sufficient degree of
knowledge and decision making ability.

5.2.4 To ensure an appropriate level of suitability, Board Members, Senior
Management and Key Persons in Control Functions should acquire, maintain and
enhance their knowledge and skills to fulfil their roles, for example, by participating
in induction and ongoing training on relevant issues. Sufficient time, budget and
other resources should be dedicated for this purpose, including external expertise
drawn upon as needed. More extensive efforts should be made to train those with
more limited financial, regulatory or risk-related experience.

Suitability requirements for Significant Owners

5.2.5 At a minimum, the necessary qualities of a Significant Owner relate to:
Financial soundness demonstrated by sources of financing/funding
and future access to capital; and
integrity demonstrated in personal or corporate behaviour.

5.3 The supervisor requires the insurer to demonstrate initially and on an
ongoing basis, the suitability of Board Members, Senior Management, Key
Persons in Control Functions and Significant Owners. The suitability
requirements and the extent of review required by the supervisor depend on
the person’s role.

5.3.1 The supervisor should assess the suitability of Board Members, Senior
Management, Key Persons in Control Functions and Significant Owners of an
insurance legal entity as part of the licensing procedure before the insurance legal
entity is permitted to operate. See ICP 4 (Licensing).

el

nd,

523 EEBHIX. REREHLN. GESLUVEZHEICEATIGSVVHARELZTESD, &
PHRaA—RL—bANFUREZ#HEL., ChoDBEANBYLERZE L9434
BEFUVERRTERNEMFI LI LERDDZEICEY., ThODEHEMNFS
NBEZLEHMREICTIDITWEBELRIBEZ LD LEZERIRETH D,

52.4 BEURLARNILOBEEREEERT 5-OIC1E. BHREDA VN—, LRE
HE, MEBEICEDITEAMEIHESORBNER-T 6. HIZIEAMS KU
ERBICET AMENLIEADSMAELEIZEY., BCOMBOREETING. #iF
Lt RETH D, BDEICIH LA EOEMEDERLEH. +oHEM. TE.
BEIUVZTDMODEREN., COBMDI=HIZETONEIRNETHD, £k, HHl. U
AOEEDRBRICELTHRVEIL, KYLELRINGEZLEELT S,

TES—F—DEEMLEH

525 i Ed, FEA—F—ITRELEZIX. LTIZEET 5,
BRFERBLRER. PLURHEOELRFZEIZEVNTREINDE
wheet
BAELIILEDTAIZBVWTRENIEDZN

5.3 BEEEE. L2, Hh OGN, BERED A V/N—, LBEEE, #

HWEEICEDLITEANY. BLVETESF—F—D#EHRMEEZTI 7. RIRFICE
RT %, EEBICLHBEREEHABLIURELCBREOHEREIL, EAOREIZL-
TRIE S,

53.1 EEBHX. REEAOIBEESD A VN—, EREER. HEMeeIcED
BEFENDE L UVEEA—FT—DERMETHEZ. RIXRENEEZHATSINDFOR
RN FHRED—IRELTERIRETTH S, ICP4 (BHFXFT) TS,

44/494)
COBRIE D BAEDS DEFEL, —RHEEABREFRRHGR UT. SHR)AELTHY . SHRCEAT S EEBRISERL TS0, IAIS DAXEHRXETESENE A, T, REMHIEBHRIST IAIS DFX
(2011 4 10 AR, 2012 £ 12 F ICPY F#7. 2013 4 12 i ICP22 B4, 2015 4 11 F ICP4. 5., 7. 8, 23, 25 ) £RELI-6DTHY., UHBRXESSURESN - KEDH ERMT SCEICLYRET BN GHRE OIS T LEIS
BLT. 4BEE—YOBEEANEL A,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



SONPO
SUINEU

[RXX

5.3.2 The supervisor should assess the suitability of Board Members, Senior
Management, Key Persons in Control Functions and Significant Owners of insurers
either prior to changes in the positions or as soon as possible after appointment.
The supervisor should also require the insurer to perform internal suitability
assessments of Board Members, Senior Management and Key Persons in Control
Functions on an ongoing basis, for example on an annual basis or when there are
changes in the circumstances of the individuals. The supervisor may require the
insurer to certify that it has conducted such assessments and demonstrate how it
reached its conclusions.

5.3.3 With regard to Control Functions, the individual(s) to be assessed should be
the Key Persons in Control Functions.

5.3.4 The supervisor should have sufficient and appropriate information to assess
whether an individual meets suitability requirements. The information to be
collected and the supervisor's assessment of such information may differ
depending on the role.

5.3.5 For the purpose of the assessment, the supervisor should require the
submission of a résumé or similar indicating the professional qualifications as well
as previous and current positions and experience of the individual and any
information necessary to assist in the assessment, such as:

- evidence that the individual has sufficient relevant knowledge and
pertinent experience within the insurance and financial industries or
other businesses; and
evidence that the individual has the appropriate level of commitment
to perform the role.

5.3.6 The application of suitability requirements relating to competence for Board
Members, Senior Management and Key Persons in Control Functions of an insurer
may vary depending on the degree of their influence and on their roles. It is
recognised that an individual considered competent for a particular position within
an insurer may not be considered competent for another position with different
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responsibilities or for a similar position within another insurer. When assessing the
competence of the Board Members, regard should be given to respective duties
allocated to individual members to ensure appropriate diversity of qualities and to
the effective functioning of the Board as a whole.

5.3.7 In assessing the integrity of an individual Board Member, Senior
Management, Key Person in Control Functions and Significant Owner, the
supervisor should consider a variety of indicators such as:

* Legal indicators: These provide information on possible legal misconduct.
Such indicators could include civil liability, criminal convictions or pending
proceedings:

- for breaches of law designed to protect members of the public from
financial loss, e.g. dishonesty, or misappropriation of assets,
embezzlement and other fraud or other criminal offences (including
anti-money laundering and the combating of the financing of
terrorism.
against the individual in his/her personal capacity;
against an entity in which the individual is or was a Board Member, a
member of the Senior Management, a Key Person in Control
Functions or a Significant Owner; or
incurred by the individual as a consequence of unpaid debts.

* Financial indicators: These provide information on possible financial
misconduct, improper conduct in financial accounting, or negligence in
decision-making. Such indicators could include:

- financial problems or bankruptcy in his/her private capacity; or
financial problems, bankruptcy or insolvency proceedings of an entity
in which the individual is or was a Board Member, a member of the
Senior Management or a Key Person in Control Functions.

» Supervisory indicators: These provide information gathered by or that
comes to the attention of supervisors in the performance of their
supervisory duties. These supervisors could also be authorities with
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supervisory responsibility in sectors other than insurance. Such indicators
could include:
the withholding of information from public authorities or submission of
incorrect financial or other statements;
conduct of business transgressions;
prior refusal of regulatory approval for key positions;
preventive or corrective measures imposed (or pending) on entities in
which the individual is or was a Board Member, a member of the
Senior Management, or a Key Person in Control Functions; or
outcome of previous assessments of suitability of an individual, or
sanctions or disciplinary actions taken (or pending) against that
individual by another supervisor.

+ Other indicators: These may provide other information that could
reasonably be considered material for the assessment of the suitability of
an individual. Examples include:

- suspension, dismissal or disqualification of the individual from a
position as a Board Member or a member of the Senior Management
of any company or organisation;
disputes with previous employers concerning incorrect fulfilment of
responsibilities or non- compliance with internal policies, including
code of conduct, employment law or contract law;
disciplinary action or measures taken against an individual by a
professional organisation in which the individual is or was a
member (e.g., actuaries, accountants or lawyers); or
strength of character, such as the ability and willingness to challenge,
as an indicator of a person’s integrity as well as competence to
perform the respective role.

The presence of any one indicator may, but need not in and of itself,
determine a person’s suitability. All relevant indicators, such as the pattern
of behaviour, should be considered in a suitability assessment.
Consideration should also be taken to the lapse of time since a particular
indicator occurred and its severity, as well as the person’s subsequent
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debt or order that remains outstanding or has not been satisfied
within a reasonable period;
Significant Owners have made arrangements with creditors, filed for
bankruptcy or been adjudged bankrupt or had assets sequestered;
and
Significant Owners have been able to provide the supervisor with a
satisfactory credit reference.

The presence of any one indicator may, but need not in and of itself,
determine a person’s suitability. All relevant indicators, such as the pattern
of behaviour, should be considered in a suitability assessment. If the
Significant Owner is regulated by another supervisor, the suitability
assessment done by the latter may be relied upon to the extent that this
assessment reasonably meets the requirements of this standard.

5.4 The supervisor requires notification by insurers of any changes in Board
Members, Senior Management, Key persons in Control Functions and
Significant Owners, and of any circumstances that may materially adversely
affect the suitability of its Board Members, Senior Management, Key Persons
in Control Functions and Significant Owners.

5.4.1 Insurers should be required to report promptly any information gained about
these persons that may materially affect their suitability, for example, if a Board
Member is convicted of a financial crime. See guidance under Standard 5.3 for
additional examples of indicators of circumstances that may materially affect the
suitability of an individual.

5.5 The supervisor takes appropriate action to rectify the situation when
Board Members, Senior Management and Key Persons in Control Functions
or Significant Owners no longer meet suitability requirements.

5.5.1 The supervisor should impose measures in respect of Board Members,
Senior Management and Key Persons in Control Functions who do not meet the
suitability requirements. Examples of such measures include:
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requesting the insurer to provide additional education, coaching or
the use of external resources in order to achieve compliance with
suitability requirements by an individual in a position as Board
Member, member of the Senior Management or Key Person in
Control Functions;
preventing, delaying or revoking appointment of an individual in a
position as Board Member, member of the Senior Management or
Key Person in Control Functions;
suspending, dismissing or disqualifying an individual in a position as
a Board Member, Senior Management or Key Person in Control
Function, either directly or by ordering the insurer to take these
measures;
requiring the insurer to appoint a different person for the position in
guestion who does meet the suitability requirements, to reinforce
the sound and proper management and control of the insurer;
imposing additional reporting requirements and increasing solvency
monitoring activities; or
withdrawing or imposing conditions on the business licence,
especially in the case of a major breach of suitability requirements,
taking into account the impact of the breach or the number of
members of the Board, Senior Management or Key Persons in
Control Functions involved.

5.5.2 The supervisor should impose measures of a preventive and corrective nature
in respect of Significant Owners who do not meet suitability requirements.
Examples of such measures include:
- requiring the Significant Owners to dispose of their interests in the
insurer within a prescribed period of time;
the suspension of the exercise of their corresponding voting rights; or
the nullification or annulment of any votes cast by the Significant
Owners.

5.5.3 There can be circumstances where a Board Member, a member of the Senior
Management or a Key Person in Control Functions is unable to carry out his/her
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role and a replacement needs to be appointed on short notice. In jurisdictions
where the supervisor approves the post-licensing appointment of Board Members,
Senior Management or Key Persons in Control Functions, it may be appropriate for
the supervisor to permit the post to be filled temporarily until the successor’s
suitability assessment is affirmed. In such circumstances, a supervisor may require
that these temporary replacements meet certain suitability requirements, depending
on his/her position or responsibilities within the insurer. However, such assessment
should be conducted and concluded in a timely manner.

5.6 The supervisor exchanges information with other authorities inside and
outside its jurisdiction where necessary to check the suitability of Board
Members, Senior Management, Key Persons in Control Functions and
Significant Owners of an insurer.

5.6.1 Supervisors should use the modes available for supervisory cooperation, in
particular, the ability to exchange information relevant to check suitability with
domestic or foreign authorities. Having such arrangements in place is important
so as to not unduly delay relevant supervisory processes and/or affect the insurers’
ability to satisfy composition requirements for the Board or make necessary
changes to its management team. For additional information, see ICP 3
(Information Exchange and Confidentiality Requirements).

5.6.2 The supervisor may use this information as an additional tool to assess
effectively the suitability of, or to obtain information about, a Board Member, a
member of the Senior Management or a Key Person in Control Functions.

5.6.3 If a Significant Owner that is to be assessed is a legal person or a corporate
entity regulated in another jurisdiction, the supervisor should seek confirmation from
the relevant authority that the entity is in good standing in that other jurisdiction.
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ICP 6 Changes in Control and Portfolio Transfers

Supervisory approval is required for proposals to acquire significant
ownership or an interest in an insurer that results in that person (legal or
natural), directly or indirectly, alone or with an associate, exercising control
over the insurer. The same applies to portfolio transfers or mergers of
insurers.

Significant Ownership and Control

6.1 The term “control” over an insurer is defined in legislation and it
addresses, at a minimum:

- holding of a defined number or percentage of issued shares or
financial instruments (such as compulsory convertible
debentures) above a designated threshold in an insurer or its
intermediate or ultimate beneficial owner.
voting rights attached to the aforementioned shares or financial
instruments
power to appoint directors to the Board and other executive
committees or remove them.

6.2 The supervisor requires the insurer to provide notification of any
proposed acquisitions or changes in control of the insurer. The supervisor
grants or denies approval to person(s) (legal or natural) that want(s) to
acquire significant ownership or a controlling interest in an insurer, whether
directly or indirectly, alone or with an associate.

6.2.1 In addition to having control defined in legislation, the concepts of significant
ownership should be defined in legislation.

6.3 The supervisor approves any significant increase above the
predetermined control levels in an insurer by person(s) (legal or natural),
whether obtained individually or in association with others. This also applies
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to any other interest in that insurer or its intermediate or ultimate beneficial
owners. The supervisor requires appropriate notification from insurers in the
case of a significant decrease below the predetermined control levels.

6.3.1 Notification should be required for changes in ownership or control according
to the percentages of an insurer’s issued shares. These established percentages
typically range between 5 and 10 percent. Where supervisory approval is required
in addition to notification, specific thresholds (equal to or higher than those for
notification) should be set.

6.4 The requirements in Standards 6.2 and 6.3 above also refer to the
acquisition or change of control where the intermediate or ultimate beneficial
owner(s) of an insurer is (are) outside the jurisdiction where the insurer is
incorporated. In such cases, the supervisor coordinates, where relevant and
necessary, with corresponding supervisors of those entities.

6.4.1 Information exchange and confidentiality requirements are set out in ICP 3
Information Exchange and Confidentiality Requirements while supervisory
cooperation and coordination requirements are set out in ICP 25 Supervisory
Cooperation and Coordination.

6.5 The supervisor is satisfied that those seeking control meet the same
criteria as they would be required to meet if they sought a new licence.

6.5.1 The supervisor should ensure that the proposed owners have the resources
to provide the minimum capital required as well as the ability to provide further
capital or other support for the insurer when needed.

6.5.2 Licensing and suitability of persons requirements are set out in ICPs 4
Licensing and 5 Suitability of Persons, respectively.

6.6 The supervisor requires insurers to provide appropriate information on
their shareholders and any other person directly or indirectly exercising
control.
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6.7 The supervisor rejects applications of proposed owners to control
insurers if facts exist from which it can be reasonably deduced that their
ownership will be unduly prejudicial to policyholders. The supervisor is able
to identify the intended beneficial owner.

6.7.1 Owner s should not expose the insurer to undue risks or hinder effective
supervision.

6.8 To assess applications for proposed acquisitions or changes in control of
insurers the supervisor establishes requirements for financial and
non-financial resources.

6.9 A change of a mutual company to a stock company, or vice versa, is
subject to the supervisor’s approval. The supervisor satisfies itself with the
new constitution or governing organisational document of the company
before giving approval.

Portfolio Transfer

6.10 The transfer of all or a part of an insurer’s business is subject to
approval by the supervisor, taking into account, amongst other things, the
financial position of the transferee and the transferor. The supervisor
satisfies itself that the interests of the policyholders of both the transferee
and transferor will be protected.

6.10.1 Insurance policies are legal contracts between an insurer and its
policyholders. An insurer should not be able to unilaterally alter the terms of a
contract by merging with another insurer, mutualising or demutualising or
transferring some of its policy liabilities to another insurer. In order to protect the
interests of policyholders, legislation should restrict the ability of insurers to transfer
their policy liabilities. The supervisor should ensure that policyholders’ reasonable
benefit expectations and existing policy values will not normally be lessened as a
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result of liability transfer. This should apply whether the transfer involves a single
policy or a portfolio, or the transaction is considered a part of normal business, a
merger or part of a winding-up procedure in a situation where the insurer is no
longer financially viable or is insolvent. (Refer to ICP 12 Winding-up and Exit from
the Market.)

6.10.2 A key consideration regarding the nature of portfolio transfers is whether the
transaction is between reinsurers. Legislation should not restrict the transfer of
portfolios from one reinsurer to another, if the contractual rights of the involved
parties are considered. However, as an element of its supervisory activity, the
supervisor takes the financial position of the transferee in particular into account.
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ICP 7 Corporate Governance

The supervisor requires insurers to establish and implement a corporate
governance framework which provides for sound and prudent management
and oversight of the insurer’s business and adequately recognises and
protects the interests of policyholders.

Introductory Guidance

7.0.1 The corporate governance framework of an insurer:
promotes the development, implementation and effective oversight of
policies that clearly define and support the objectives of the insurer;
defines the roles and responsibilities of persons accountable for the
management and oversight of an insurer by clarifying who possesses
legal duties and powers to act on behalf of the insurer and under
which circumstances;
sets requirements relating to how decisions and actions are taken
including documentation of significant or material decisions, along
with their rationale;
provides sound remuneration practices which promote the alignment
of remuneration policies with the long term interests of insurers to
avoid excessive risk taking;
provides for communicating with the supervisor, as appropriate,
matters relating to the management and oversight of the insurer; and
provides for corrective actions to be taken for non-compliance or
weak oversight, controls or management.

7.0.2 An effective corporate governance framework enables an insurer to be flexible
and transparent; to be responsive to developments affecting its operations in
making timely decisions and to ensure that powers are not unduly concentrated.
The corporate governance framework supports and enhances the ability of the key
players responsible for an insurer’s corporate governance; i.e. the Board, Senior
Management and Key Persons in Control Functions to manage the insurer’s
business soundly and prudently.
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Organisational structures

7.0.3 The insurer should establish a transparent organisational structure which
supports the strategic objectives and operations of the insurer. The board and
senior management should know and understand the structure and the risks that it
poses.
The ways in which an insurer chooses to organise and structure itself can vary
depending on a number of factors such as:
- jurisdictional corporate law, which may allow or
different board structures (such as one-tier or two-tier Boards);
organisational structure such as stock companies, mutuals or
co-operatives; and
group, branches, or solo legal entity operations.

require

These considerations can affect how an insurer establishes and implements its
corporate governance framework and are explained in more detail below. It is
important for supervisors to understand these different considerations in order to be
able to adequately assess the effectiveness of an insurer’s corporate governance
framework.

7.0.4 The standards on corporate governance are designed with sufficient flexibility
to apply to supervision of insurers regardless of any differences in the corporate
structures and legal systems.

7.0.5 The term Board includes its management and oversight roles, regardless of
Board structure.

Mutuals and co-operatives

7.0.6 Governance of insurers formed as mutuals or co-operatives is different from
that of insurers formed as joint stock companies (i.e., bodies corporate). These
standards are nevertheless sufficiently flexible to be adapted to mutuals and
co-operatives to promote the alignment of actions and interests of the Board and

el

THEE

703 RIEREEZ, REREOEBEELSIUEREYR— T 5EBHMEDH HEMH
BEZHIINETHD. MRS E LREERT, MR EEBNL 0T IRY
Y. BREITARETHS
RIRENBSZHML. BEITHEOITERBRT SFEE. UTOLESLGHLADE
HICKVELZY S5,
(—BHFEZBHORMRENL S BLRIBMREEBEER
HEHFEEERY HEFEERBEADORHIE
KA, HESHFTLEHFOL S GHEEEE. 8LV
TV—7., XEFELRFE-—DEATOEE

NEDEEIX. REBRENEDLSICBEEOI—RL—FANF R T L—LT—
DEMILERT INHEEEZ 55, CNICDOVWTIETRTIYEFL CERBAS
hTWd, REBEEOI—RL—FHNRF VR TL—LT—Y OEMMEZEEDIZEEE
THEEZTREICTE=HDICIE. ChoDERLZERELZEMRT LI ENEEEIC
EOTEETHD,

704  OA—RL—FANFURITHNBEED, —BULGEERBECERRDE
WEARG L RIREOEEICERTESL SIS TR LFHEMEZL > TEHRES LD,

7.0.5
28,

DFRSBEICEAL LY. MRS LV AEREREEES & VEERKAE

AR E L VHRF

706 HMHESHFELFAFLLTRISNE-RIEEOANFVR(EF, AESH
(THEHLEEN) ELTRIASNERERBERFREG D, F0A, REEF, B
BEHFIVLREEBOTHE LU EZ. RIRZVED L Y LERALGHE EES
MEHLETRET HOIC, HERHESUHRFICLEET S TRLEREZEF

57/494)

COBRXEDBRERSDEMEET. —BUEFZABREERIZFS (UT. SBR)HPELTEY. AFSTRATHELAMITERL TS0, IAIS OAXBERNETIISTVER A, Fio, EEBATHHBRICT IAIS DEX
(2011 £ 10 AkR. 2012 £ 12 A ICP9 E#7. 2013 £ 12 A ICP22 E#7, 2015 £ 11 A ICP4,5.7.8.,23. 25 E#N ZIECLI-3 D THY . URIMRNE S LV SN REBER A EZF AT HLICIYRET IV EHEE LIS TILEFIC
BELT. 4B F—VU0EEEEVEREA,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



SONPO
SUINEU

[RXX
Senior Management with the broader interests of policyholders. Where there are
references to shareholders or stakeholders, they should be generally treated as
references to policyholders in mutuals, unless otherwise indicated.

Insurance Groups

7.0.7 Insurance groups should ensure that the corporate governance framework is
appropriate to the structure, business and risks of the insurance group and its legal
entities. The corporate governance framework should include policies, processes
and controls which address risks across the insurance group and legal entities.

7.0.8 When setting up or evaluating their corporate governance framework,
insurance groups should be aware of the specific challenges which might arise from
the organisational model adopted by a group (e.g. centralised or decentralised
model). The main factors underlying the challenges are:
- the division of authorities and responsibilities between the key
players at the insurance group and legal entity level;
effective group-wide direction and coordination;
proper consideration of the legal obligations, governance
responsibilities and risks both at the insurance group and legal entity
level; and
effective communication within the group and adequate information
at all levels. (See Issues Paper, Approaches to Group Corporate
Governance; Impact on Control Functions, October 2014.)

7.0.9 The supervisor should take the organisational structure of the group into
consideration in evaluating its governance. Particularly when the management
structure differs from the legal entity structure, it is not sufficient to assess
governance only at the legal entity level. In such a case, it is important that
appropriate governance exists across the group and that the supervisor assesses it
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7.0.10 If an insurer is a branch, these standards would generally apply to the legal
entity in its home jurisdiction. However, the host supervisor may require designated
oversight and/or management accountabilities and structures to be maintained at
the branch, including in some cases a designated representative responsible for the
management of the branch. In such cases, these standards should also apply, as
appropriate, to the oversight and management roles maintained within the branch
taking due account of the governance structures and arrangements as determined
by the host supervisor.

Appropriate allocation of oversight and management responsibilities

7.1 The superwsor requires the insurer’s Board to:
ensure that the roles and responsibilities allocated to the Board,
Senior Management and Key Persons in Control Functions are
clearly defined so as to promote an appropriate separation of
the oversight function from the management responsibilities;
and
provide oversight of the Senior Management.

7.1.1 The Board should ensure that the insurer has a well-defined governance
structure which provides for the effective separation between oversight and
management functions. The Board is responsible for providing the overall strategy
and direction for the insurer and overseeing its proper overall management, while
leaving the day-to-day management of the insurer to Senior Management. The
separation of the roles of the Chair of the Board and the Chief Executive Officer
(CEO) reinforces a clear distinction between accountability for oversight and
management.

7.1.2 The Board should also ensure that there is a clear allocation of roles and
responsibilities to the Board as a whole, to committees of the Board where they
exist, and to the Senior Management and Key Persons in Control Functions to
ensure proper oversight and sound management of the insurer. The allocation of
roles and responsibilities should clearly identify the individual and collective
accountabilities for the discharge of the respective roles and responsibilities. The
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organisational structure of the insurer and the assignment of responsibilities should
enable the Board and Senior Management to carry out their roles in an adequate
and objective manner and should facilitate effective decision making.

7.1.3 The allocation of responsibilities to individual Board members (for example
the membership of Board committees such as the audit or remuneration committee)
should take due account of whether the relevant member has the degree of
independence and objectivity required to carry out the functions of the particular
committee. The effective oversight of the executive functions should be performed
by the non-executive members of the Board, because they are not involved in the
day-to-day management of the insurer. Within a group the allocation and division of
the oversight and management responsibilities at different levels should be
transparent, appropriate for, and aligned with, the organisational model of the
group. (See Issues Paper, Approaches to Group Corporate Governance; impact on
control functions, October 2014, para 43-44.)

7.1.4 In order to provide effective oversight of the Senior Management, the Board
should:
ensure that there are adequate policies and procedures relating to
the appointment, dismissal and succession of the Senior
Management, and be actively involved in such processes;
ensure that Senior Management’s knowledge and expertise remain
appropriate given the nature of the business and the insurer's risk
profile;
monitor whether the Senior Management is managing the affairs of
the insurer in accordance with the strategies and policies set by the
Board, and the insurer’s risk appetite, corporate values and corporate
culture;
set appropriate performance and remuneration standards for Senior
Management consistent with the long-term  strategy and the
financial soundness of the insurer and monitor whether the Senior
Management is meeting the performance goals set by the Board;
regularly meet with the Senior Management to discuss and review
critically the decisions made, information provided and any
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explanations given by the Senior Management relating to the
business and operations of the insurer; and
have regular interaction with any committee it establishes as well as
with other key functions, proactively request information from them
and challenge that information when necessary.

7.1.5 As a part of its regular monitoring and review of the insurer’s operations, the
Board should review whether the relevant policies and procedures, as set by the
Board, are being properly implemented by Senior Management and are operating
as intended. Particular attention should be paid as to whether the responsibilities
for managing and implementing the policies of the Board have been effectively
discharged by those responsible. The Board should obtain reports at least annually
for this purpose and such reports may include internal or external independent
reports as appropriate.

Corporate culture, business objectives and strategies of the insurer

7.2 The supervisor requires the insurer’s Board to set and oversee the
implementation of the insurer’s corporate culture, business objectives and
strategies for achieving those objectives, in line with the insurer’s long term
interests and viability.

7.2.1 The Board should adopt a rigorous process for setting, approving, and
overseeing the implementation of the insurer’s overall business objectives and
strategies, taking into account the long term financial safety and soundness of the
insurer as a whole, the interests of its policyholders and other stakeholders, and the
fair treatment of customers. The Board ensures that the Senior Management has
adequately documented and communicated these objectives and strategies to the
Key Persons in Control Functions and all other relevant staff.

7.2.2 The effective implementation of objectives and strategies should be supported
by the corporate culture and by clear and objective performance goals and
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measures, taking due account of, among other things, the insurer’s long term
interests and viability and the interests of policyholders and other stakeholders. The
Board should review the appropriateness of the goals and measures set.

7.2.3 A corporate culture reflects the fundamental corporate values and includes
norms for responsible and ethical behaviour applicable to all employees of the
insurer. The Board should take the lead in setting the appropriate tone at the top.
This includes adherence to the corporate values by the Board and a strong risk
culture avoiding excessive risk taking. The corporate values, norms and supporting
policies should be communicated throughout the insurer. These are also reflected
in the insurer’s business objectives and strategies, and supported by professional
standards and codes of ethics that set out what the insurer considers to be
acceptable and unacceptable conduct. In this regard, the Board should take
account of the interests of policyholders and other relevant stakeholders. In setting
the tone at the top the Board should ensure that employees are aware that
appropriate disciplinary or other actions will follow unacceptable behaviours.

7.2.4 The Board should ensure that the corporate culture promotes timely and frank
discussion and escalation of problems to Senior Management or itself. The Board
should set and oversee the implementation of transparent policies and processes
which promote and facilitate that employees can communicate concerns or
information about illegal or unethical behaviour confidentially and without reprisal
directly or indirectly to the Board (e.g. whistle blower policy). The Board should
determine how and by whom legitimate concerns shall be investigated and
addressed (Senior Management, Board or an external party).

7.2.5 The Board should define and oversee the implementation of norms for
responsible and ethical behaviour. It should not allow behaviour that would be
incompatible with the protection of policyholders and that could lead to reputational
risks or improper or illegal activity, such as financial misreporting, fraud, money
laundering, bribery and corruption. The norms for responsible and ethical behaviour
should also make clear that employees are expected to conduct themselves
ethically in addition to complying with laws, regulations and the insurer’s policies.
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7.2.6 The Board should ensure that the insurer’s corporate governance framework
and overall business objectives and strategies are reviewed at least annually to
ensure that they have been properly implemented and that they remain
appropriate in light of any material changes in the organisational structure,
activities, strategy, and regulatory and other external factors. The Board should
ensure more frequent reviews, for instance when an insurer embarks on a
significant new business initiative (e.g. a merger or acquisition, or a material
change in the direction with respect to the insurer’s product portfolio, risk or
marketing strategies), upon the introduction of a new type or class of risk or product
or a decision to market products to a new class or category of clients, or following
the occurrence of significant external or internal events which may potentially have
a material impact on the insurer (including its financial condition, objectives and
strategies) or the interests of its policyholders or other stakeholders.

Structure and governance of the Board

7.3 The supervisor requires the insurer’s Board to have, on an on-going
basis:
an appropriate number and mix of individuals to ensure that
there is an overall adequate level of competence at the Board
level commensurate with the governance structure;
appropriate internal governance practices and procedures to
support the work of the Board in a manner that promotes the
efficient, objective and independent judgment and decision
making by the Board; and
adequate powers and resources to be able to discharge its
duties fully and effectively.

Board composition

7.3.1 The Board of an insurer should have a sufficient number of members who
have relevant expertise among them as necessary to provide effective leadership,
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direction and oversight of the insurer’'s business to ensure it is conducted in a
sound and prudent manner. For this purpose, the Board should collectively and
individually have, and continue to maintain, including through training, necessary
skills, knowledge and understanding of the insurer’s business to be able to fulfil
their roles. In particular, the Board should have, or have access to, knowledge and
understanding of areas such as the lines of insurance underwritten by the insurer,
actuarial and underwriting risks, finance, accounting, the role of control functions,
investment analysis and portfolio management and obligations relating to fair
treatment of customers. While certain areas of expertise may lie in some but not all
members, the collective Board should have an adequate spread and level of
relevant competencies and understanding as appropriate to the insurer's business.

7.3.2 Board members should have the commitment necessary to fulfil their roles,
demonstrated by, for example, a sufficient allocation of time to the affairs of the
insurer and reasonable limits on the number of Board memberships held within or
outside the insurance group.

Board effectiveness

7.3.3 The Board should review, at least annually, its own performance to ascertain
whether members collectively and individually remain effective in discharging the
respective roles and responsibilities assigned to them and identify opportunities to
improve the performance of the Board as a whole. The Board should implement
appropriate measures to address any identified inadequacies, including any training
programmes for Board members. The Board may also consider the use of external
expertise from time to time to undertake its performance assessment where
appropriate in order to enhance the objectivity and integrity of that assessment
process.

Internal governance

7.3.4 The Board should have appropriate practices and procedures for its own
internal governance, and ensure that these are followed and periodically reviewed
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to assess their effectiveness and adequacy. These may be included in
organisational rules or by-laws, and should set out how the Board will carry out its
roles and responsibilities. They should also cover a formal and documented
process for nomination, selection and removal of Board members, and a specified
term of office as appropriate to the roles and responsibilities of the Board member,
particularly to ensure the objectivity of decision making and judgment. Appropriate
succession planning should also form part of the Board’'s internal governance
practices.

Chair of the Board

7.3.5 While the Board as a whole remains collectively responsible for the
stewardship of the insurer, the Chair of the Board has the pivotal role of providing
leadership to the Board for its proper and effective functioning. The role of the Chair
of the Board should generally encompass responsibilities such as setting the
Board’s agenda, ensuring that there is adequate time allocated for the discussion of
agenda items, especially if they involve strategic or policy decisions of significant
importance, and promoting a culture of openness and debate by facilitating effective
participation of non-executive and executive members and communication between
them and also with the Senior Management and Key Persons in Control
Functions. To promote checks and balances, it is good practice for the Chair of the
Board to be a non-executive Board member and not serve as chair of any Board
committee. In jurisdictions where the Chair of the Board is permitted to assume
executive duties, the insurer should have measures in place to mitigate any
adverse impact on the insurer's checks and balances.

Board committees

7.3.6 To support the effective discharge of the responsibilities of the Board, the
Board should assess whether the establishment of committees of the Board is
appropriate. Committees that a Board may commonly establish include audit,
remuneration, ethics/compliance, nominations and risk management committees.
Where committees are appointed, they should have clearly defined mandates and
working procedures (including reporting to the Board), authority to carry out their
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respective functions, and a degree of independence and objectivity as appropriate
to the role of the committee. The Board should consider occasional rotation of
members and of the chairs of committees, or tenure limits to serve on a committee,
as this can help to avoid undue concentration of power and promote fresh
perspectives. If the functions of any committees are combined, the Board should
ensure such a combination does not compromise the integrity and/or effectiveness
of the functions combined. In all cases, the Board remains ultimately responsible for
matters delegated to any such committees.

Independence and objectivity

7.3.7 To promote objectivity in decision making by the Board, the formal and
perceived independence of Board members should be ensured. To that end, Board
members should avoid personal ties or financial or business interests which conflict
with that of the insurer. Where it is not reasonably possible to avoid conflicts of
interests, such conflicts should be effectively managed. Documented procedures
and policies should be in place to identify and address conflicts of interests which
could include disclosure of potential conflicts of interests, requirements for arm’s
length transactions, abstention of voting and, where appropriate, prior approval by
the Board or shareholders of professional positions or transactions.

7.3.8 Besides policies on conflicts of interests, the insurer should ensure objectivity
in decision making by establishing clear and objective independence criteria which
should be met by an adequate number of members of the Board (i.e. non-executive
Board members). For this purpose, the independence criteria should also take
account of group structures and other applicable factors. Meeting such criteria is
particularly important for those Board members undertaking specific roles (such as
members of the remuneration and audit committees) in which conflicts of interests
are more likely to arise.

7.3.9 Objectivity in decision making is also promoted by independence of mind of
the individual Board members. This means that a Board member should act without
favour; provide constructive and robust challenge of proposals and decisions; ask
for information when the member judges it necessary in the light of the issues; and
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avoid “group-think”.

7.3.10 Board members should also bear in mind the duties of good faith and loyalty
applicable to them at the individual level, as set out in Standard 7.4.

Board powers

7.3.11 To be able to discharge its role and responsibilities properly, the Board
should have well-defined powers, which are clearly set out either in legislation
and/or as part of the constituent documents of the insurer (such as the constitution,
articles of incorporation, by- laws or internal/organisational rules). These should, at
a minimum, include the power to obtain timely and comprehensive information
relating to the management of the insurer, including direct access to relevant
persons within the organisation for obtaining information, such as Senior
Management and Key Persons in Control Functions.

Access to resources

7.3.12 Adequate resources, such as sufficient funding, staff and facilities, should be
allocated to the Board to enable the Board members to carry out their respective
roles and responsibilities efficiently and effectively. The Board should have access
to services of external consultants or specialists where necessary or appropriate,
subject to criteria (such as independence) and due procedures for appointment and
dismissal of such consultants or specialists.

Delegations

7.3.13 The Board may delegate some of the activities or tasks associated with its
own roles and responsibilities. (Delegations in this context are distinguished from
outsourcing of business activities by the insurer, which is dealt with in ICP 8 Risk
Management and Internal Controls.) Notwithstanding such delegations, the Board
as a whole retains the ultimate responsibility for the activities or tasks delegated,
and the decisions made in reliance on any advice or recommendations made by the
persons or committees to whom the tasks were delegated.
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7.3.14 Where the Board makes any delegations, it should ensure that:

the delegation is appropriate. Any delegation that results in the Board
not being able to discharge its own roles and responsibilities
effectively would be an undue or inappropriate delegation. For
example, the duty to oversee the Senior Management should not be
delegated to a Board committee comprised mostly or solely of
executive members of the Board who are involved in the day-to-day
management of the insurer;

the delegation is made under a clear mandate with well- defined
terms such as those relating to the powers, accountabilities and
procedures relating to the delegation, and is supported by adequate
resources to effectively carry out the delegated functions;

there is no undue concentration of powers giving any one person or
group of individuals an unfettered and inappropriate level of powers
capable of influencing the insurer’'s business or management
decisions;

it has the ability to monitor and require reports on whether the
delegated tasks are properly carried out; and

it retains the ability to withdraw the delegation if it is not discharged
properly and for due purposes by the delegate, and, for this
purpose, have appropriate contingency arrangements in place.

Duties of individual Board members

7.4 The superwsor requires that an individual member of the Board:

act in good faith, honestly and reasonably;

exercise due care and diligence;

act in the best interests of the insurer and policyholders, putting
those interests ahead of his/her own interests;

exercise independent judgment and objectivity in his/her
decision making, taking due account of the interests of the
insurer and policyholders; and
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not use his/her position to gain undue personal advantage or
cause any detriment to the insurer.

7.4.1 The specific duties identified above are designed to address conflicts of
interests that arise between the interests of the individual members of the Board
and those of the insurer and policyholders. The insurer should include these duties
as part of the terms of engagement of the individual Board members.

7.4.2 The supervisor should be satisfied that individual Board members understand
the nature and scope of their duties and how they impact on the way in which the
member discharges his/her respective roles and responsibilities. A Board member
should consider his/her ability to discharge the roles and responsibilities in a
manner as would be expected of a reasonably prudent person placed in a similar
position. He/she should act on a fully informed basis, and for this purpose
continually seek and acquire information as necessary.

7.4.3 Where a member of the Board of an insurer has common membership on the
Board of any other entity within or outside the insurer’s group, there should be clear
and well defined procedures regarding the member’s duty of loyalty to the insurer.
These may include appropriate disclosure and in some instances shareholder
approval of such overlapping roles. In the event of a material conflict with the
interests of the insurer, the member should disclose such conflicts promptly to the
Board of the insurer and its stakeholders as appropriate, and be required to decline
to vote or take any decisions in any matters in which he/she has an interest.

Duties related to risk management and internal controls

7.5 The supervisor requires the insurer’s Board to provide oversight in
respect of the design and implementation of risk management and internal
controls.

7.5.1 It is the Board’s responsibility to ensure that the insurer has appropriate
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systems and functions for risk management and internal controls and to provide
oversight to ensure that these systems and the functions that oversee them are
operating effectively and as intended. The responsibilities of the Board are
described further in ICP 8 (Risk Management and Internal Controls).

Duties related to remuneration

7.6 The superwsor requires the insurer’s Board to:

adopt and oversee the effective implementation of a written
remuneration policy for the insurer, which does not induce
excessive or inappropriate risk taking, is in line with the
corporate culture, objectives, strategies, identified risk appetite,
and long term interests of the insurer, and has proper regard to
the interests of its policyholders and other stakeholders; and
ensure that such a remuneration policy, at a minimum, covers
those individuals who are members of the Board, Senior
Management, Key Persons in Control Functions and other
employees whose actions may have a material impact on the
risk exposure of the insurer (major risk-taking staff).

7.6.1 Sound remuneration policy and practices are part of the corporate
governance of an insurer. This standard and guidance are neither intended to
unduly restrict nor reduce an insurer’s ability to attract and retain skilled talent by
prescribing any particular form or level of individual remuneration. Rather, they aim
to promote the alignment of remuneration policies with the long term interests of
insurers to avoid excessive risk taking, thereby promoting sound overall
governance of insurers and fair treatment of customers.

Overall remuneration strategy and oversight

7.6.2 As a part of effective risk management, an insurer should adopt and
implement a prudent and effective remuneration policy. Such a policy should not
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encourage individuals, particularly members of the Board and Senior Management,
Key Persons in Control Functions and major risk-taking staff, to take inappropriate
or excessive risks, especially where performance-based variable remuneration is
used.

7.6.3 The Board, particularly members of the remuneration committee where one
exists, should collectively have the requisite competencies to make informed and
independent judgments on the suitability of an insurer’s remuneration policy. Such
competencies include skills, such as a sufficient understanding of the relationship
between risk and remuneration practices. The remuneration committee, where
established, should have an adequate representation of non-executive members to
promote objectivity in decision-making.

7.6.4 In order to satisfy itself about the effectiveness of the remuneration policy and
practlces the Board should consider at least:
the components of the overall remuneration policy, particularly the
use and balance of fixed and variable components;
the performance criteria and their application for the purposes of
determining remuneration payments;

the remuneration of the members of the Board, Senior
Management and major risk-taking staff; and
any reports or disclosures on the insurer's remuneration

practices provided to the supervisor or the public.

7.6.5 The Board should ensure that in structuring, implementing and reviewing the
insurer’s remuneration policy, the decision-making process identifies and manages
conflicts of interests and is properly documented. Members of the Board should not
be placed in a position of actual or perceived conflicts of interests in respect of
remuneration decisions.

7.6.6 The Board should also ensure that the relevant Key Persons in Control
Functions are involved in the remuneration policy-setting and monitoring process to
ensure that remuneration practices do not create incentives for excessive or
inappropriate risk taking, are carried out consistently with established policies and
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promote alignment of risks and rewards across the organisation. Similarly, the
remuneration and risk management committees of the Board, if such committees
exist, should interact closely with each other and provide input to the Board
on the incentives created by the remuneration system and their effect on
risk-taking behaviour.

7.6.7 The potential for conflicts of interests that may compromise the integrity and

objectivity of the staff involved in control functions should be mitigated. This can be

achieved by a variety of means, such as making their remuneration:
predominantly based on the effective achievement of the objectives
appropriate to such control functions. Performance measures for staff
in control functions should represent the right balance between
objective assessments of the control environment (e.g. the conduct of
the relationship between the control functions and executive
management) and outputs delivered by the control functions,
including their impact, quality and efficiency in supporting the
oversight of risks. Such output measures may include
recommendations made and implemented to reduce risks,
reduction in number of compliance breaches and measures adopted
to promptly rectify identified breaches, results of external quality
reviews and losses recovered or avoided through audits of high risk
areas;
not linked to the performance of any business units which are subject
to their control or oversight. For example, where risk and compliance
functions are embedded in a business unit, a clear distinction should
be drawn between the remuneration policy applicable to staff
undertaking control functions and other staff in the business unit,
such as through the separation of the pools from which remuneration
is paid to the two groups of staff; and
adequate as an overall package to attract and retain staff with the
requisite skills, knowledge and expertise to discharge those control
functions effectively and to increase their competence and
performance.
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7.6.8 Where any control function is outsourced, the remuneration terms under the
agreement with the service provider should be consistent with the objectives and
approved parameters of the insurer’s remuneration policy.

Variable remuneration

7.6.9 Variable remuneration should be performance-based using measures of
individual, unit or group performance that do not create incentives for inappropriate
risk taking.

7.6.10 To better align performance-based incentives with the long term value
creation and the time horizon of risks to which the insurer may be exposed, due
consideration should be given to the following:

- There should be an appropriate mix of fixed and variable
components, with adequate parameters set for allocating cash versus
other forms of remuneration, such as shares. A variable component
linked to performance that is too high relative to the fixed component
may make it difficult for an insurer to reduce or eliminate variable
remuneration in a poor financial year;

The reward for performance should include an adjustment for the
material current and future risks associated with performance. Since
the time horizon of performance and associated risks can vary, the
measurement of performance should, where practicable, be set in a
multi-year framework to ensure that the measurement process is
based on longer term performance;

If the variable component of remuneration is significant, the major
part of it should be deferred for an appropriate specified period. The
deferral period should take account of the time frame within which
risks associated with the relevant performance (such as the cost of
capital required to support risks taken and associated uncertainties in
the timing and the likelihood of future revenues and expenses) may
materialise. The deferral period applied may vary depending on the
level of seniority or responsibility of the relevant individuals and the
nature of risks to which the insurer is exposed;
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The award of variable remuneration should contain provisions that
enable the insurer, under certain circumstances, to apply malus or
claw back arrangements in the case of subdued or negative financial
performance of the insurer which is attributed to the excessive risk
taking of the staff concerned and when risks of such performance
have manifested after the award of variable remuneration; and
Guaranteed variable remuneration should generally not be offered,
as they are not consistent with sound risk management and
performance-based rewards.

7.6.11 The variable component should be subject to prudent limits set under the
remuneration policy that are consistent with the insurer’s capital management
strategy and its ability to maintain a sound capital base taking account of the
internal capital targets or regulatory capital requirements of the insurer.

7.6.12 The performance criteria applicable to the variable components of
remuneration should promote a complete assessment of risk- adjusted
performance. For this purpose, due consideration should be given to the need for
performance criteria to:
- be clearly defined and be objectively measurable;
be based not only on financial but also on non-financial criteria as
appropriate (such as compliance with  regulation and
internal rules, achievement of risk management goals, adequate and
timely follow up of internal audit recommendations as well as
compliance with market conduct standards and fair treatment of
customers;
take account of not only the individual's performance, but also the
performance of the business unit concerned where relevant and the
overall results of the insurer and the group; and
not treat growth or volume as a criterion in isolation from other
performance criteria.

Share-based components
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7.6.13 Where share-based components of variable remuneration (such as shares,
share options or similar instruments) are used, appropriate safeguards should be
implemented to align incentives and the longer-term interests of the insurer. Such
safeguards may include that:
shares do not vest for a minimum specified period after their award
("vesting restrictions");
share options or other similar rights are not exercisable for a
minimum specified period after their award ("holding restrictions");
and
individuals are required to retain an appropriate proportion of the
shares awarded until the end of their employment or other specified
period beyond their employment ("retention restrictions").

7.6.14 Subject to any applicable legal restrictions, it is appropriate that future
vesting and holding restrictions for share-based remuneration remain operative
even upon cessation of employment (i.e. there should be no undue acceleration of
the vesting of share-based payments or curtailing of any holding restrictions).

Severance payments

7.6.15 Where an insurer provides discretionary pay-outs on termination of
employment (“severance payments’, sometimes also referred to as “golden
parachutes”), such payment should be subject to appropriate governance controls
and limits. In any case, such pay- outs should be aligned with the insurer’s overall
financial condition and performance over an appropriate time horizon. Severance
payments should be related to performance over time; should not reward failure
and should not be payable in the case of failure or threatened failure of the insurer,
particularly to an individual whose actions have contributed to the failure or
potential failure of the insurer.

Reliable and transparent financial reporting

7.7 The supervisor requires the insurer’s Board to ensure there is a reliable
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financial reporting process for both public and supervisory purposes that is
supported by clearly defined roles and responsibilities of the Board, Senior
Management and the external auditor.

7.7.1 The Board is responsible for overseeing the insurer’s systems and controls to
ensure that the financial reports of the insurer present a balanced and accurate
assessment of the insurer’s business and its general financial health and viability as
a going concern. The Board carries out functions including:
overseeing the financial statements, financial
disclosure processes;
monitoring whether accounting policies and practices of the insurer
are operating as intended;
overseeing the internal audit process (reviews by internal audit of
the insurer's financial reporting controls) and reviewing the internal
auditor's plans and material findings; and
reporting to the supervisor on significant issues concerning the
financial reporting process, including actions taken to address or
mitigate identified financial reporting risks.

reporting and

7.7.2 The Board should ensure that significant findings and observations regarding
weaknesses in the financial reporting process are promptly rectified. This should
be supported by a formal process for reviewing and monitoring the implementation
of recommendations by the external auditor.

External Audit

7.8 The supervisor requires the insurer's Board to ensure that there is
adequate governance and oversight of the external audit process.
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applies robust processes for monitoring and assessing the
independence of the external auditor and to ensure that the
appointed external auditor has the necessary knowledge, skKills,
expertise, integrity and resources to conduct the audit and meet any
additional regulatory requirements;
monitors and assesses the effectiveness of the external audit
process throughout the audit cycle;
investigates circumstances relating to the resignation or removal of
an external auditor, and ensuring prompt actions are taken to mitigate
any identified risks to the integrity of the financial reporting process,
and
reports to the supervisor on circumstances relating to the resignation
or removal of the external auditor.

7.8.2 The Board should oversee the external audit process and safeguard and
promote an effective relationship with the external auditor. For this purpose the
Board should ensure that:

- the terms of engagement of the external auditor are clear and
appropriate to the scope of the audit and resources required to
conduct the audit and specify the level of audit fees to be paid;
the auditor undertakes a specific responsibility under the terms of
engagement to perform the audit in accordance with relevant local
and international audit standards;
the external auditor complies with internationally accepted ethical and
professional standards and, where applicable, the more stringent
requirements applicable to audits of listed entities and public interest
entities;
there are adequate policies and a process to ensure the
independence of the external auditor, including:

v’ restrictions and conditions for the provision of non- audit services
which are subject to approval by the Board;

v periodic rotation of members of the audit team and/or audit firm
as appropriate; and

v safeguards to eliminate or reduce to an acceptable level
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identified threats to the independence of the external auditor.

there is adequate dialogue with the external auditor on the scope and
timing of the audit to understand the issues of risk, information on the
insurer's operating environment which is relevant to the audit, and
any areas in which the Board may request for specific procedures to
be carried out by the external auditor, whether as a part or an
extension of the audit engagement; and

there is unrestricted access by the external auditor to information and
persons within the insurer as necessary to conduct the audit.

7.8.3 In order to establish the degree of assurance that the Board can draw from
the external auditor’s report, the Board should also understand the external
auditor’'s approach to the audit. This includes the assessment of the external
auditor’s ability to:
- identify and assess the risks of material misstatement in the insurer’s
financial statements, taking into consideration the complexities of
insurance activities and the need for insurers to have a strong control
environment;
respond appropriately to the significant risks of material misstatement
in the insurer’s financial statements; and
develop appropriate relationships with the internal audit function and
the actuarial function.
The Board should take appropriate actions where doubts arise as to the reliability of
the external audit process.

7.8.4 In order to enable the Board to carry out its oversight responsibilities and to
enhance the quality of the audit, the Board should have an effective communication
with the external auditor. This should include:
regular meetings between the Board and the external auditor during
the audit cycle, including meetings without management present; and
prompt communication of any information regarding internal control
weaknesses or deficiencies of which the external auditor becomes
aware.
The Board should require the external auditor to report to it on all relevant matters.
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7.8.5 The supervisor and the external auditor should have an effective relationship
that includes appropriate communication channels for the exchange of information
relevant to carrying out their respective statutory responsibilities.

7.8.6 Reports prepared by the external auditor for the insurer (e.g. management
letters) should be made available to the supervisor by the insurer or the external
auditor.

7.8.7 The supervisor should require the external auditor to report matters that are
likely to be of material significance. This would include material fraud, suspicion of
material fraud and regulatory breaches or other significant audit findings identified
in the course of the audit. Such information should be provided to the supervisor
without the need for prior consent of the insurer and the external auditor should be
duly protected from liability for any information disclosed to the supervisor in good
faith.

7.8.8 The supervisor should require a further audit by a different external auditor
where necessary.

Communications

7.9 The supervisor requires the insurer’s Board to have systems and controls
to ensure appropriate, timely and effective communications with the
supervisor on the governance of the insurer.

7.9.1 Communications with the supervisor should promote effective engagement of
the supervisor on the governance of the insurer to enable informed judgments
about the effectiveness of the Board and Senior Management in governing the
insurer.

7.9.2 Subject to any reasonable commercial sensitivities and applicable privacy or
confidentiality obligations, the insurer's communication policies and strategies
should include providing to the insurer’s stakeholders information such as the
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following:
the insurer’'s overall strategic objectives, covering existing or
prospective lines of business and how they are being or will be
achieved,;

the insurer’s governance structures, such as allocation of oversight
and management responsibilities between the Board and the Senior
Management, and organisational structures, including reporting lines;
members of the Board and any Board committees, including their
respective expertise, qualifications, track-record, other positions held
by such members, and whether such members are regarded as
independent;

processes in place for the Board to evaluate its own performance and
any measures taken to improve the Board’s performance;

the general design, implementation and operation of
remuneration policy;

major ownership and group structures, and any significant affiliations
and alliances; and

material related-party transactions.

the

7.9.3 In addition to information publicly available, the supervisor may require more
detailed and additional information relating to the insurer’s corporate
governance for supervisory purposes, which may include commercially
sensitive information, such as assessments by the Board of the effectiveness of the
insurer’s governance system, internal audit reports and more detailed information
on the remuneration structures adopted by the insurer for the Board, Senior
Management, Key Persons in Control Functions and major risk-taking staff. The
insurer’'s communication policies and strategies should enable such information to
be provided to the supervisor in a timely and efficient manner. Supervisors should
safeguard such information having due regard to the confidentiality of commercially
sensitive information and applicable laws.

7.9.4 Disclosure of information on remuneration should be sufficient to enable
stakeholders to evaluate how the remuneration system relates to risk and whether it
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is operatlng as intended. Relevant information may include:
the operation of risk adjustments, including examples of how the
policy results in adjustments to remuneration for employees at
different levels;
how remuneration is related to performance (both financial and
personal business conduct) over time; and
valuation principles in respect of remuneration instruments.

7.9.5  Appropriate quantitative information should also be made available to
enable supervisors to evaluate the financial impact of the remuneration policy. Such
information may include:

- the total cost of remuneration awarded in the period, analysed
according to the main components such as basic salary, variable
remuneration and long-term awards;
the total amount set aside in
remuneration;
adjustment to net income for the period in respect of variable
remuneration awarded in previous periods;
the total costs of all sign-on payments in the period and number of
individuals to whom these relate; and
the total costs of all severance payments in the period and number of
individuals to whom these relate.

These amounts should be analysed by type of instrument (e.g. cash, shares, share
options etc.) as applicable, and in a manner consistent with the key elements of the
remuneration policy.

respect of deferred variable

7.9.6 Disclosure of information on governance should be made on a regular (for
instance, at least annually) and timely basis.

Duties of Senior Management
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objectives and strategies for achieving those objectives in line
with the Insurer's long term interests and viability;
promotes sound risk management, compliance and
treatment of customers;

fair

provides the Board adequate and timely information to enable
the Board to carry out its duties and functions including the
monitoring and review of the performance and risk exposures of
the insurer, and the performance of Senior Management; and
maintains adequate and orderly records of the internal
organisation.

7.10.1 Senior Management should implement appropriate systems and controls, in
accordance with the established risk appetite and corporate values and consistent
with internal policies and procedures.

7.10.2 Such systems and controls should provide for organisation and
decision-making in a clear and transparent manner that promotes effective
management of the insurer. Senior Management’s systems and controls should
encompass:
- processes for engaging persons with appropriate competencies and
integrity to discharge the functions under Senior Management, which
include succession planning, on- going training and procedures for
termination;
clear lines of accountability and channels of communication between
persons in Senior Management and Key Persons in Control
Functions;
proper procedures for the delegation of Senior Management
functions and monitoring whether delegated functions are carried out
effectively and properly, in accordance with the same principles that
apply to delegations by the Board (see Guidance 7.3.13 and 7.3.14);
standards of conduct and codes of ethics for the Senior Management
and other staff to promote a sound corporate culture, and the
effective implementation on an on-going basis of standards and
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codes (see ICP 8 Risk Management and Internal Controls for
conflicts of interest provisions);
proper channels of communications, including clear lines of reporting,
as between the individuals performing the functions of the Senior
Management and the Board, including provisions dealing with
whistleblower protection, and their effective implementation; and
effective communication strategies with supervisors and stakeholders
that include the identification of matters that should be disclosed, and
to whom such disclosure should be made.

7.10.3 Adequate procedures should be in place for assessing the effectiveness of
Senior Management’s performance against the performance objectives set by the
Board. For this purpose, annual assessments of their performance against set
goals should be carried out at least annually, preferably by an independent party, a
control function, or the Board itself. Any identified inadequacies or gaps should be
addressed promptly and reported to the Board.

7.10.4 Senior Management should also promote strong risk management and
internal controls through personal conduct and transparent policies. Senior
Management should communicate throughout the insurer the responsibility of all
employees in this respect. It should not interfere with the activities that control
functions carry out in the rightful exercise of their responsibilities, including that of
providing an independent view of governance, risk, compliance and control related
matters.

Supervisory review

7.11 The supervisor requires the insurer to demonstrate the adequacy and
effectiveness of its corporate governance framework.

7.11.1 The supervisor plays an important role by requiring the Board and Senior
Management of the insurer to demonstrate that they are meeting the applicable
corporate governance requirements, consistent with these standards, on an
on-going basis. The onus for demonstrating, to the satisfaction of the supervisor,
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that the corporate governance framework is effective and operates as intended
rests with the insurer.

7.11.2 The Supervisor should assess through its supervisory review and reporting
processes whether the insurer’s overall corporate governance framework is
effectively implemented and remains adequate (see ICP 9 Supervisory Review and
Reporting).

7.11.3 To help facilitate the supervisory review and reporting processes, the
supervisor should establish effective channels of communication with the insurer,
and have access to relevant information concerning the governance of the insurer.
This may be obtained through periodic reports to the supervisor and any
information obtained on an ad-hoc basis (see also Standard 7.7). Communication
may also be facilitated by the supervisor having regular interaction with the Board,
Senior Management and Key Persons in Control Functions.

7.11.4 The supervisor should assess the governance effectiveness of the Board
and Senior Management and determine the extent to which their actions and
behaviours contribute to good governance. This includes the extent to which the
Board and Senior Management contribute to setting and following the “tone at the
top;” how the corporate culture of the insurer is communicated and put into practice;
how information flows to and from the Board and Senior Management; and how
potential material problems are identified and addressed throughout the insurer.

7.11.5 To ascertain the on-going effectiveness of the Board and Senior
Management, the supervisor may also consider the use of measures such as the
foIIowmg where appropriate:
on-going mandatory training that is commensurate with their
respective duties, roles and responsibilities of the Board and Senior
Management within the insurer;
a review of the periodic self-evaluation undertaken by the Board as
referred to in Guidance 7.3.3 and 7.11.1;
meetings and/or interviews with the Board and Senior Management,
both collectively and individually as appropriate, particularly to
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ICP 8 Risk Management and Internal Controls

The supervisor requires an insurer to have, as part of its overall corporate
governance framework, effective systems of risk management and internal
controls, including effective functions for risk management, compliance,
actuarial matters and internal audit.

Introductory Guidance

8.0.1 As part of the overall corporate governance framework and in furtherance of
the safe and sound operation of the insurer and the protection of policyholders, the
Board is ultimately responsible for ensuring that the insurer has in place effective
systems of risk management and internal controls and functions to address the key
risks it faces and for the key legal and regulatory obligations that apply to it. Senior
Management effectively implements these systems and provides the necessary
resources and support for these functions.

8.0.2 In some jurisdictions, risk management is considered a subset of internal
controls, while other jurisdictions would see it the other way around. The two
systems are in fact closely related. Where the boundary lies between risk
management and internal controls is less important than achieving, in practice, the
objectives of each.

8.0.3 The systems and functions should be adequate for the insurer’s objectives,
strategy, risk profile, and the applicable legal and regulatory requirements. They
should be adapted as the insurer's business and internal and external
circumstances change.

8.0.4 The nature of the systems that the insurer has is dependent on many factors.
The systems typically include:
strategies setting out the approach of the insurer for dealing with
specific areas of risk and legal and regulatory obligationsobligation;
policies defining the procedures and other requirements that
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members of the Board and employees need to follow;
processes for the implementation of the insurer's strategies and
policies;
and controls to ensure that such strategies, policies and processes
are in fact in place, are being observed and are attaining their
intended objectives.

8.0.5 An insurer’s functions (whether in the form of a person, unit or department)
should be properly authorised to carry out specific activities relating to matters such
as risk management, compliance, actuarial matters and internal audit. These are
generally referred to as control functions.

Special considerations for groups

8.0.6 Group wide risks may affect insurance legal entities within a group, while risks
at the insurance legal entity level could also affect the group as a whole. To help
address this, groups should have strong risk management and compliance culture
across the group and at the insurance legal entity level. Thus, in addition to meeting
group governance requirements, the group should take into account the obligations
of its insurance legal entities to comply with local laws and regulations.

8.0.7 How a group's systems of risk management and internal controls are
organised and operate will depend on the governance approach the group takes,
i.e., a more centralised or a more decentralised approach (see IAIS Issues Paper
on Approaches to Group Corporate Governance; impact on control functions,
October 2014). Regardless of the governance approach, it is important that
effective systems of risk management and internal controls exist and that risks are
properly monitored and managed at the insurance legal entity level and on a
group-wide basis.

8.0.8 Additionally, a group’s governance approach will also affect the way in which
its control functions are organised and operated. Coordination between the
insurance legal entity and group control functions is important to help ensure overall
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effective systems of risk management and internal controls. Regardless of how the
group control functions are organised and operated, the result should provide an
overall view of the group-wide risks and how they should be managed.

8.0.9 Supervisors should require the establishment of comprehensive and
consistent group governance and assess its effectiveness. While the group-wide
supervisor is responsible for assessing the effectiveness of the group’s systems of
risk management and internal controls, the other involved supervisors undertake
such assessments on a legal entity basis. Appropriate supervisory cooperation and
coordination is necessary to have a group-wide view and to enhance the
assessment of the legal entities.

Systems for risk management and internal controls

8.1 The supervisor requires the insurer to establish, and operate within, an
effective risk management system.

Basic components of a risk management system

8.1.1 The risk management system is designed and operated at all levels of the
insurer to allow for the identification, assessment, monitoring, mitigation and
reporting of all risks of the insurer in a timely manner. It takes into account the
probability, potential impact and time horizon of risks.

8.1.2 An effective risk management system typically includes elements such as:

- a clearly defined and well documented risk management strategy,
which includes a clearly defined risk appetite and takes into account
the insurer’s overall business strategy and its business activities
(including any business activities which have been outsourced);
relevant objectives, key principles and proper allocation of
responsibilities for dealing with risk across the business areas and
business units of the insurer
a documented process defining the Board approval required for any
deviations from the risk management strategy or the risk appetite and
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for settling any major interpretation issues that may arise;
appropriate  documented policies that include a definition and
categorisation of material risks (by type) to which the insurer is
exposed, and the levels of acceptable risk limits for each type of
these risk. These policies describe the risk standards and the specific
obligations of employees and the businesses in dealing with risk,
including risk escalation and risk mitigation tools;
suitable processes and tools (including stress testing and, where
appropriate, models) for identifying, assessing, monitoring and
reporting on risks. Such processes should also cover contingency
planning;
regular reviews of the risk management system (and its components)
to help ensure that necessary modifications and improvements are
identified and made in a timely manner;
appropriate attention to other matters set out in ICP (16 Enterprise
Risk Management for Solvency Purposes); and
an effective risk management function.

Scope and embedding of the risk management system

8.1.3 The risk management system should at least cover underwriting and
reserving, asset-liability management, investments, liquidity and concentration risk
management, operational risk management, conduct of business, and reinsurance
and other risk-mitigation techniques.

8.1.4 The risk management system should be aligned with the insurer’s risk culture
and embedded into the various business areas and units with the aim of having the
appropriate risk management practices and procedures embedded in the key
operations and structures.

Identification

8.1.5 The risk management system should take into account all reasonably
foreseeable and relevant material risks to which the insurer is exposed, both at the
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insurer and the individual business unit levels. This includes current and emerging
risks.

8.1.6 Significant new or changed activities and products that may increase an
existing risk or create a new type of exposure should be subject to appropriate risk
review and be approved by the Board and Senior Management.

Assessment

8.1.7 Insurers should assess material risks both qualitatively and, where
appropriate, quantitatively. Appropriate consideration should be given to a
sufficiently wide range of outcomes, as well as to the appropriate tools and
technigues to be used. The interdependencies of risks should also be analysed and
taken into account in the assessments.

Monitoring

8.1.8 The risk management system should include early warnings or triggers that
allows timely consideration of, and adequate response to, material risks. An insurer
may decide to tolerate a risk, when it is acceptable within the risk appetite that has
been set.

Mitigation

8.1.9 The risk management system should include strategies and tools to mitigate
against material risks. In most cases an insurer will control or reduce the risk to an
acceptable level. Another response to risk is to transfer the risk to a third party. If
risks are not acceptable within the risk appetite and it is not possible to control, limit
or transfer the risk, the insurer should cease or change the activity which creates
the risk.
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reported to the Board and/or to Senior Management, as appropriate, using
gualitative and quantitative indicators and effective action plans. The insurer’s
documented risk escalation process should allow for reporting on risk issues within
established reporting cycles and outside of them for matters of particular urgency.

8.1.11 The Board should have appropriate ways to carry out its responsibilities for
risk oversight. The risk management policy should therefore cover the content, form
and frequency of reporting that it expects on risk from Senior Management and
each of the control functions. Any proposed activity that would go beyond the
Board-approved risk appetite should be subject to appropriate review and require
Board approval.

Risk Policies

8.1.12 The insurer’s risk policies should be written in a way to help employees
understand their risk responsibilities. They should also help explain the relationship
of the risk management system to the insurer’s overall corporate governance
framework and to its corporate culture. The overall risk management policy of
the insurer should outline how relevant and material risks are managed. Related
policies should be established, either as elements of the risk management policy, or
as separate sub-policies. At a minimum, these should include policies related to the
risk appetite framework, an asset-liability management policy, an investment policy,
and an underwriting risk policy.

8.1.13 Regular internal communications and training on risk policies should take
place.

Changes to the risk management system

8.1.14 Both the Board and Senior Management should be attentive to the need to

modify the risk management system in light of new internal or external
circumstances.
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8.1.15 Material changes to an insurer’s risk management system should be
documented and subject to approval by the Board. The reasons for the changes
should be documented. Appropriate documentation should be available to internal
audit, external audit and the supervisor for their respective assessments of the risk
management system.

8.2 The supervisor requires the insurer to establish, and operate within, an
effective system of internal controls.

Basic components of an internal controls system

8.2.1 The internal controls system should ensure effective and efficient operations,
adequate control of risks, prudent conduct of business, reliability of financial and
non-financial information reported (both internally and externally), and compliance
with laws, regulations, supervisory requirements and the insurer's internal rules and
decisions. It should be designed and operated to assist the Board and Senior
Management in the fulfiiment of their respective responsibilities for oversight and
management of the insurer. Some insurers have a designated person or function to
support the advancement, coordination and/or management of the overall internal
controls system on a more regular basis.

8.2.2 The internal controls system should cover all units and activities of the insurer
and should be an integral part of the daily activities of an insurer. The controls
should form a coherent system, which should be regularly assessed and improved
as necessary. Each individual control(*1) of an insurer, as well as all its controls

cumulatively, should be designed for effectiveness and operate effectively.

(*1) Individual controls may be preventive (applied to prevent undesirable outcomes) or detective
(to uncover undesirable activity). Individual controls may be manual (human), automated, or a
combination and may be either general or process or application specific.

8.2.3 An effective internal control system requires an appropriate control structure
with control activities defined at every business unit level. Depending on the
organisational structure of the insurer, business or other units should own, manage
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and report on risks and should be primarily accountable for establishing and
maintaining effective internal control policies and procedures. Control functions
should determine and assess the appropriateness of the controls used by the
business or other units. The internal audit function should provide independent

assurance on the quality and effectiveness of the internal controls system+2).

(*2) This division of responsibilities between business, risk management and compliance and internal audit is
typically referred to as the three lines of defense. The business is considered as the first line of defence, the
control functions (other than internal audit) as the second line of defence, and internal audit as the third line of
defence. The business is deemed to “own” the controls, and the other lines of defence are there to help
ensure their application and viability. Whatever approach is used, it is important that responsibilities be clearly
allocated to promote checks and balances and avoid conflicts of interest.

8.2.4 An effective internal controls system typically includes :

Segregatlon of duties and prevention of conflicts of interest

appropriate segregation of duties and controls to ensure such
segregation is observed. This includes, amongst others, having
sufficient distance between those accountable for a process or policy
and those who check if for such a process or policy an appropriate
control exists and is being applied. It also includes appropriate
distance between those who design a control or operate a control
and those who check if such a control is effective in design and
operation;

up-to-date policies regarding who can sign for or commit the insurer,
and for what amounts, with corresponding controls, such as practice
that key decisions should be taken at least by two persons and the
practice of double or multiple signatures. Such policies and controls
should be designed, among other things, to prevent any major
transaction being entered into without appropriate governance review
or by anyone lacking the necessary authority and to ensure that
borrowing, trading, risk and other such limits are strictly observed.
Such policies should foresee a role for control functions, for example
by requiring for major matters the review and sign-off by Risk
Management or Compliance, and/or approval by a Board level
committee;
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appropriate controls for all key business processes and policies,
including for major business decisions and transactions (including
intra-group transactions), critical IT functionalities, access to critical IT
infrastructure by employees and related third parties, and important
legal and regulatory obligations;

policies on training in respect of controls, particularly for employees
in positions of high trust or responsibility or involved in high risk
activities;

a centralised documented inventory of insurer-wide key processes
and policies and of the controls in place in respect of such processes
and policies, that also may introduce a hierarchy among the policies;

Information and communication

appropriate controls to provide reasonable assurance over the
accuracy and completeness of the insurer’s books, records, and
accounts and over financial consolidation and reporting, including the
reporting made to the insurer’s supervisors;

adequate and comprehensive internal financial, operational and
ompliance data, as well as external market information about events
and conditions that are relevant to decision making. Information
should be reliable, timely, accessible, and provided in a consistent
format;

information processes that cover all significant activities of the
insurer, including contingency arrangements;

effective channels of communication to ensure that all staff fully
understand and adhere to the internal controls and their duties and
responsibilities and that other relevant information is reaching the
appropriate personnel;

policies regarding escalation procedures;

Policies and processes Tt LN TOEX

ERPL VT Sa=r—23 >
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Monitoring and review

processes for regularly checking that the totality of all controls forms
a coherent system and that this system works as intended; fits
properly within the overall corporate governance structure of the
insurer; and provides an element of risk control to complement the
risk identification, risk assessment, and risk management activities
of the insurer. As part of such review, individual controls are
monitored and analysed periodically to determine gaps and
improvement opportunities with Senior Management taking such
measures as are necessary to address these; and

periodic testing and assessments (carried out by objective parties
such as an internal or external auditor) to determine the adequacy,
completeness and effectiveness of the internal controls system and
its utility to the Board and Senior Management for controlling the
operations of the insurer.

Responsibilities of the Board

8.2.5 The Board should have an overall understanding of the control environment
across the various entities and businesses, and require Senior Management to
ensure that for each key business process and policy, and related risks and
obligations, there is an appropriate control.

8.2.6 In addition, the Board should ensure there is clear allocation of responsibilities
within the insurer, with appropriate segregation, including in respect of the design,
documentation, operation, monitoring and testing of internal controls.
Responsibilities should be properly documented, such as in charters, authority
tables, governance manuals or other similar governance documents.

8.2.7 To Board should determine which function or functions report to it or to any
Board Committees in respect of the internal controls system.

Reporting
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8.2.8 Reportlng on the internal controls system should cover matters such as: 8.2.8 W“B%}f%lj DRATLIZEAT BAHREICIE. TEEDFEBELEZEURETTHD,
the strategy in respect of internal controls (such as responsibilities, REEZRE T AR (BE. 25 ETFOERLAILOBEIE., BIEt
target Ieve_Is of cor_np_llance to achieve, validations and B DI & =t &)
implementation of remediation plans); AU - EE. 7 FEB. BEUERENBREEH X T AOFNEEE

the stage of development of the internal controls system, including its
scope, testing activity, and the performance against annual or
periodic internal controls system goals being pursued;

EIEHHNERICHT SEREZESE. NEHRH O X T LORRKRE

an assessment of how the various business units are performing ' %Q?ﬁ;%%ﬂ{ﬁb\ Wgﬂﬁ%ﬂ@gﬁﬁ;ua%(:ﬁ LTEDK 57Rk
against internal control standards and goals; RZEHIF TV B OO

control deficiencies, weaknesses and failures that have arisen or that - BAELLFELEHEREIAL (RBEEA. MEEAFEEBEEIC
have been identified (including any identified by the internal or KOTHERINF-LDEESD) #HEOFRRE. BERESLUARE. B&
external auditors or the supervisor) and the responses thereto (in VENADHE (FREh. REEL-t LiTFbh-tORETER
each case to the extent not already covered in other reporting made WHONTOEWNGEE) BLU

to the Board); and X . = o . e
) = hLF — N EIbA
controls at the appropriate levels so as to be effective, including at SHREEBS LS TAEAFLEMEILALEST, BYG LA

the process or transactional level. IZHITHEE
Control function (general) HBIERE (—AR)

8.3 The supervisor requires the insurer to have effective control functions | 8.3 BB &I, PEGIER. BIMSLUVERZBEA DRV GCHABELZRET
with the necessary authority, independence and resources. LI RBREBIZEET S,

8.3.1 As part of the effective systems of risk management and internal controls, | 8.3.1 DRAOVEEBBLUREHHEH OB R TLO—EE LT, BRESZIL. V)
insurers have control functions, including for risk management, compliance, | z s&mB oL TS/ 7o R . BESIRICETAIEELS L UHNLERICETIED
actuarial matters and internal audit. Control functions add to the governance checks AT, ikl BT 5. Gl BREDHNFUROES (Frvb

and balances of the insurer and provide the necessary assurance to the Board in o s e— s s B yg 2 e < s
the fulfilment of its Oversight duties. ;;;27 VR) FEgieL. Hyffﬁﬁ'fﬁzz[ >t Lm*ﬁﬁﬁ XTI S5 L TCRELGRIEE
RE 7 o

8.3.2 The existence of control functions does not relieve the Board or Senior | 8.3.2  #HIHEEEDREIX. TNETNDANFT VABLVEEEEN S BHREE
Management of their respective governance and related responsibilities. IE EREEBZRETLH LD LEEF ALY,

8.3.3 The control functions should be subject to periodic review either by the | 8.3.3 R X, (REEBELUNDFEFIEEDT-OD) NEPEEMEEE-1IE
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internal audit function (for control functions other than internal audit) or an objective
external reviewer.

Appointment and dismissal of heads of control functions

8.3.4 The appointment, performance assessment, remuneration, discipline and
dismissal of the head of control functions should be done with the approval of, or
after consultation with, the Board or the relevant Board committee. For the head of
the internal audit function, the appointment, performance assessment,
remuneration, discipline and dismissal should be done by the Board, its Chair or the
Audit Committee.

8.3.5 The insurer should notify the supervisor of the reasons for dismissals of
heads of control functions.

Authority and independence of control functions

8.3.6 The Board should approve the authority and responsibilities of each control
function to allow each control function to have the authority and independence
necessary to be effective.

8.3.7 The authority and responsibilities of each control function should be set out in
writing and made part of, or referred to in, the governance documentation of the
insurer. The head of each control function should periodically review such
document and submit suggestions for any changes to Senior Management and the
Board for approval, where appropriate.

8.3.8 A control function should be led by a person of appropriate level of authority.
The head of the control function should not have operational business line
responsibilities.

8.3.9 Insurers should organise each control function and its associated reporting
lines into the insurer’s organisational structure in a manner that enables such
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to the Board or the relevant Board committee.

8.3.10 Notwithstanding the possibility for insurers to combine certain control
functions, a control function should be sufficiently independent from Senior
Management and from other functions to allow its staff to:
- serve as a component of the insurer’s checks and balances;
provide an objective perspective on strategies, issues, and potential
violations related to their areas of responsibility; and

implement or oversee the implementation of corrective measures
where necessary.

8.3.11 Each control function should avoid conflicts of interest. Where any conflicts
remain and cannot be resolved with Senior Management, these should be brought
to the attention of the Board for resolution.

8.3.12 Each control function should have the authority to communicate on its own
initiative with any employee and to have unrestricted access to information in any
business unit that it needs to carry out its responsibilities. The control functions
should have the right to conduct investigations of possible breaches and to request
assistance from specialists within the insurer, e.g. legal and internal audit, or
engage external specialists to perform the task.

The control functions should be free to report to Senior Management or the Board
on any irregularities or possible breaches disclosed by its investigations, without
fear of retaliation or disfavour from management.

Resources and qualifications of the control functions
8.3.13 Each control function should have the resources necessary to fulfil its

responsibilities and achieve the specific goals in its areas of responsibility. This
includes qualified staff and appropriate IT/management information processes. The
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function should be organized in an appropriate manner to achieve its goals.

8.3.14 The head of each control function should review regularly the adequacy of
the function's resources and request adjustments from Senior Management as
necessary. Where the head of a control function has a major difference of opinion
with Senior Management on the resources needed, the head of the control function
should bring the issue to the Board or relevant Board Committee for resolution.

8.3.15 Persons who perform control functions should be suitable for their role and
meet any applicable professional qualifications and standards. Higher expectations
apply to the head of each control function. Persons who perform control functions
should receive regular training relevant to their role to remain up to date on the
developments and techniques related to their areas of responsibility.

Board access and reporting by the control functions; Board assessment of control
functions

8.3.16 The Board should grant the head of each control function the authority and
responsibility to report periodically to it or one of its committees. The Board should
determine the frequency and depth of such reporting so as to permit timely and
meaningful communication and discussion of material matters. The reporting
should include, among other things:
- information as to the function's strategy and longer term goals and

the progress in achieving these;

annual or other periodic operational plans describing shorter term

goals and the progress in achieving these; and

resources (such as personnel, budget, etc.), including an analysis on

the adequacy of these resources.

8.3.17 In addition to periodic reporting, the head of each control function should
have the opportunity to communicate directly and to meet periodically (without the
presence of management) with the Chair of any relevant Board committee (e.g.
Audit or Risk Committee) and/or with the Chair of the full Board. The Board should
periodically assess the performance of each control function. This may be done by
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the full Board, by the Chair of the Board, by the relevant Board committee or by the
Chair of the relevant Board committee.

Risk management function

8.4 The supervisor requires the insurer to have an effective risk management
function capable of assisting the insurer to
identify, assess, monitor, mitigate and report on its key risks in a
timely way; and
promote and sustain a sound risk culture.

8.4.1 A robust risk management function that is well positioned, resourced and
properly authorised and staffed is an essential element of an effective risk
management system. Within some insurers, and particularly at larger or more
complex ones, the risk management function is typically led by a Chief Risk Officer.

Access and reporting to the Board by the risk management function

8.4.2 The risk management function should have access and provide written
reports to the Board as required by the Board, typically on matters such as:
- an assessment of risk positions and risk exposures and steps being
taken to manage them;
an assessment of changes in the insurer's risk profile relative to risk
appetite;
where appropriate, an assessment of pre-defined risk limits;
where appropriate, risk management issues resulting from strategic
affairs such as corporate strategy, mergers and acquisitions and
major projects and investments;
an assessment of risk events and the identification of appropriate
remedial actions.

8.4.3- The head of the risk management function should have the authority and
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obligation to inform the Board promptly of any circumstance that may have a | Z#FZE85XEZThH5D,
material effect on the risk management system of the insurer.
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assist the Board and Senior Management in carrying out their
respective responsibilities, including by providing specialist analyses
and performing risk reviews;

identify the individual and aggregated risks (actual, emerging and
potential) the insurer faces;

assess, aggregate, monitor and help manage and otherwise address
identified risks effectively; this includes assessing the insurer’s
capacity to absorb risk with due regard to the nature, probability,
duration, correlation and potential severity of risks;

gain and maintain an aggregated view of the risk profile of the insurer
both at a legal entity and/or group-wide level;

establish a forward-looking assessment of the risk profile;

evaluate the internal and external risk environment on an on- going
basis in order to identify and assess potential risks as early as
possible. This may include looking at risks from different
perspectives, such as by territory or by line of business;

consider risks arising from remuneration arrangements and incentive
structures;

conduct regular stress testing and scenario analyses as defined in
ICP 16 (Enterprise Risk Management for Solvency Purposes);
regularly provide written reports to Senior Management, Key Persons
in Control Functions and the Board on the insurer's risk profile and
details on the risk exposures facing the insurer and related mitigation
actions as appropriate;

document and report material changes affecting the insurer’s risk
management system to the Board to help ensure that the system is
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maintained and improved; and
conduct regular self-assessments and implement or monitor the
implementation of any needed improvements.

Compliance function

8.5 The supervisor requires the insurer to have an effective
compliance function capable of assisting the insurer to:
meet its legal, regulatory and supervisory obligations; and
promote and sustain a compliance culture,

including through the monitoring of related internal policies.

8.5.1 The compliance function has a broader role than merely monitoring
compliance with laws and regulations and supervisory requirements; monitoring
compliance with internal policies and promoting and sustaining a compliance
culture within the insurer are equally important aspects of this control function.

8.5.2 Compliance starts at the top. The Board is ultimately responsible for
establishing standards for honesty and integrity throughout the insurer and for
creating an effective corporate culture that emphasises them. This should include a
code of conduct or other appropriate mechanism as evidence of the insurer’s
commitment to comply with all applicable laws, regulations, supervisory
requirements, and internal policies, and conduct its business ethically and
responsibly.

8.5.3 As part of this commitment, the insurer has in place a robust and well
positioned, resourced and properly authorised and staffed compliance function.
Within some insurers, particularly larger or more complex ones, such a function is
typically led by a Chief Compliance Officer.

Board access and reporting of the compliance function

8.5.4 The compliance function should have access and provide written reports to
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Senior management, key persons in control functions and the Board on matters
such as:
an assessment of the key compliance risks the insurer faces and the
steps being taken to address them;
an assessment of how the various parts of the insurer (e.g. divisions,
major business units, product areas) are performing against
compliance standards and goals;
any compliance issues involving management or persons in positions
of major responsibility within the insurer, and the status of any
associated investigations or other actions being taken;
material compliance violations or concerns involving any other
person or unit of the insurer and the status of any associated
investigations or other actions being taken; and

material fines or other disciplinary actions taken by any regulator or
supervisor in respect of the insurer or any employee.

8.5.5 The head of the compliance function should have the authority and obligation
to inform promptly the Chair of the Board directly in the event of any major
non-compliance by a member of management or a material non-compliance by the
insurer with an external obligation if in either case he or she believes that Senior
Management or other persons in authority at the insurer are not taking the
necessary corrective actions and a delay would be detrimental to the insurer or its
policyholders..

Main activities of the compliance function

8.5.6 The compliance function should establish,

approprlate mechanisms and activities including to:
promote and sustain an ethical corporate culture that values
responsible conduct and compliance with internal and external
obligations; this includes communicating and holding training on an
appropriate code of conduct or similar that incorporates the corporate
values of the insurer, aims to promote a high level of professional
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conduct and sets out the key conduct expectations of employees;
identify, assess, report on and address key legal and regulatory
obligations, including obligations to the insurer’s supervisor, and the
risks associated therewith; such analyses should use risk and other
appropriate methodologies;
ensure the insurer monitors and has appropriate policies, processes
and controls in respect of key areas of legal, regulatory and ethical
obligation;
hold regular training on key legal and regulatory obligations
particularly for employees in positions of high responsibility or who
are involved in high risk activities;
facilitate the confidential reporting by employees of concerns,
shortcomings or potential or actual violations in respect of insurer
internal policies, legal or regulatory obligations, or ethical
considerations; this includes ensuring there are appropriate means
for such reporting;
address compliance shortcomings and violations, including ensuring
that adequate disciplinary actions are taken and any necessary
reporting to the supervisor or other authorities is made; andthe
insurer’s actuarial and financial risks;
conduct regular self-assessments of the compliance function and the
compliance processes and implement or monitor needed
improvements.

Actuarial function

8.6 The supervisor requires the insurer to have an effective actuarial function
capable of evaluating and providing advice regarding, at a minimum,
technical provisions, premium and pricing activities, capital adequacy,
reinsurance and compliance with related statutory and regulatory
requirements.

8.6.1 A robust actuarial function that is well positioned, resourced and properly
authorised and staffed is essential for the proper operation of the insurer. It plays a
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key role as part of the insurer’s overall systems of risk management and internal
controls.

Board access and reporting of the actuarial function

8.6.2 The actuarial function should have access to and periodically report to the
Board on matters such as:
- any circumstance that may have a material effect on the insurer from
an actuarial perspective;
the adequacy of the technical provisions and other liabilities;
distribution of profits to participating policyholders;
stress testing and capital adequacy assessment with regard to the
prospective solvency position of the insurer; and
any other matters as determined by the Board.

8.6.3  Written reports on actuarial evaluations should be made to the Board,
Senior Management, or other Key Persons in Control Functions or the supervisor
as necessary or appropriate or as required by legislation.

Main activities of the actuarial function

8.6.4 The actuarial function evaluates and provides advice to the insurer on matters
including:
the insurer’s insurance liabilities, including policy provisions and
aggregate claim liabilities, as well as determination of reserves for
financial risks;
asset liability management with regards to the adequacy and the
sufficiency of assets and future revenues to cover the insurer’s
obligations to policyholders and capital requirements, as well as other
obligations or activities;
the insurer’s investment policies and the valuation of assets;
an insurer’s solvency position, including a calculation of minimum
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capital required for regulatory purposes and liability and loss
provisions;
an insurer’'s prospective solvency position by conducting capital
adequacy assessments and stress tests under various scenarios,
and measuring their relative impact on assets, liabilities, and actual
and future capital levels;
risk assessment and management policies and controls relevant to
actuarial matters or the financial condition of the insurer;
the fair treatment of policyholders with regard to distribution of profits
awarded to participating policyholders;
the adequacy and soundness of underwriting policies;
the development, pricing and assessment of the adequacy of
reinsurance arrangements;
product development and design, including the terms and conditions
of insurance contracts and pricing, along with estimation of the
capital required to underwrite the product;
the sufficiency, accuracy and quality of data, the methods and the
assumptions used in the calculation of technical provisions;
the research, development, validation and use of internal models for
internal actuarial or financial projections, or for solvency purposes
as in the ORSA; and
any other actuarial or financial matters determined by the Board.

8.6.5 Where required, the actuarial function may also provide to the supervisor
certifications on the adequacy, reasonableness and/or fairness of premiums (or the
methodology to determine the same) and certifications or statements of actuarial
opinion..

8.6.6 The supervisor should clearly define when such certifications or statements of
actuarial opinion need to be submitted to the supervisor. When these are required
to be submitted, the supervisor should also clearly define both the qualifications of
those permitted to certify or sign such statements and the minimum contents of
such an opinion or certification.
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Appointed actuary

8.6.7 Some jurisdictions may require an “appointed actuary,” “statutory actuary,” or
“responsible actuary” (referred to here as an “Appointed Actuary”) to perform
certain functions, such as determining or providing advice on an insurer’s
compliance with regulatory requirements for certifications or statements of actuarial
opinion. The tasks and responsibilities of the Appointed Actuary should be clearly
defined and should not limit or restrict the tasks and responsibilities of other
individuals performing actuarial functions.

8.6.8 The insurer should be required to report the Appointed Actuary’s appointment
to the supervisor.

8.6.9 The Appointed Actuary should not hold positions within or outside of the
insurer that may create conflicts of interest or compromise his or her independence.
If the Appointed Actuary is not an employee of the insurer, the Board should
determine whether the external actuary has any potential conflicts of interest, such
as if his or her firm also provides auditing or other services to the insurer. If any
such conflicts exist, the Board should subject them to appropriate controls or
choose another Appointed Actuary.

8.6.10 If an Appointed Actuary is replaced, the insurer should notify the supervisor
and give the reasons for the replacement. In some jurisdictions, such a notification
includes statements from both the insurer and the former Appointed Actuary as to
whether there were any disagreements with the former Appointed Actuary over the
content of the actuary’s opinion on matters of risk management, required
disclosures, scopes, procedures, or data quality, and whether or not any such
disagreements were resolved to the former Appointed Actuary’s satisfaction.

8.6.11 In some jurisdictions, the Appointed Actuary also has the obligation to notify
the supervisor if he or she resigns for reasons connected with his or her duties as
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reasons for resigning. The Appointed Actuary should also notify the supervisor and
provide an explanation if his or her appointment is revoked by the insurer.

8.6.12 The supervisor should have the authority to require an insurer to replace an
Appointed Actuary when such person fails to adequately perform required functions
or duties, is subject to conflicts of interest or no longer meets the jurisdiction’s
eligibility requirements.

Internal audit function

8.7 The supervisor requires the insurer to have an effective internal audit
function capable of providing the Board with independent assurance in
respect of the quality and effectiveness of the insurer’s corporate governance
framework.

8.7.1 One of the oversight roles of the Board is to ensure that the information
provided by the internal audit function allows the Board to effectively validate the
effectiveness of the internal control system.

8.7.2 The internal audit function should provide independent assurance to the
Board through general and specific audits, reviews, testing and other techniques in
respect of matters such as:

- the overall means by which the insurer preserves its assets and
those of policyholders, and seeks to prevent fraud, misappropriation
or misapplication of such assets;
the reliability, integrity and completeness of the accounting, financial
and risk reporting information, as well as the capacity and
adaptability of IT architecture to provide that information in a timely
manner to the Board and Senior management;
the design and operational effectiveness of the insurer’s individual
controls in respect of the above matters, as well as of the totality of
such controls (the internal controls system);
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Management, the supervisor or the external auditor; and
other matters which the internal audit function determines should be
reviewed to fulfil its mission, in accordance with its charter, terms of
reference or other documents setting out its authority and
responsibilities.

Authority and independence of the internal audit function

8.7.3 To help ensure objectivity, the internal audit function is independent from
management and other control functions and is not involved operationally in the
business. The internal audit function’s ultimate responsibility is to the Board, not
management. To help ensure independence and objectivity, the internal audit
function should be free from conditions that threaten its ability to carry out its
responsibilities in an unbiased manner. In carrying out its tasks, the internal audit
function forms its judgments independently. If necessary, the internal audit function
should consider the need to supplement its own assessment with third party
expertise in order to make objective and independent decisions.

8.7.4 The Board should grant suitable authority to the internal audit function,
including the authority to:

- access and review any records or information of the insurer which the
internal audit function deems necessary to carry out an audit or other
review,
undertake on the internal audit function’s initiative a review of any
area or any function consistent with its mission;
require an appropriate management response to an internal audit
report, including the development of a suitable remediation,
mitigation or other follow-up plan as needed; and
decline doing an audit or review, or taking on any other
responsibilities requested by management, if the internal audit
function believes this is inconsistent with its mission or with the
strategy and audit plan approved by the Board. In any such case, the
internal audit function should inform the Board or the Audit
Committee and seek their guidance.
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Board access and reporting of the internal audit function

8.7.5 The head of the internal audit function reports to the Board (or to any member
who is not part of the management) or to the Audit Committee if one exists (or its
Chair). In its reporting, the internal audit function should cover matters such as:
the function’s annual or other periodic audit plan, detailing the
proposed areas of audit focus, and any significant modifications to
the audit plan;
any factors that may be adversely affecting the internal audit
function’s independence, objectivity or effectiveness;
material findings from audits or reviews conducted; and
the extent of management's compliance with agreed upon corrective
or risk mitigating measures in response to identified control
deficiencies, weaknesses or failures, compliance violations or other
lapses.

8.7.6 In addition to periodic reporting, the head of internal audit should be
authorised to communicate directly, and meet periodically, with the head of the
Audit Committee or the Chair of the Board without management present.

Main activities of the internal audit function

8.7.7 The audit function should carry out such activities as are needed to fulfil its
responsibilities. These activities include:

- establishing, implementing and maintaining a risk-based audit plan to
examine and evaluate alignment of the insurer's processes with their
risk culture;
monitoring and evaluating the adequacy and effectiveness of the
insurer’s policies and processes and the documentation and controls
in respect of these, on a legal entity and group- wide basis and on an
individual subsidiary, business unit, business area, department or
other organisational unit basis;
reviewing levels of compliance by employees, organisational units
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and third parties with laws, regulations and supervisory requirements,
established policies, processes and controls, including those
involving reporting;
evaluating the reliability, integrity and effectiveness of management
information processes and the means used to identify, measure,
classify and report such information;
monitoring that identified risks are effectively addressed by the
internal control system;
evaluating the means of safeguarding insurer and policyholder assets
and, as appropriate, verifying the existence of such assets and the
required level of segregation in respect of insurer and policyholder
assets;
monitoring and evaluating the effectiveness of the insurer's control
functions, particularly the risk management and compliance function;
and
coordinating with the external auditors and, to the extent requested
by the Board and consistent with applicable law, evaluating the
quality of performance of the external auditors.

8.7.8 In carrying out the above tasks, the internal audit function should ensure all
material areas of risk and obligation of the insurer are subject to appropriate audit
or review over a reasonable period of time. Among these areas are those dealing
with:
market, underwriting, credit, liquidity, operational, conduct of
business, as well as reputational issues derived from exposure to
those risks;
accounting and financial policies and whether the associated records
are complete and accurate;
extent of compliance by the insurer with applicable laws, regulations,
rules and directives from all relevant jurisdictions;
intra-group transactions, including intra-group risk transfer and
internal pricing;
adherence by the insurer to the insurer’s remuneration policy;
the reliability and timeliness of escalation and reporting processes,
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including whether there are confidential means for employees to
report concerns or violations and whether these are properly
communicated, offer the reporting employee protection from
retaliation, and result in appropriate follow up; and

the extent to which any non-compliance with internal policies or
external legal or regulatory obligations is documented and
appropriate corrective or disciplinary measures are taken including in
respect of individual employees involved.

8.7.9 Subject to applicable laws on record retention, the internal audit function
should keep records of all areas and issues reviewed so as to provide evidence of
these activities over time.

Outsourcing of material functions or activities

8.8 The supervisor requires the insurer to retain at least the same degree of
oversight of, and accountability for, any outsourced material activity or
function (such as a control function) as applies to non-outsourced activities
or functions.

8.8.1 Outsourcing, should not materially increase risk to the insurer or materially
adversely affect the insurer’s ability to manage its risks and meet its legal and
regulatory obligations.

8.8.2 The Board and Senior Management remain responsible in respect of
functions or activities that are outsourced.

8.8.3 The supervisor should require the Board to have review and approval
processes for outsourcing of any material activity or function and to verify, before
approving, that there was an appropriate assessment of the risks, as well as an
assessment of the ability of the insurer’s risk management and internal controls to
manage them effectively in respect of business continuity. The assessment should
take into account to what extent the insurer’s risk profile and business continuity
could be affected by the outsourcing arrangement.
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8.8.4 The supervisor should require insurers which outsource any material activity
or function to have in place an appropriate policy for this purpose, setting out the
internal review and approvals required and providing guidance on the contractual
and other risk issues to consider. This includes considering limits on the overall
level of outsourced activities at the insurer and on the number of activities that can
be outsourced to the same service provider. Because of the particularly important
role that control activities and control functions play in an insurer’'s corporate
governance framework, the supervisor should consider issuing additional
requirements for their outsourcing or dedicating more supervisory attention to any
such outsourcing.

8.8.5 Outsourcing relationships should be governed by written contracts that clearly
describe all material aspects of the outsourcing arrangement, including the rights,
responsibilities and expectations of all parties. When entering into or varying an
outsourcing arrangement, the Board and Senior Management should consider,
among other things:
how the insurer’s risk profile and business continuity will be affected
by the outsourcing;
the service provider’s governance, risk management and internal
controls and its ability to comply with applicable laws and with
regulations;
the service providers’ service capability and financial viability; and
succession issues to ensure a smooth transition when ending or
varying an outsourcing arrangement.

8.8.6 In choosing an outsourcing provider, the Board or Senior Management should
be required to satisfy themselves as to the expertise, knowledge and skills of such
provider..
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8.8.7 Outsourcing arrangements should be subject to periodic reviews. Periodic
reports should be made to management and the Board.
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ICP 9 Supervisory Review and Reporting

The supervisor takes a risk-based approach to supervision that uses both
off-site monitoring and on-site inspections to examine the business of each
insurer, evaluate its condition, risk profile and conduct, the quality and
effectiveness of its corporate governance and its compliance with relevant
legislation and supervisory requirements. The supervisor obtains the
necessary information to conduct effective supervision of insurers and
evaluate the insurance market.

Introductory Guidance

9.0.1 This Insurance Core Principle and its standards and guidance deal with
off-site monitoring and on-site inspections (collectively referred to as “supervisory
review”) and the reporting to the supervisor by the insurer as required for the
supervisory process. It should be noted that certain aspects of supervisory review
and reporting are dealt with in other ICPs with respect to those ICPs’ specific areas
of focus.

9.0.2 In applying this principle and these standards, it should be taken into account
that, in some jurisdictions, responsibility is shared between more than one
authority. Where this is the case, not all elements of the standards and guidance
are necessarily applicable in full to each authority, although they apply in full to the
jurisdiction as a whole. Relevant authorities within a jurisdiction should cooperate
with each other in the application of this ICP to ensure an understanding of all risks
that might be relevant to supervisory review and reporting. This is particularly
important where prudential and conduct of business supervision is allocated to
separate supervisors, taking into consideration that the intensity and focus of
supervision may be different, even when within the same authority.

9.0.3 This ICP and these standards apply to the supervision of insurers at the legal
entity and the insurance group level, including branches. In applying this ICP, its
standards and guidance material, the supervisor takes into account the nature,
scale and complexity of the insurer, and confidentiality requirements.
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Supervisory powers

9.1 The supervisor has the necessary legal authority, powers and resources
to perform off-site monitoring and conduct on-site inspections of insurers,
including monitoring and inspecting services and activities outsourced by
the insurer. The supervisor also has the power to require insurers to submit
information necessary for supervision.

9.1.1 The supervisor should ensure that adequate resources are allocated to
supervisory review and reporting, to enable it to carry out a comprehensive
assessment of the insurer, taking into account its nature, scale and complexity.

9.1.2 Services or activities that are outsourced by the insurer should be subject to
the same level of supervisory review and reporting as the services or activities that
are not outsourced and are performed by the insurer itself. The supervisor can do
this through the insurer itself but should also have the ability to obtain information
from, and conduct on-site inspections of, entities engaged in providing outsourced
services or activities to the insurer, where necessary.

9.1.3 Agreements between the insurer and entities providing the outsourced
activities or services should be drawn up in such a way that the supervisor’s ability
to conduct its supervisory activities is not restricted.

9.1.4 In those cases where the supervisor does not have direct supervisory powers
over certain entities within the group — including non-regulated entities — the
supervisor should have the power to apply an indirect approach, through the
entities that it supervises in its jurisdiction, to achieve its supervisory objectives.

Framework for supervisory review and reporting
9.2 The supervisor has a documented framework for supervisory review and

reporting which takes into account the nature, scale and complexity of
insurers. The framework encompasses a supervisory plan that sets priorities
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and determines the appropriate depth and level of off-site monitoring and
on-site inspection activity.

9.2.1 The supervisor should establish both gualitative and quantitative methods for
assessing insurers, in a consistent manner and on an on-going basis. The
supervisor should develop monitoring tools to identify potential risks within or
affecting the insurer in a timely manner.

9.2.2 As an overall objective of the framework is to assess the insurer’s current and

prospective solvency, other risks and its treatment of customers, the supervisor

should compare the risk profile of the insurer with its risk-carrying capacity and

seek to detect any issues that may adversely affect the insurer's capacity to meet

its obligations towards policyholders in the long term. The supervisor will also need

to evaluate:
- the assets and liabilities (including off-balance sheet commitments);

the technical operations (e.g. actuarial methods, underwriting policy,

reinsurance policy);

the treatment of customers and whether any activities being engaged

in are not fair, lawful or proper;

the accounting and internal control systems;

the insurer's compliance with supervisory requirements;

the corporate culture and the effectiveness of the insurer’s corporate

governance and risk management; and

the insurer's organisation and any implications of belonging to a

group.

9.2.3 The framework should include an assessment of the potential impact that an
insurer’s failure would have on its policyholders, the insurance market, and the
financial markets as a whole.

9.2.4 The framework should promote pro-active and early intervention by the
supervisor, in order to enable the insurer to take appropriate action to mitigate risks
and/or minimise current or future problems.
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9.2.5 The supervisor should have documented procedures and/or guidelines to
ensure that appropriate supervisory review procedures are being consistently and
regularly performed. Such procedures should allow for the appropriate level or
depth of review commensurate with the nature, scale and complexity of the insurer.

9.2.6 In order to evaluate existing and prospective risks, the supervisor should
review the insurer’'s business plans and strategy. This review should include the
insurer’s approach to its legal and regulatory obligations, its distribution model and
its proposals for dealing with specific areas of risk.

9.2.7 In establishing a supervisory plan the supervisor should assess and
determine the key areas of risk to which insurers are exposed or risks which
insurers may pose, using its judgement and the information, methodologies and
tools at its disposal. The supervisory plan may include matters such as frequency,
scope and depth of off-site monitoring and on-site inspections and priority and
scope of assessments.

9.2.8 The framework uses the input from various sources, such as off-site
monitoring and on-site inspections, market analyses, internal models, insurers' own
risk and solvency assessments (ORSA) , horizontal reviews, previous risk and
conduct assessments, and information gathered as a result of supervisory reporting
requirements. The supervisor should use the information from these as input in
establishing the scope and frequency of off-site monitoring and on-site inspections.

9.2.9 The supervisor should be able to process data in a timely and effective way.
The supervisor should also have processes and procedures to collect and store
reported data in an electronic format.

9.2.10 The framework should enable the supervisor to analyse trends and compare
risk assessments including against any stress test outcomes. The supervisor
should assess the quality of the outcomes of the insurer's enterprise risk
management framework for the identification and quantification of risks, and
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evaluate whether business lines or practices/processes show outcomes that
support this assessment.

9.2.11 The framework should enable on-site inspection and off-site monitoring
activities to be coordinated. Accordingly, the results of these activities should be
documented and accessible to all involved staff within the supervisor.

9.2.12 The framework should include sufficiently comprehensive and regular
communication between the supervisor and insurers to achieve the supervisory
objectives. This communication involves senior levels and specialised areas within
both the supervisor and insurers, and may include contact with non-regulated and
parent entities.

9.2.13 The framework for supervisory review by the group-wide supervisor should
cover all entities identified within the scope of the group, with reference to ICP 23
Group-wide Supervision. The framework should include appropriate tools for
supervisory review and reporting for all relevant entities.

9.3 The supervisor has a mechanism to check periodically that its
supervisory framework pays due attention to the evolving nature, scale and
complexity of risks which may be posed by insurers and of risks to which
insurers may be exposed.

el

MNEFHINETH D,

9211 CORHMAIZEY., ABAYBREEFITHA L - EZLY) VT FHORE
BPITADESCTRETHD, LIzA>T. ChoDFHOBRIIXELLSN, &
BEADITRTOEBRRI Y INTILRATEDLLSICTRETH D,

9.212 HRHAICIE, EEEMZERT 50, EEEERREMOEEMNOE
HMEAIa=5—2a v+ RICE8FENERETHS, COAZI1=Hs—23ay
CF, EEERSVRIREMADLBME S UVEMIBENEEN. ERFFXOR
REDIVEI MREFENDSLELH D,

9213 JIL—TJ4 FEBEIZLKDIEBLE 2 —O#MEHAE, ICP 23 FIL—T
T4 FEBICEALTIIL—TRHTHESNETRTOBEAREHN—FTERETH
b5, CORMEHIZIE, TRTOBBRBERICHTIEBLELA —BLUHRED®D
DFEYEY—ILNEENEZIRETHD,

9.3 BEESER. TOEEREAN, KBRENSOSNHIVRY ., BLURKRE
AT VRIOHE, HESLUVEMMOELICHLDIEEZL>TWSI L
EEHMMICHER T LA EFH>TWVS,

9.3.1 The supervisory process is a dynamic one that takes a risk-based approach | 9.3.1 EEBJO+X(E, YAIR—ZAD7TO—FZWMY. UTZETEMWLT
and includes: OtXTHD,
- analysis of reported and other relevant information; . HEINFERBLUZTOMOBEET IERO S

See(;/;tl)ggﬁg and executing the supervisory plan; BB EOER & $T

: oo . : : , T4—KnNvY

intervention, including any preventive/corrective action, where \ .

necesenry and P RBEICR L. PHIEE SERBEESTAA

follow-up (including setting the intensity of assessment and up-dating J+A0—7v 7 GHEDREDRELEBHEOEHZED) .

the supervisory plan).
9.3.2 Individual supervisory staff should confer regularly with colleagues to ensure | 9.3.2 £ TOREFRNBEYICFHE SN, DS TSI EZHREL. 128

(118/494)

COBRXEDBRERDSDEMEET. —BUEFZABREERIZFS (UT. SBR)HPELTEY. HFSTHEATHELAMIERL TS0, IAIS OARXBERNETIISTVER A, Fz, EEBATHHBRIST IAIS DEX
(2011 £ 10 AkR. 2012 £ 12 A ICP9 E#7. 2013 £ 12 A ICP22 E#7, 2015 £ 11 A ICP4,5.7.8.,23. 25 E#N ZIECLI-3 D THY . URIMRNE S LV SN REBER A EZF AT HLICIYRET IV EHEE LIS TILEFIC
BELT. 4B F—VU0EEEEVEREA,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



S O N -\ '8’
1 )
A § E

R
that all relevant information is being appropriately assessed and analysed, and to
facilitate the identification of potential new risks or emerging market trends.

9.3.3 The supervisory processes and plans should be suitably flexible to enable
them to adapt easily to domestic and global developments in, for example,
legislation, the financial markets, and international standards.

Supervisory reporting

9.4 The Superwsor
establishes documented requirements for the submission of
regular qualitative and quantitative information on a timely basis
from all insurers licensed in its jurisdiction;
defines the scope, content and frequency of those reports and
information;
requires more frequent and/or more detailed additional
information on atimely basis whenever there is a need;
sets out the relevant principles and norms for supervisory
reporting, in particular the accounting standards to be used,;
requires that inaccurate reporting is corrected as soon as
possible; and
requires that an external audit opinion is provided on annual
financial statements.

9.4.1 The supervisor requires insurers to submit financial reports, which include at
least a balance sheet and an income statement (including a statement of
comprehensive income if appropriate) and reviews such information on a regular
basis.

9.4.2 The supervisor requires and reviews qualitative information submitted by
insurers, such as relating to their corporate governance framework.

9.4.3 The reporting requirements are a reflection of the supervisory needs and will
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thus vary according to overall market structure and conditions. The reporting
requirements should take into account the situation at individual insurers and the
way they manage their risks (for example, asset/liability management, reinsurance
policy, quality of governance, policy for managing conflicts of interest, policy on
complaints handling, training standards). In particular, the supervisor should require
that information on changes that could materially impact the insurer’s risk profile,
financial position or treatment of its customers is obtained in a timely manner.

9.4.4 In setting the requirements, the supervisor should strike a balance between
the need for information for supervisory purposes and the administrative burden it
puts on insurers.

9.4.5 Reporting requirements should apply to all insurers licensed in a jurisdiction,
and form the general basis for off-site monitoring. Depending on the nature, scale
and complexity of the insurer and its customer profile, additional information may be
requested from specific insurers on a case-by-case basis.

9.4.6 The supervisor may require that certain reports and information are subject to
independent (internal or external) review, including audit and/or actuarial review.

9.4.7 In setting the reporting requirements, the supervisor may make a distinction
between those for insurers incorporated in its jurisdiction and those for the branch
operations in its jurisdiction of insurers incorporated in another jurisdiction.

9.4.8 The supervisor should require insurers to utilise a consistent and clear set of
instructions and definitions for any element in the financial statements or other
required reports that is not self-evident, in order to maximise comparability.

9.4.9 The supervisor should require an insurer which is part of an insurance group
to describe its group reporting structure, and to provide timely notification of any
material changes to that structure and significant changes or incidents that could
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affect the soundness of the insurance group. The description of the reporting
structure should include information on the relationships between entities within the
group, and on the nature and volume of intra-group transactions. The supervisor
may require information on the impact on the insurer of being part of a group.

9.4.10 The supervisor may request and obtain relevant information on any member
of an insurance group, relating to its supervision of an insurer, subject to applicable
legal provisions and coordination with the supervisors of affected jurisdictions.

9.4.11 The group-wide supervisor should establish supervisory reporting
requirements on a group-wide basis in coordination with the host supervisors. The
reporting may include the submission of information on group entities in other
jurisdictions.

9.4.12 The information submitted to the group-wide supervisor should include
information on the structure of the group, business operation and financial position
of material entities within the group, relationship among entities within the group,
including participation in other group entities and intra-group transactions with other
entities within the group.

9.5 In particular, the supervisor requires insurers to report:
off-balance sheet exposures;
material outsourced functions and activities; and
any significant changes to their corporate governance.

The supervisor also requires insurers to promptly report any material
changes or incidents that could affect their condition or customers.

9.6 The supervisor periodically reviews its reporting requirements to
ascertain that they still serve their intended objectives and to identify any
gaps which need to be filled. The supervisor sets any additional requirements
that it considers necessary for certain insurers based on their nature, scale
and complexity.
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Off-site monitoring

9.7 The supervisor monitors and supervises insurers on an on-going basis,
based on regular communication with the insurer, information obtained
through supervisory reporting and analysis of market and other relevant
information.

9.7.1 The supervisor should be proactive and forward-looking in conducting
effective off-site monitoring, and not rely only on historical data. The results will
influence the supervisory plan and help determine the content, nature, timing and
frequency of on-site inspections as well as enable the early detection of problems
so that prompt corrective action can be taken before such problems become more
serious.

9.7.2 The supervisor should analyse information received from insurers in a timely
manner. Analysis by the supervisor may provide a deeper understanding of
developing trends affecting an insurer and its customers, its risk tolerance and its
strategy. Analysis by business lines may provide insights into the insurer’s risk
profile and business model and practices.

9.7.3 The supervisor should establish and follow written procedures for the analysis
and monitoring of the supervisory reports that it receives. These may be conducted
by individual supervisory staff using monitoring tools and/or specialised
analysts/actuaries, as appropriate.

9.7.4 The supervisor should establish procedures for assessing the valuation of
assets, liabilites and technical provisions including reviewing and analysing
actuarial reports and audit reports (whether internal or external) and other reports
as necessary, both quantitative and qualitative.

9.7.5 Off-site monitoring should include a risk-based analysis on various risks
relevant to the insurer such as credit, market, underwriting, reserving, liquidity,
operational, conduct of business, legal, strategic and reputational risk.
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9.7.6 Off-site monitoring should cover all material entities in a group, including
non-regulated entities. Where the supervisor does not have direct supervisory
power, or only limited power for the off-site monitoring of non-regulated entities,
including a holding company, the supervisor should at a minimum review the
potential adverse impact on the insurer of such non-regulated entities.

9.7.7 Further examples of how Standard 9.7 and the guidance under it can be
pursued can be found in the Annex to this ICP.

On-site inspection

9.8 The supervisor sets the objective and scope for on-site inspections,
develops corresponding work programmes and conducts such inspections.

9.8.1 On-site inspection may provide information that can supplement the analysis
from off-site monitoring and the supervisor should take the opportunity to verify
information it has received. On-site inspection may also help detect problems that
may not be apparent through off-site monitoring.

9.8.2 On-site inspections should be tailored to the particular insurer and to any
detected problems. However, an on-site inspection plan should remain flexible
since new priorities might arise.

9.8.3 The supervisor may use on-site inspections as an opportunity to interact with
the Board, Senior Management and Key Persons in Control Functions. This
enables the supervisor to assess their on- going suitability, the insurer’s
organisational culture, the quality of their corporate governance, risk management
and internal controls and to explore the rationale behind their strategy and business
plan.
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9.8.4 Important objectives in conducting an on-site inspection include reviewing the
insurer’s risk management processes and compliance with relevant insurance laws
and regulations. This review helps the supervisor identify the strengths and
weaknesses in the insurer's approach, and assess and analyse the risks to which
an insurer and its customers are exposed.

9.8.5 The supervisor may delegate part of an on-site inspection to independent
experts. If it does so, the supervisor should:
- be satisfied that independent experts possess the necessary
competence and skills;
monitor their performance and retain the ability to take any necessary
action against them;
be satisfied of their independence from the insurer; and
have regard to the consideration they give to the protection of the
policyholders’ interests.

9.8.6 The frequency, scope and depth of on-site inspections should take account of
the insurer’s distribution model, the nature, size and sophistication of its customer
base and its relative importance in the market. On-site inspections should be more
frequent and more in- depth when they concern insurers which are in a difficult
financial position or where there is concern that their business practices pose a
high risk of negative customer outcomes.

9.8.7 The supervisor may conduct on-site inspections on either a full scale basis, or
limited scale basis focused on area(s) of specific concern. A full-scale on-site
mspectlon would be expected to include at least the following:
evaluation of the on-going effectiveness of the corporate governance
structure including its risk management and internal control systems;
analysis of the nature of the insurer’s key business activities (e.g. type
of business written, customer base, distribution model(s) used);
analysis of the relationships with external entities, such as through
outsourcing or with respect to other companies in the same group,
including any resultant conflicts of interest;
analysis of the insurer’s underwriting policy and reinsurance
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agreements;
assessment of the insurer’s financial strength; and
assessment of the insurer’s fair treatment of customers, including
observance of conduct of business requirements and consumer
regulations.

9.8.8 Advance notice to the insurer is not required before conducting an on-site
inspection, although advance notice is normally given.

9.8.9 Although the supervisor may not have the power to conduct on-site
inspections of non-regulated entities, including a holding company within the group,
it should review, at a minimum, the potential adverse impact on the insurer of such
non-regulated entities through on-site inspection of the insurer.

9.8.10 Similarly, where the group-wide supervisor does not have the power to
conduct on-site inspection of a group entity in another jurisdiction, it may approach
the host supervisor to propose a joint inspection or recommend that the host
supervisor undertake such an inspection, when deemed necessary.

9.8.11 Further examples of how Standard 9.8 and guidance under it can be
pursued can be found in the Annex to this ICP.

Supervisory feedback and follow-up

9.9 The supervisor discusses with the insurer any relevant findings of the
supervisory review and the need for any preventive or corrective action. The
supervisor follows up to check that required actions have been taken by the
insurer.

9.9.1 The supervisor should provide appropriate feedback to the insurer, at the
conclusion of the review at the very least. The supervisor should issue in writing the
findings of the review and the actions required.

9.9.2 The insurers wilingness to address identified issues and the action
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subsequently taken should be considered in the evaluation of the insurer and
should be factored into the on-going supervisory plan.

Annex: Examples of ways in which Standards 9.7 and 9.8 and their
corresponding guidance can be pursued include the following:

A. The evaluation of the effectiveness of the corporate governance framework,

|nclud|ng its risk management and internal control systems, can be done through:
reviewing and analysing the minutes of the Board and its committees,
the auditors’ reports and, if any, actuaries' and electronic data
processing audits;
analysing the ownership structure and sources of capital funds;
evaluating the independence of the Board Members, the suitability
(fitness and propriety) of the Board Members, Senior Management
and Key Persons in Control Functions, their effectiveness, and their
ability to acknowledge improvement needs and correct mistakes
(especially after such needs or mistakes have been identified by the
insurer, its auditors, or the supervisor and after changes of
management and in the Board);
examining the insurer's internal policies, processes and controls in
order to assess the adequacy of these in light of the insurer's risk
profile;
examining the accounting procedures in order to assess accuracy of
the financial and statistical information periodically sent to the
supervisor and its compliance with the regulations; and
evaluating the organisation and the management of the insurer.

B. Analyses of the nature of the insurer’s activities can be done through:
- analysing the major categories of business, the policyholders and the
geographical spread thereof;
analysing the distribution model(s) used;
examining the business plans and meeting with the management to
get information about the plans for the future;
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analysing material contracts;
analysing the commercial policy of the insurer, in particular, policy
conditions and commissions paid to the intermediaries; and
evaluating the reinsurance cover and its security. In particular, the
reinsurance cover should be appropriate with regards to the financial
means of the insurer and the risks it covers.

C. Analyses of the relationships with external entities can be done through:
- analysing organisational charts, the group structures and the

intragroup links;
analysing the relationships with major investors and among branches
and subsidiaries;
analysing intragroup transactions, fees and other arrangements,
including identifying any instances of cross-subsidization of
businesses within a group or non-arm's length fees and charges;
analysing agreements with external service providers;
identifying any financial problems originating from any entity in the
group to which the insurer belongs; and
identifying of any conflicts of interest arising from intra-group
relationships or relationships with external entities.

D. Evaluation of the insurer's financial strength can be done through:
- analysing the settlement of claims and the calculation of technical

provisions according to current regulations;
analysing the operations by line of business;
analysing the investment policy (including derivatives policy), the
assets held to cover the technical provisions;
verifying property and valuation of the insurer’s investments;
analysing the litigation and off-balance sheet commitments; and
analysing the forecasted balance sheets and profit & loss accounts of
the next years, on the basis of the most recent results and the
management plans.
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E. Assessment of the insurer's fair treatment of customers can be done through: E. ﬁél!ﬁ%l EBBEEDANELIUEWNE. UTHITS5 & CHETE S,
assessing the culture of the insurer in relation to customer treatment, BBEDY—HF— 9T HNFUR, IRTH+—IVRAEES LU
including the extent to which the insurer’s leadership, governance, ENEA. BELESHTVI-BEEBATABEEICHT A2 AEZIRELY
performance management and recruitment, complaints handling . - - =3
policies and reward practices demonstrate a culture of fair treatment ERTREEET. MEQRRNICAT SRMADIALEHET 5.
to customers; e = = 2 o LT by b g , .
checking the adequacy, appropriateness and timeliness of the - BEICSASEHROR AN, BUERLUBEREETFIVIT S,
information given to consumers; s . . . .
reviewing the handling and timing of claims and other payments; - RREFPRELVZTOMOIILVOBMY BNE L VEHZELEL—F
reviewing the frequency and nature of customer complaints, disputes %o
and litigation; and - BEEOEE. MESLUHRLOHEELHEELEL—T 5, TLT.
reviewing any customer satisfaction or other customer experience - T RTOBEEEREE-IIRBRENETT AMOBEERITEEL
measures used by the insurer. Ea—d93,
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ICP 10 Preventive and Corrective Measures

The supervisor takes preventive and corrective measures that are timely,
suitable and necessary to achieve the objectives of insurance supervision.

10.1 The supervisor has the power to take action against individuals or
entities that conduct insurance activities without the necessary licence.

10.2 The supervisor has sufficient authority and ability, including the
availability of adequate instruments, to take timely preventive and corrective
measures if the insurer fails to operate in a manner that is consistent with
sound business practices or regulatory requirements. There is a range of
actions or remedial measures which include allowing for early intervention
when necessary. Preventive and corrective measures are applied
commensurate with the severity of the insurer’s problems.

10.2.1 Where an insurer fails to meet regulatory requirements or enters into
unsound business practices and the supervisor detects vulnerability in the insurer’s
ability to protect policyholders, there should be adequate legal and operational
capacity available for timely intervention. The decision-making lines of the
supervisor should be structured so that action can be taken immediately in the case
of an emergency situation.

10.2.2 The supervisor has adequate tools to supervise insurers according to the
nature, scale and complexity of their activities, including activities that could pose
systemic risk. These could include restrictions on the insurer’s business activities,
directions to reinforce the insurer’s financial position, introduction of liquidity
requirements or large exposure limits.

10.3 There is a progressive escalation in actions or remedial measures that
can be taken if the problems become worse or the insurer ignores requests
from the supervisor to take preventive and corrective action.

10.4 If necessary, the supervisor requires the insurer to develop an

el

ICP10 FHBLURERE

EE&E. RIREBEOBMEEMRT SOOI, 24L)—IZ, BY, MOBELTF
ELUREHREZHEL S

101 EHEER, DELSMIANEZITTICRREDZIT O EESH S VITER
DEREICHLTITHZLH-ODERZHT 5,

102 EHEERZ. RRESMBLLCRBFATH LSV EIHRFNLOZHICBE LEAZ
IS VERBZRITLEVER, PHELUREREZS M1 L) - L HBUEF
BRZEZRFETHCLZEZEBYD, RALCHEBLENZRT SH. DEICHCEEHANMADH
REMEZEH, BEEVEEH SV EIHEFENAESA TV S, RIREDOREDRA
B LCTPHELUVRERES BRSNS,

1021 RIEREHINEBLOERZH-SILVEEHLIVETRELEEZFEICHE
HA21=5mE. BLUVRBRZHNEREOBEANCRIRBDENNRBETHS LEE
ENRELEBEIC. 24 LY —IZHATEDENE L VERLOF AR TEY
BEENEFHONETHD, FEFENREL-BEICHEZAZIBELS LN TE
&I, BEEENERRERMMNBESNIRNETH S,

10.22 BEEHEF., YVATIvY - VRV Z5IERILELIFHZEDH. RERED
EHOME. BRBLUVEREICELE TRIRBEZEE T H-0ODBNLGTFEESR
5, CNLDFEICIE, RIRBOEXRZFHICHT HHIR. RIREFBEDOHBRRER
LS REEHDVERPBUEEHOCRRELII AR—Dr DHBHIEEN D,

103 HEMNBIELEES, FEEPHELIVREHREZRBLSESICRO-E
BEHEOLYELARLGERZRIRENTWEAL-IBE, FATELSEESH S VIEHRETF
BRIZERBEMICIRIEESh S,

104 BEICKELT, BEERE, BEOFPHESLIUREICEHLERLESHEZ

129/494)
:wﬂﬁiéwﬂxﬁﬁﬁ®%¢$ﬁ~—&ﬁﬂika$ﬁ§ﬁ@mﬁﬂuT,%m%nﬁﬁuﬂ%h%m%f%ﬁi%:tﬁﬁWEW&LT“%E%JNSwﬁﬁﬁﬁﬁigfuiﬁmiﬁﬁwit\ﬁﬁﬁﬁﬁ%%%ttﬁmsOEK
(2011 4 10 AKR. 2012 £ 12 A ICP9 E#i. 2013 £ 12 A ICP22 E#f. 2015 £ 11 A ICP4. 5. 7. 8. 23, 25 B8 £ERLI-EDTHY . UHMRX B LUVERSN - RENHERAT HTLICEYRET BLARHIEEORST LEIC
LT, 42RO BEEERLEL A,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



SONPO

R
acceptable plan for prevention and correction of problems. Preventive and
corrective plans include agreed and acceptable steps to be taken to resolve
the issues raised within an acceptable timeframe. Once preventive and
corrective plans have been agreed to or imposed, the supervisor periodically
checks to determine that the insurer is complying with the measures.

10.5 The supervisor communicates with the Board and Senior Management
and Key Persons in Control Functions and brings to their attention any
material concern in a timely manner to ensure that preventive and corrective
measures are taken and the outstanding issues are followed through to a
satisfactory resolution.

10.5.1 For a group-wide supervisor applying an indirect approach to group-wide
supervision, the primary communication will be with the Board or Senior
Management of the insurance legal entity. However, for issues that have arisen
outside the regulated entities, communication with the Board or Senior
Management of other entities within the group may be required.

10.6 The supervisor initiates measures designed to prevent a breach of the
legislation from occurring, and promptly and effectively deals with
non-compliance that could put policyholders at risk or impinge on any other
supervisory objectives.
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ICP 11 Enforcement

The supervisor enforces corrective action and, where needed, imposes
sanctions based on clear and objective criteria that are publicly disclosed.

11.1 The supervisor has the power to enforce corrective action in a timely
manner where problems involving insurers are identified. The supervisor
issues formal directions to insurers to take particular actions or to desist
from taking particular actions. The directions are appropriate to address the
problems identified.

11.2 The supervisor has a range of actions available in order to apply
appropriate enforcement where problems are encountered. Powers set out in
legislation should at a minimum include restrictions on business activities
and measures to reinforce the financial position of an insurer.

11.2.1 At a minimum, the supervisor should have the power to issue the following:
restrictions on business activities

prohibiting the insurer from issuing new policies

withholding approval for new business activities or acquisitions

restricting the transfer of assets

restricting the ownership of subsidiaries

restricting activities of a subsidiary where, in its opinion, such

activities jeopardise the financial situation of the insurer.

directions to reinforce financial position

v' requiring measures that reduce or mitigate risks

v' requiring an increase in capital

v' restricting or suspending dividend or
shareholders

v restricting purchase of the insurer’s own shares.

other directions

v arranging for the transfer of obligations under the policies from a
failing insurer to another insurer that accepts this transfer
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v' suspending or revoking the licence of an insurer
v' barring individuals acting in responsible capacities from such
roles in future.

11.3 After corrective action has been taken or remedial measures, directions
or sanctions have been imposed, the supervisor checks compliance by the
insurer and assesses their effectiveness.

11.4 The supervisor has effective means to address management and
governance problems, including the power to require the insurer to replace or
restrict the power of Board Members, Senior Management, Key Persons in
Control Functions, significant owners and external auditors.

11.5 Where necessary and in extreme cases, the supervisor imposes
conservatorship over an insurer that is failing to meet prudential or other
requirements. The supervisor has the power to take control of the insurer, or
to appoint other specified officials or receivers for the task, and to make other
arrangements for the benefit of the policyholders.

11.6 There are sanctions by way of fines and other penalties against insurers
and individuals where the provisions of the legislation are breached. The
sanctions are proportionate to the identified breach.

11.6.1 In some cases it may be appropriate to apply punitive sanctions against
insurers or individuals.

11.7 The legislation provides for sanctions against insurers and individuals
who fail to provide information to the supervisor in a timely fashion, withhold
information from the supervisor, provide information that is intended to
mislead the supervisor or deliberately misreport to the supervisor.

11.8 The process of applying sanctions does not delay necessary preventive
and corrective measures and enforcement.
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ICP 12 Winding-up and Exit from the Market

The legislation defines a range of options for the exit of insurance legal
entities from the market. It defines insolvency and establishes the criteria and
procedure for dealing with insolvency of insurance legal entities. In the event
of winding-up proceedings of insurance legal entities, the legal framework
gives priority to the protection of policyholders and aims at minimising
disruption to the timely provision of benefits to policyholders.

Introductory Guidance

12.0.1 This ICP only applies to individual legal entities. The focus of this ICP is on
insolvency and run-off under distressed conditions; however policyholder protection
also applies for financially sound run-offs.

12.0.2 An insurer may no longer be financially viable or may be insolvent. In such
cases, the supervisor can be involved in resolutions that require a take-over by or
merger with a healthier institution. When all other measures fail, the supervisor
should have the ability to close or assist in the closure of the troubled insurer
having regard to the objective of the protection of policyholder interests.

12.0.3 The legislation should establish the priority that policyholders receive in
winding-up an insurer. However, it is also common in many jurisdictions that priority
is given to other stakeholders, such as employees or the fiscal authorities. In some
jurisdictions, a policyholder protection fund provides additional or alternative
protection.

12.0.4 Where an insurer is a member of a group, there could be intra-group
transactions and guarantees among the insurer and other group entities. In such
cases, in the winding-up of an insurer, the supervisor should cooperate with other
involved supervisors to ascertain orderly resolution where possible. For additional
information on supervisory cooperation, see ICP 25 Supervisory Cooperation and
Coordination.
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12.0.5 In cases where an insurer has cross-border dealings (eg through branches),
the supervisor should cooperate with other involved supervisors to ascertain orderly
resolution where possible.

12.1 The procedures for the winding-up and exit of an insurer from the market
are clearly set out in legislation. A high legal priority is given to the protection
of the rights and entitlements of policyholders. The procedures aim at
minimising the disruption to the timely provision of benefits to policyholders.

12.1.1 The bodies responsible for dealing with the insolvency of an insurer,
including the possible restructuring or portfolio transfer, and winding-up of the
insurer are clearly set out in legislation.

12.2 The legislation provides for the determination of the point at which it is
no longer permissible for an insurer to continue its business.
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ICP 13 Reinsurance and Other Forms of Risk Transfer

The supervisor sets standards for the use of reinsurance and other forms of
risk transfer, ensuring that insurers adequately control and transparently
report their risk transfer programmes. The supervisor takes into account the
nature of reinsurance business when supervising reinsurers based in its
jurisdiction.

Introductory Guidance

13.0.1 This ICP provides guidance to supervisors on issues related to reinsurance
and retrocession. It also provides guidance to supervisors on reinsurance matters
in general, but does not provide guidance on the direct supervision of reinsurers.

13.0.2 Directsupervision of reinsurers involves supervising them in a broadly similar
way to primary insurers. In this sense, the whole body of the ICPs, standards and
guidance are applicable to the direct supervision of reinsurers. The IAIS expects
that supervisors will apply the ICPs and their associated standards and guidance
with regard to the nature, scale and complexity of the business transacted where
relevant, and supervisors in relevant jurisdictions will therefore be expected to take
account of the specific nature of reinsurance business.

13.0.3 The sections on ceded reinsurance are of equal applicability to insurers and
reinsurers, meaning that any references to ceded reinsurance should be taken to
include ceded retrocession; references to cedants (insurers) should be taken to
include retrocedants (reinsurers); and references to reinsurers should be taken to
include retrocessionaires. For convenience in this ICP, ‘cedants’ and ‘insurers’ are
used interchangeably. Many of the issues in this ICP also have relevance for
captive insurers and reinsurers.

13.0.4 This ICP is designed to be of equal relevance to life and non-life business.
Whilst many examples cited relate to non-life firms, most of the issues highlighted
in this ICP are of equal applicability to life and non-life reinsurance business.
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13.0.5 Supervision of the use of reinsurance by cedants takes place not in order to
control the activities of reinsurers, but rather as part of the wider programme of
supervision of those cedants. It is necessary in order to allow supervisors to have a
complete picture of the prudential soundness of cedants based in their jurisdictions
and to require that the financial condition of those cedants is adequately described.
This ICP focuses principally on such supervision of cedants (and retrocedants).

13.0.6 Use of reinsurance by cedants should be looked at as part of an overall risk
assessment of the cedant and not merely with reference to a single type of risk and
whether that risk has increased or decreased.

13.0.7 A reinsurance contract is by nature a business-to-business transaction,
made between professional counterparties as part of a wider risk and capital
management approach. For this reason, the sort of asymmetry of expertise and
knowledge associated with contracts involving consumers is generally not a feature
of the reinsurance sector, although some asymmetry of bargaining power can exist,
depending on the precise dynamics of the market. It is not necessary for the
supervisor to offer the same form of protection to cedants as it does to consumer
policyholders.

13.0.8 The supervisory focus should be on expectations of the Board and Senior
Management of the cedant, discussions with them about their approach and an
assessment of that approach and how it is executed. This focus does not preclude
other activities which supervisors should undertake, both as part of the initial
licensing process (where applicable) and as part of ongoing supervision.

13.0.9 The assessment of reinsurance arrangements by the supervisor should be
based on a number of factors, which need to be reviewed on a case-by-case basis,
including:

the relative financial strength and claims payment record of the

reinsurers in question (both in normal and stressed conditions);

the soundness of the risk and capital management strategy;

the appropriateness of the reinsurance strategy given the underlying
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reinsurers being part of the same group; FETH AR—T v BED L AL

the proportion of business ceded so that the net risks retained

commensurate with the cedant’s financial resources; ERYRINHEBESHDOMBRICRES LS ICHBSN-FEDLE

the level of effective risk transfer; - EPMLGURY %ﬁf\_@ LAIL

the resilience of the reinsurance programme in stressed claims - RAFLATORKREBKRICETLI2BRIRBXDENHE
situations;

the extent of any credit risk mitigation in place; and - ERUVRVDEREHMNELONTILDIGE. TOEHH
the regulatory regime in place in the domicile of the reinsurer. - BERBREOARNH THETINTODEHEE
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- clear contract language that is agreed and finalised in a timely TO)J:OQL\(O#(DE.' O TRASNOARIEND D,

fashion: BAL)—ICEEBLUERBSN-ARGENEE
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interpretations: - BHNBEOLBMEELGEMME

the relatively expert nature of the buyers; - BRIERFEOBRET. HBEICEL>TEHNE (FEINRELZES
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(who may provide both expert advice and a potential source of legal
redress in the event of problems arising); and
the long-standing nature of some personal
relationships in the reinsurance market.

and corporate

Objectives of reinsurance and other forms of risk transfer

13.0.12 Risk transfer transactions, whether traditional reinsurance or otherwise,
seek to provide cedants with lower or more predictable claims costs, in return for a
premium. They can function as alternative means of capital access in order to
finance risk and business acquisition costs.

13.0.13 A reinsurance contract is a contract of indemnity between the reinsurer and
cedant and does not constitute a legal transfer of part of the underlying risk in the
same way as, for example, a novation. Nonetheless, it is normal within the
reinsurance industry to refer to reinsurance contracts as having the effect of
transferring part of the underlying risk, and this is true in an economic (although not
legal) sense. It should be borne in mind, however, that reinsurance more accurately
transforms risk (hopefully to the mutual advantage of both parties) in the sense that
the parties assume different types of risk upon entering the transaction. In a
standard transaction, the cedant exchanges (normally) insurance risk for credit,
operational and (sometimes) basis risk, whereas the reinsurer assumes (normally)
insurance, timing and operational risk.

13.0.14 Other legal forms of risk transfer exist which can seek to achieve the same
objectives. These include catastrophe bonds, industry loss warranties and various
derivative transactions, which are often collectively referred to as “alternative risk
transfer”. These forms continue to evolve and supervisors should understand new
structures in accordance with the principles set out in this ICP, without being limited
to the examples of current practice described here.
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13.0.15 The objective of reinsurance is to reduce volatility, and thus the uncertainty
of the cedants pricing risks, by pooling. This is done to increase the probability of
survival of the cedant over a given time. In purchasing reinsurance, cedants seek to
stabilise their financial performance and to improve their security through the
pooling of risk. Normally the purpose of reinsurance is associated with the following
functions, and it is important for supervisors to understand the commercial rationale
behind a reinsurance programme as part of making their assessment of its
suitability.

Capacity

13.0.16 Reinsurance provides flexibility for insurers in the size and types of risk and
the volume of business they can reasonably underwrite. It can allow the insurer to
enter into new business, expand or withdraw from a class or line of business and/or
geographical area within a short period.

Stability

13.0.17 Properly structured reinsurance programmes will assist insurers by limiting
wide fluctuations in underwriting results. As a consequence, the limited risk spread
will allow the insurers to reduce the required amount of their own funds at risk and
hence improve the insurer’s solvency margin.

Catastrophe protection

13.0.18 Associated with stability, reinsurance provides for protection against the
potential large accumulations of individual losses that can result from catastrophic
events, for example, earthquakes, bush-fires and cyclones.

Financing

13.0.19 Reinsurance assists in financing insurance operations as an alternative to
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increasing an insurer's capitalisation. In this regard, the insurer is able to utilise the
asset backing of large reinsurers.

Expertise

13.0.20 Reinsurers can supply technical, underwriting and claims assistance to
insurers in specialised areas where the insurers may have little or no experience.
The qualified members of staff of a professional reinsurer can offer services
regarding the underwriting and claims processes to new insurers in particular
and/or to insurers taking up new business lines or expanding their area of
operations.

Group issues

13.0.21 Reinsurance contracts can be used to facilitate the operation of complex
insurance and reinsurance groups. Further guidance in this area will be provided by
the 1AIS. See also ICP 23 Group-wide Supervision.

13.1 The supervisor requires that cedants have reinsurance and risk transfer
strategies appropriate to the nature, scale and complexity of their business,
and which are part of their wider underwriting and risk and capital
management strategies. The supervisor also requires that cedants have
systems and procedures for ensuring that such strategies are implemented
and complied with, and that cedants have in place appropriate systems and
controls over their risk transfer transactions.

13.1.1 A cedant's reinsurance strategy should be part of its wider risk and capital
management strategy, which should take into account the cedants overall risk
appetite, comparative costs of capital, liquidity positions, the cedant’s views on
future market and economic trends, and underwriting forecasts. The strategy should
be appropriate to the nature, scale and complexity of the cedant.

13.1.2 The reinsurance strategy should take into account the cedant’s business
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model, levels of capital and business mix, with particular reference to:
risk appetite (both gross limit and net retention);
peak exposures and seasonality in the insurance book;
levelsof diversification; and
appetite for credit risk.

13.1.3 Responsibility for developing and agreeing upon the strategy should rest
with the Board and Senior Management of the cedant, who should also be
responsible for establishing appropriate monitoring mechanisms to ensure that the
strategy is being delivered and complied with by the company’s management.

13.1.4 The Board and Senior Management’s monitoring of compliance with the
strategy should include approval of the reinsurance programme. Deviations from
the strategy should be approved by the Board and Senior Management.

13.1.5 The Board and Senior Management should also commission regular reviews
of the performance of the reinsurance programme, to ensure that it functions as
intended and continues to meet its strategic objectives. It is likely that such a review
would take place as part of the regular business planning cycle.

13.1.6 Where there is delegation of the day-to-day management of the reinsurance
programme, there should be appropriate terms of reference for the individuals or
departments involved, including scope of authority and specification of matters
reserved for the Board and Senior Management.

13.1.7 The supervisor needs to understand the cedant’s strategic objectives and
business models and how its reinsurance strategy fits into these. After gaining this
understanding, the supervisors should be in a position to challenge the strategy
where they feel it is not appropriate or poses undue risk.

13.1.8 Control of reinsurance arrangements should be part of the cedant’s overall
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internal control and governance structure. Supervisors should require that the
controls and oversight in place are suitable in the context of the nature, scale and
complexity of the cedant’s business and the extent of their reinsurance exposures.
The following features would normally be expected for traditional reinsurance
transactions and most are also applicable to transactions involving special purpose
entities. Supervisors should require that these following elements be addressed by
cedants in their jurisdictions.

Link to capital assessment

13.1.9 The cedant should ensure that the characteristics of its reinsurance
programme, including associated counterparty risk, are adequately reflected in any
assessment of risk-based solvency capital.

Approved security criteria

13.1.10 The cedant should have in place procedures for identifying reinsurers that
provide security which it finds acceptable and for keeping this under review. There
should also be processes for dealing with situations where there is a need to
assess reinsurers outside any pre-approved list.

13.1.11 In line with other approaches to identify appropriate reinsurers any
approved security criteria should be derived from a high level statement of what
reinsurance security will be acceptable to the cedant, which may be based on
external opinions, the cedant’s own view of the reinsurer, minimum levels of capital,
duration and quality of relationship, expertise, levels of retrocession or a mixture of
these and other factors.

Aggregate exposure limits

13.1.12 A cedant should set prudent limits or guidelines reflecting security and size
of the reinsurer, in relation to its maximum aggregate exposure to any one reinsurer
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or to a group of related reinsurers, which will be complementary to any local
regulatory limits or guidelines. The insurer should also have in place procedures for
monitoring this aggregate exposure to ensure that these limits or guidelines are not
breached, including procedures to see that excess concentrations are brought back
within limits or guidelines, or otherwise managed, going forward. At certain times,
for acceptable reasons, a cedant might breach a limit, for example facultative
placements and capacity issues or the growth of claim reserves. In the event of a
limit being breached consideration should be given to additional risk mitigation
procedures in place to counter-balance any breaches.

Procedures for managing the reinsurance asset

13.1.13 The cedant should have in place processes to ensure that all reporting due
to and from reinsurers is timely and complete and that settlements are made as
required by the contract.

Matching of underlying underwriting criteria

13.1.14 The cedant should give due consideration to the risk posed by a mismatch,
unintended or not, in terms and conditions between reinsurance contracts and the
underlying policies, meaning that the cedant may bear a greater net exposure than
it intended because of this gap.

Criteria and procedures for purchasing facultative cover

13.1.15 The cedant should have appropriate criteria in place for the purchase of
facultative coverage. Any facultative reinsurance bought should be linked into the
procedures mentioned above for aggregations and recovery management. The
cedant should have a specific process in place to approve, monitor and confirm the
placement of each facultative risk. The facultative reinsurance should be secured
before the cedant accepts a risk that exceeds its treaty capacity and/or its risk
appetite.
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Management information

13.1.16 There should be appropriate management information available to allow
the Board and Senior Management of the cedant to monitor the performance and
potential exhaustion of its reinsurance programme, to ensure compliance with the
reinsurance strategy and to make decisions about the ongoing suitability of the
programme.

13.2 The supervisor requires that cedants are transparent in their reinsurance
arrangements and the associated risks, allowing the supervisor to
understand the economic impact of reinsurance and other forms of risk
transfer arrangements in place.

13.2.1 Supervisors should require that cedants make available to them all
information about the reinsurance programme that the supervisor requires in order
to form a judgment about risk management and the prudential ramifications of the
reinsurance programme and the associated risks. This need not entail an inspection
of all individual contracts.

13.2.2 Supervisors should use this information to determine whether or not the
reinsurance programme is compatible with the cedant’s stated reinsurance strategy.
They should challenge the Senior Management of the cedant on the purpose and
performance of individual contracts where this is appropriate.

13.2.3 Supervisors should be able to obtain sufficient information from cedants to
assess whether the substance of any reinsurance contracts entered into by the
cedant is reflected in its reporting. Supervisors should pay particular attention in this
regard to those contracts which have or appear to have limited levels of risk
transfer, and require that the purpose and accounting treatment of such contracts
be properly understood.

13.2.4 Supervisors should require that systems of reporting for regulatory use
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include adequate information about the cedant’s reinsurance arrangements to allow
supervisors informed judgments about the economic impact of the reinsurance
coverage that the cedant buys.

13.2.5 Supervisors should require in respect of supervisory provisions that a
contract is regarded as a reinsurance arrangement if it cedes business which under
local rules is accepted as insurance. The contract is to be considered as a loan or
deposit if during its development, the cedant has the unconditional obligation to
indemnify the reinsurer for any negative balances that may arise out of the treaty
relationship. All liabilities of the cedant must be contingent on the proceeds of the
underlying insurance business.

13.2.6 Finite reinsurance (also known in some jurisdictions as “financial
reinsurance”, “structured reinsurance”, “non-traditional reinsurance” or ‘“loss
mitigation reinsurance”) is a generic term that, for purposes of this ICP, is used to
describe an entire spectrum of reinsurance arrangements that transfer limited risk
relative to aggregate premiums that could be charged under the contract.

13.2.7 Supervisors should be cognisant of the fact that finite reinsurance
transactions are legitimate; however it is essential that they are accounted for
appropriately. In particular it is necessary to ensure that contracts that are afforded
“insurance” accounting have transfer of sufficient insurance risk to meet the
requirements of the relevant accounting standards.

13.3 The supervisor takes into account the nature of supervision of reinsurers
and other counterparties, including any supervisory recognition
arrangements in place.

13.3.1 Supervisory recognition can be conducted through unilateral, bilateral and
multilateral approaches to recognition. The IAIS guidance has been designed to
reflect the international and cross-border nature of the reinsurance sector and to
facilitate the steps which supervisors can take. One aim of supervisory agreements
is to facilitate the international supply of reinsurance by fostering the development
of a framework for efficient and effective international supervision and thus reducing
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any unnecessary duplication of supervisory effort. Thus furthering the interests of
both international trade and efficiency through diversification whilst also enhancing
the security of underlying policyholders. The international and cross-border nature
of reinsurance transactions paired with the relative sophistication of market
participants involved make reinsurance particularly suitable for such supervisory
recognition agreements. Supervisory recognition in the broader group-wide
supervision context is covered under ICP 25 Supervisory Cooperation and
Coordination.

13.4 The question of binding documentation requirements for reinsurance
contracts is a question of jurisdictional contract law. However, the supervisor
requires that parties to reinsurance contracts promptly document the
principal economic and coverage terms and conditions agreed upon by the
parties and finalise the formal reinsurance contract in a timely fashion.

13.4.1 In order to reduce the risk and scope of future disputes, the parties to
reinsurance contracts should, either directly or through their intermediaries,
develop, maintain and apply sufficient resources and procedures to ensure the
timely finalisation of reinsurance contracts. It would normally be desirable for
contract documentation to be finalised prior to the inception of coverage and if not,
as soon as possible thereafter.

reinsurance

13.4.2 Supervisors should have access on request to all

documentation relating to a cedants’ reinsurance programme.

13.5 The supervisor assesses whether cedants control their liquidity position
to take account of the structure of risk transfer contracts and likely payment
patterns arising from these.

13.5.1 Liquidity risk has historically not been considered to be a major issue in the
insurance sector, because of the nature and direction of cash flows within a cedant.
However, there can be liquidity issues within an individual cedant and these could
arise specifically from such cedant’s reinsurance programme. More general
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guidance on liquidity aspects is covered under ICP 16 Enterprise Risk Management
for Solvency Purposes and ICP 17 Capital Adequacy.

13.5.2 Reinsurance contracts do not remove the cedant’s underlying legal liability to
its policyholders, meaning that the cedant remains legally liable to fund all valid
claims under contracts of insurance it has written, regardless of whether they are
reinsured or not. For this reason, a large claim or series of claims (e.g. resulting
from a major catastrophe) could give rise to cash flow difficulties, especially if there
were delays in settlement by reinsurers or in providing proof of loss to reinsurers by
the cedant.

13.5.3 External triggers can give rise to similar issues, especially where reinsurers
have retroceded significant amounts of business. If a reinsurance contract contains
a downgrade clause that gives the cedant the right to alter the contract provisions,
or obliges the reinsurer to post collateral with a cedant to cover some or all of its
obligations to that cedant, such action may cause liquidity issues among reinsurers
and tend to be pro-cyclical. Therefore, supervisors have to be aware of the
consequences of such triggers for overall efficiency in the market.

13.5.4 There are a number of ways in which liquidity risk may be mitigated. As with
other risks, it is appropriate for the cedant to develop its own response to the level
of risk it faces and for the supervisor to assess its response.

13.5.5 Some cedants choose to arrange a line of credit from a bank in order to deal
with short-term liquidity issues.

13.5.6 Cedants may also make arrangements with their reinsurers in order to
reduce their liquidity risk. These can include clauses which allow for accelerated
payment of amounts due from reinsurers in the event of a large claim and/or the
use of collateral or deposit accounts, giving cedants access to funds as needed.
Use of such arrangements is a commercial matter between cedant and reinsurer.
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Supervisors should require that cedants take appropriate measures to manage their
liquidity risk including funding requirements in reasonably adverse circumstances.
When widespread amongst cedants, the practice of requesting collateral may
significantly reduce the fungibility of resources within the reinsurance sector, and
supervisors should balance the need to reduce liquidity risk for individual cedants
with the need to promote overall efficiency in the market.

13.6 Where risk transfer to the capital markets is permitted, supervisors are
able to understand the structure and operation of such arrangements and to
assess issues which may arise.

13.6.1 Over the past decade a range of new techniques has been developed to
allow the transfer of insurance risk to the capital markets. As a result the diversity
and complexity of the risk transfer arrangements has been growing.

13.6.2 Risk transfer to the capital markets can occur by making use of a wide
variety of arrangements. These usually entail the creation of a dedicated entity,
specifically constituted to carry out the transfer of risk. These are variously referred
to as Special Purpose Vehicles, Special Purpose Reinsurance Vehicles, Special
Purpose Insurers, Special Purpose Entities, etc. In the ICP material the term SPE is
used to cover all such vehicles. However, risk transfer to the capital markets is not
limited to the use of SPEs. Supervisors should monitor developments in this area.

13.6.3 It should be noted that, in many respects, these transactions are the same
as traditional reinsurance arrangements, and therefore the guidance throughout this
paper will be applicable. These transactions do, however, have special features that
supervisors will need to bear in mind in order to assess the appropriateness and
effectiveness of their use by cedants.

Initial assessment

13.6.4 A key element of any SPE structure is the transfer of insurance risk to a “fully
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funded”, bankruptcy-remote vehicle whereby the claims of any investors are
subordinated to the cedant and whereby the investors have no recourse to the
cedant in the event of an economic loss to the vehicle. Supervisors should be in a
position to understand and gain comfort with the extent to which SPEs fulfil the
“fully funded” and “bankruptcy remote” conditions.

13.6.5 In order to ensure that an SPE structure meets the “fully funded” criterion,
supervisors should take the following into account when supervising SPEs:
- ownership structure of the SPE;
investment and liquidity strategy of the SPE;
the SPE's strategy in relation to credit, market, underwriting and
operational risks;
the ranking and priority of payments (e.g. waterfall);
the extent to which the cash flows in the SPE structure have been
stress tested;
the arrangements for holding the SPE’s assets (e.g. trust accounts)
and the legal ownership of the assets;
the extent to which the SPE’s assets are diversified; and
use of derivatives, especially for purposes other than risk reduction
and efficient portfolio management.

13.6.6 In order to ensure that an SPE structure meets the “bankruptcy remote”
criterion, supervisors should require that:
there is an appropriate
remoteness; and
there is full disclosure of the bankruptcy remoteness of the SPE in
any prospectus, offering circular or private placement memorandum.

legal opinion as to the bankruptcy

13.6.7 Understanding the role of all the parties to the SPE arrangement is critical to
understanding the underlying risks, particularly as these may be fundamentally
different from those involved in a traditional reinsurance transaction. Supervisors
should be in a position to understand, among other things, the:

extent to which key parties have been fully disclosed (e.g. sponsor,
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(re)insured, investors, advisors, counterparties, etc) and are known to
the supervisor;
extent to which potential conflicts of interest between all parties to the
SPE have been adequately disclosed and addressed (such as
situations where sponsors also take a managing role);
degree of basis risk that is assumed by the sponsor and to what
extent this could have immediate ramifications for the sponsor’s
financial position in case of a loss;
details of the SPE’s management arrangements and key personnel;
Othird party assessments of the SPE structure (e.g. by external
agencies);
expertise of the legal advisors involved,;
robustness of any financial or actuarial projections, if applicable (e.g.
if triggers are indemnity based);
disclosure of outsourcing agreements; and
credit risk associated with key service providers, including financial
guarantors used to protect the position of investors.

13.6.8 As many SPEs are designed to operate with a minimum of day-to-day
management, supervisors should understand the extent to which the systems and
controls are adequate and proportionate to the nature of the underlying risks and to
the complexity of the SPE structure. There is clearly an overlap here between the
role of the supervisor of the cedant and that of the supervisor of the SPE, if the
latter is located in a jurisdiction where such vehicles are subject to regulation.

13.6.9 Systems and controls, in addition to those required for a traditional reinsurer,
are required to ensure that:
- investment restrictions are not breached;

interest payments, dividends, expenses and taxes are properly

accounted for;

movements above established thresholds in assets and collateral

accounts are reported;

assets are legally existent and technically identifiable; and

liabilities can be determined on a timely and accurate basis and
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obligations satisfied in accordance with the underlying contracts.

13.6.10 Supervisors should therefore understand:

- the internal controls and risk management of the SPE, particularly the
extent to which these are sufficient to ensure effective operation in
compliance with the SPE’s legal and regulatory obligations;
operational risk within the SPE structure and any mitigation
arrangements; and
robustness of monitoring processes in place.

13.6.11 Supervisors will need to understand the extent to which SPE arrangements
give rise to basis risk. This arises where the trigger for indemnity under the SPE
arrangement is different from the basis on which underlying protected liabilities can
arise. Where SPEs contain indemnity triggers (i.e. recovery from the SPE is based
on the actual loss experience of the cedant) this is less likely to be an issue. Many
SPEs, however, contain parametric (driven by objectively measurable events) or
modelled (driven by the outcome of modelled, industry-wide losses) triggers. In
these cases, there may be events whereby the cedant will remain exposed to its
underlying policyholders without having recourse to the SPE. Any basis risk should
be considered with reference either to the amount of credit given by the supervisor
for the SPE arrangement or in the cedant’s risk-based capital requirement, where
such mechanisms are used.

Ongoing Supervision

13.6.12 Supervisors should understand the various specific issues that emerge in
the ongoing supervision of SPEs and their use. Consideration should be given to
the following areas:
actions to be taken by the supervisor if any of the licensing or
authorisation conditions are breached;
level of capital and ability of the SPE to continue to respond
adequately should covered events occur;
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level of reporting required by the supervisor to require that the
structure is complying with its obligations; and
the SPE’s response in the event of fluctuations in the values of
invested assets (e.g. match/mismatch between collateral account
and exposure, flow of premiums, fees, commissions, etc).

Unwinding of SPE arrangements

13.6.13 The dismantling of arrangements transferring insurance risk to the capital
markets is often influenced by the dynamics of insurance losses. The supervisor
should understand and gain comfort with the provisions in place to require orderly
dismantling of cross-sectoral risk transfer arrangements. In particular, supervisors
should understand the process related to the generation, mitigation and
management of any residual risk emerging from it.

13.6.14 In addition, supervisors should understand the process and stages that the
SPE goes through when it comes to a natural end and its obligations have been
fulfiled and the SPE is liquidated. It is relevant for supervisors to distinguish
between unwinding the event of a loss and unwinding a transaction reaching legal
maturity (without a loss having occurred). While the latter case is usually simple
and straightforward, the unwinding in a full or partial loss situation deserves close
attention. Consideration should be given to the following areas:
issues relating to share buy-back and conditions to its materialisation;
issues relating to disposal of the investment portfolio;
‘dismantling’ of the SPE and residual risks; and
supervisory issues relating to risks which
sponsor/cedant on termination of the arrangement.
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ICP 14 Valuation

The supervisor establishes requirements for the valuation of assets and
liabilities for solvency purposes.

Introductory Guidance
Application

14.0.1 The IAIS considers it is most desirable that the methodologies for calculating
items in general purpose financial reports can be used for, or are substantially
consistent with, the methodologies used for regulatory reporting purposes, with as
few changes as possible to satisfy regulatory requirements. However, the 1AIS also
recognises that this may not be possible or appropriate in all respects, considering
the differing purposes. The IAIS believes it is essential that differences between
general purpose financial reports and published regulatory reports are publicly
explained and reconciled.

14.0.2 The IAIS considers that differences between technical provisions for general
purpose financial reports and published regulatory reports should be publicly
explained and reconciled in terms of differences in data, discount rate, methodology
and assumptions used together with the rationale for why any different approach is
appropriate for solvency purposes.

14.0.3 To the extent that financial reporting standards, including IFRS, are
consistent with the standards in this ICP, valuations that are in accordance with
those financial reporting standards may be regarded as compliant with this ICP.

14.0.4 The context and purpose of the valuation of assets or liabilities of an insurer
are key factors in determining the values that should be placed on them. This ICP
considers the valuation requirements that should be met for the purpose of the
solvency assessment of insurers within the context of IAIS risk-based solvency
requirements that reflect a total balance sheet approach on an economic basis and
address all reasonably foreseeable and relevant risks.
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14.0.5 Standard 17.1 states that the supervisor requires a total balance sheet
approach to be used in the assessment of solvency to recognise the
interdependence between assets, liabilities, regulatory capital requirements and
capital resources and to require that risks are appropriately recognised. Such an
approach ensures that the determination of available and required capital is based
on consistent assumptions for the recognition and valuation of assets and liabilities
for solvency purposes.

14.0.6 To achieve consistency with this approach to setting capital requirements in
the context of a total balance sheet approach, capital resources should broadly be
regarded as the difference between assets and liabilities, but on the basis of their
recognition and valuation for solvency purposes.

Solvency purposes

14.0.7 The valuation "for solvency purposes" referred to in this ICP is the valuation
of the assets and liabilities used within the broad concept of a risk-based solvency
assessment of insurers.

14.0.8 Solvency assessment results from the application of supervisory judgment to
various measures and estimates of an insurer’s current financial position and future
financial condition which serve to demonstrate the insurer’s ability to meet its
policyholder obligations when they fall due. Useful in this regard is a set of financial
statements which may differ from those used for general purpose financial
reporting. To distinguish them, this ICP refers to the financial statements used for
solvency assessment as “regulatory financial statements”. Such statements include
a regulatory balance sheet and regulatory capital requirements. For the purposes of
this ICP, “valuation for solvency purposes” refers to valuation of assets and
liabilities in the regulatory financial statements. The overall solvency assessment
may use information additional to the regulatory financial statements such as:

stress and scenario testing;

the insurer’s own risk and solvency assessment; and
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14.1.3 Contracts for ceded reinsurance should be recognised and valued so as to
correspond to the recognition of the risks which they are mitigating. Where a
current reinsurance policy is contracted to cover future direct policies, the value of
the reinsurance policy should not include any amount in respect of future direct
policies that have not been recognised.

14.1.4 An insurance contract liability (or a part of an insurance contract liability)
within technical provisions should be derecognised when, and only when, it is
extinguished — i.e. when the obligation specified in the insurance contract is
discharged or cancelled or expires.

14.1.5 The purchase of reinsurance should not result in the derecognition of
technical provisions unless the purchase of that reinsurance results effectively in
the extinguishment or novation of the insurance contracts.

14.2 The valuation of assets and liabilities is undertaken on consistent bases.

14.2.1 Solvency assessment based on consistent valuation of assets and liabilities
is a prerequisite for obtaining a meaningful insight into the asset-liability positions of
an insurer and an understanding of the financial position of an insurer relative to
other insurers. It provides reliable information on which to base the actions that are
taken by insurers and their supervisors in respect of those positions.

14.2.2 The overall financial position of an insurer should be based on the consistent
measurement of assets and liabilities, the explicit identification and consistent
measurement of risks and their potential impact on all components of the balance
sheet. This consistency should apply to all assets and liabilities, including assets in
excess of the liabilities, and extend across insurers and time periods so as to
achieve comparability.

14.2.3 Undertaking valuation on consistent bases means that differences in values
of assets and liabilities can be explained in terms of the differences in the nature of
the cash flows including their timing, amount and inherent uncertainty, rather than
differences in methodology or assumptions. Such consistency may be applied at
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different levels such as segment within a company, a company or a group.

14.2.4 Observed market valuations or amortised cost valuations may be used for
some assets and liabilities, while valuation models, such as discounted cash flow
models, may be used for other assets and liabilities. Calibration of such discounted
cash flow models to market valuations or amortised cost of other assets and
liabilities can be of assistance in achieving consistency.

14.2.5 The specific characteristics of insurance contracts, financial instruments and
data available may vary within and across jurisdictions. Consistency in the valuation
of assets and liabilities means that such variations can be explained in terms of the
differences in the nature of the cash flows valued in each jurisdiction.

14.2.6 Regulatory capital requirements are determined using a consistent treatment
of the valuation of assets and liabilities. Consistency in the valuation of assets and
liabilities for solvency purposes does not necessarily mean that a single valuation
basis is used for all assets and liabilities. The balance sheet, when taken together
with capital requirements, should result in an appropriate recognition of risks.

14.3 The valuation of assets and liabilities is undertaken in a reliable, decision
useful and transparent manner.

Reliability

14.3.1 The values placed on the assets and liabilities of an insurer for solvency
purposes should be a reliable measure of their value at the date of solvency
assessment.

14.3.2 Objectivity is an important aspect of valuing assets and liabilities in a reliable
manner, so that a valuation is not influenced inappropriately by an insurer’s
management. The valuation of assets and liabilities typically involves judgment, e.g.
expert judgment in assessing the relevance of data and deriving assumptions.
Consistent with reliability of outcome, subjectivity in valuation should be reduced as
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far as practicable. This may be achieved by using information available from
effective internal control processes, market valuations and other relevant current or
factual information, by applying professional standards and subjecting valuations to
independent review. The supervisor should require a valuation methodology which
uses information provided by the financial markets and generally available data on
insurance technical risks. Company-specific information may be appropriate, for
example, where the insurer’s business model and practices are sufficiently
substantiated as representative of the portfolio and similar information is used in
market valuations.

Decision usefulness

14.3.3 In the context of this standard, ‘decision useful means useful in making
judgments for solvency purposes. It should be recognised that, in valuing assets
and liabilities in a reliable manner, and in reducing the subjectivity in the valuation, it
may not be appropriate to eliminate subjectivity completely. A method that provides
a single value without the need for judgment may be less decision useful than one
that produces a range of reasonable values from which a value is selected by
applying judgment. A method that produces a decision useful outcome should take
precedence over one that does not.

14.3.4 In some jurisdictions, enforcement actions can only be based on objective
calculations. In those jurisdictions, an objective calculation should take precedence
over one based on subjective assumptions and methods. Supervisors may need to
provide greater specificity on assumptions (e.g. mortality and interest) and methods
for regulatory purposes. Specified methodology should include a margin for risk that
is appropriate for a valuation done for solvency purposes.

14.3.5 Decision useful values may be derived from a range of sources, including
market-consistent valuations, amortised cost valuations and other valuation
models, such as discounted cash flow projection models.

14.3.6 Where there is a market for an asset or liability in which prices are quoted
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useful value of the asset or liability in the large majority of situations. Typically, there
will be a range of market prices for the same item, and judgment will be needed in
determining the final value.

14.3.7 In some circumstances, a market price may not necessarily provide a
decision useful basis for a valuation. If the reference market is dysfunctional or
anomalous in its operation, a more reliable method of determining value based on
more normal conditions may be appropriate. Such circumstances may occur, for
example, if there is a high cost in making actual trades, trading is thin, independent
pricing sources are not available or are limited, or the market is subject to distorting
influences. The supervisor should evaluate such circumstances and as a result may
conclude that the use of an alternative economic valuation is appropriate.

14.3.8 Amortised cost could be a decision useful value for assets and liabilities
where it is a reflection of the amount the insurer will pay and receive over time, and
fluctuations in market values are not indicative of the insurer’s ability to meet its
obligations. Amortised cost may provide a pragmatic and decision useful value
when other valuation approaches are no more useful or reliable. It is useful to
complement such valuations with sensitivity and adequacy testing.

14.3.9 An insurer’s modelling of its assets and liabilities may also provide a decision
useful value. The reliability of model results is enhanced through the use of
insurers’ and supervisors’ best practices surrounding model governance, controls
and independent review. Supervisory comparisons or benchmarking of modelling
practices can further enhance the reliability of modelled results. Models can be
used to apply common measurement criteria across all risks (e.g. same
methodology, time horizon, risk measure, level of confidence, etc.)

14.3.10 The supervisor should evaluate the extent to which the time value and risk
adjustments add decision useful information. Where this is not the case, the
disclosure requirements may be relied upon. For liabilities subject to significant
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litigation uncertainty, it may not be appropriate to include estimates of time value
and risk in the reported liability, due to the unreliability of such adjustments.

Transparency

14.3.11 The solvency regime should be supported by appropriate public disclosure
and additional confidential reporting to the supervisor. For example, explicit
determination of the components of the technical provisions supports the objectives
of transparency and comparability and facilitates convergence. Standards for public
disclosure including the valuation of assets and liabilities for solvency purposes can
be found in ICP 20 Public Disclosure.

14.3.12 Insurers should provide sufficient information about the approaches they
have taken to the valuation of assets and liabilities, describing how the principles of
reliability, decision usefulness and consistency have been addressed. Transparency
facilitates understanding and comparability within and across jurisdictions.

14.4 The valuation of assets and liabilities is an economic valuation.

14.4.1 An economic valuation is a valuation such that the resulting assessment of
an insurer’s financial position is not obscured by hidden or inherent conservatism or
optimism in the valuation. Such an approach is appropriate in the context of
risk-based solvency requirements which satisfy these ICPs and standards and
shares their objectives of transparency and comparability.

14.5 An economic valuation of assets and liabilities reflects the risk-adjusted
present values of their cash flows.

14.5.1 An economic value should reflect the prospective valuation of the future cash
flows of the asset or liability allowing for the riskiness of those cash flows and the
time value of money. An asset or a liability may have both cash inflows and cash
outflows the net effect of which is a positive or negative value. Such a valuation is
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not necessarily determined directly using a discounted cash flow calculation. A
current quoted market value or a current sale or purchase value may also reflect
the prospective valuation of cash flows.

14.5.2 Supervisors should take into account all relevant information available about
current market assessments of value and risk and the principles, methodologies
and parameters used in the relevant markets for assessing the value of an asset or
liability.

14.5.3 The historic cost of an asset or liability may not reflect a current prospective
valuation of the future cash flows and may therefore not be consistent with the
current economic valuation of other assets or liabilities. Historic cost generally does
not reflect changes in value over time. However, amortised cost, which adjusts the
historic cost of an asset or liability over time, may reliably reflect the value of future
cash flows, when used in conjunction with an adequacy or impairment test.

14.5.4 Some jurisdictions utilise a subset of economic valuation known as
market-consistent valuation which is described further in Guidance 14.5.5 to
14.5.11. Some jurisdictions use a subset of economic valuation known as amortised
cost valuation which is described further in Guidance 14.5.12 to 14.5.15.

Market-consistent valuation

14.5.5 It may be appropriate to use market-consistent values for the economic
valuation of assets and liabilities. A valuation that is based upon principles,
methodologies and parameters that the financial markets would expect to be used
is termed a market-consistent valuation. Where a range of assessments and
approaches is evident from a market, a market-consistent valuation is one that falls
within this range.

14.5.6 It may be well known to financial markets that the approach taken to market
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assessments for some assets and some insurance liabilities or their components
uses modelling based on certain assumptions and techniques and portfolio specific
information as well as generally available data on insurance technical risks. A
calculation consistent with this approach would be market-consistent.

14.5.7 However, in exceptional circumstances there may be information additional
to that on market assessments from the wider economy that should be taken into
account e.g. where a market is anomalous, not operating effectively or is subject to
intervention from the relevant authorites. For example, where a
government/regulator intervenes in a major way e.g. by injecting money or taking
control. Such action may be in response to or the cause of distortions of supply and
demand in relevant markets so that values determined in a market consistent way
may also be distorted temporarily.

14.5.8 A market-consistent value may not then be appropriate and a different value,
which may, for example, be expected to be market-consistent under more normal
market conditions, may need to be determined to arrive at an economic valuation
for solvency purposes. The extent to which this is appropriate is likely to vary
according to market conditions in different jurisdictions. If such circumstances arise,
supervisors should provide guidance as to the appropriate values or adjustments
insurers should use for solvency purposes to reflect the risk-adjusted present value
of their cash flows and maintain consistency, decision usefulness, relevance and
transparency.

14.5.9 A sufficiently active market may exist for an asset or liability that in itself
provides a measure of value that is market consistent. For other assets and
liabilities or when the market becomes illiquid, there may be no direct measure of
value. However, relevant market information may be available regarding the
assessment of components of the rights, obligations or risks of the asset or liability.
If, for example, a component of the obligations of an insurance liability can be
replicated using financial instruments for which there is a reliable market value, that
value provides a reliable indication of the value for this component.
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14.5.10 The market-consistent value of an asset or liability may be determined
using different techniques, or a combination thereof. For example, in valuing
technical provisions:

- if the insurance obligations are traded in a sufficiently deep and liquid
market the observed prices may be used to arrive at a market
consistent value. The availability, decision usefulness and reliability of
the prices should be taken into account when deriving the market
consistent value;
if some or all of the cash flows associated with the insurance
obligations can be replicated using financial instruments, the market
value of the replicating financial instruments may be used as the
value of those cash flows;
if the cash flows associated with the insurance obligations cannot be
replicated perfectly, then the remaining cash flows may be valued
using a discounted cash flow model. To be market consistent, the
methodology used needs to deliver a proxy for market value based
on market consistent valuation principles and to reflect the
uncertainty or unavailability of market information.

14.5.11 This approach to valuation is sometimes termed the “components
approach”, under which risk components are valued at market value where such a
value is ascertainable, decision useful and reliable; other components may need to
be valued using marked-to-model methods. Separate components may, for
example, be identifiable for insurance contracts which have an investment or
deposit component and an insurance risk component. The components approach
helps to improve market consistency and reduce modelling error. It should be noted
that where there is no sufficiently deep liquid market from which to determine a
market consistent value for a risk component, the additional liquidity risk needs to
be considered.

Amortised cost valuation

14.5.12 It may be appropriate to use an amortised cost method for economic
valuation of assets and liabilities. Amortised cost methods determine the value of
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an asset or liability at any point in time as the present value of future cash flows
discounted at an appropriate interest rate, with an appropriate adjustment for risk.

14.5.13 The discount rate used in valuing assets under an amortised cost method
equates the present value of expected contractual cash flows with the amount paid
to acquire the asset. The price paid for an asset usually equals the market value at
time of purchase. Since the price paid reflects the risk of the instrument at the time
of purchase, an adjustment for the risk assessed at that time is automatically
included in the discount rate.

14.5.14 When valuing both assets and liabilities under an amortised cost method,
there is a close relationship between the discount rate and the provision for risk.
The discount rate used may be based on the expected vyield, after making
allowance for default, of the supporting asset portfolio. Other combinations of
discount rate and risk adjustment are possible.

14.5.15 When an amortised cost method is used, the values produced should be
evaluated for adequacy at least annually. For assets, when the asset has been
impaired to a significant degree, the carrying value of that asset should be adjusted
to reflect that impairment. For liabilities, the value should be tested at least annually.
When the liability value is found to be inadequate, it should be strengthened.
Adjustments should also be made to reduce any significant, undue conservatism
identified by the adequacy test.

14.6 The value of technical provisions and other liabilities does not reflect the
insurer’s own credit standing

14.6.1 To achieve consistent and reliable economic values of insurance portfolios
for solvency purposes, the value of technical provisions should not reflect an
insurer’'s own credit standing. Insurance obligations are required to be met to the
same level of confidence by all insurers in a jurisdiction and the value of an
identical portfolio held by different insurers should not depend on the insurer’s
credit standing. This also applies to the technical provisions of a reinsurer.
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14.6.2 However, the credit standing of a reinsurer should be taken into account
when considering the solvency of a ceding (re)insurer even if the contractual cash
flows are the same. The risk of reinsurer default could be covered either by the
regulatory capital requirements or adjustments made to the value of assets in
determining available capital. Alternatively, some allowance for the credit default
risk could be made in valuing the reinsurance asset directly.

14.6.3 The valuation of liabilities, other than technical provisions, should also not
reflect the insurer’s own credit standing.

14.6.4 Where the terms of the debt make it subordinate to the insurer’s obligations
in respect of insurance contracts, the value of the debt may reflect the lower
probability of repayment under subordinated debt and the lower capital needed to
cover the risk of non-payment.

14.7 The valuation of technical provisions exceeds the Current Estimate by a
margin (Margin over the Current Estimate or MOCE).

14.7.1 Technical provisions are assets or liabilities that represent the economic
value of the insurer fulfilling its insurance obligations to policyholders and other
beneficiaries arising over the lifetime of the insurer’s portfolio of insurance policies.
This includes a margin (Margin Over the Current Estimate or MOCE) to cover the
inherent uncertainty of those obligations.

14.7.2 The cash flows associated with fulfilling an insurer’s insurance obligations
include the premiums receivable, the claims payable under the insurance policies,
any other policy cash flows (e.g. future distributions under participating contracts)
and the future expenses of administering the policies.

14.7.3 Acquisition costs are usually a significant component of an insurer’s cash
flows. After acquisition costs have been paid future cash inflows may exceed future

BiR
1462 LHALEAL, FEZAZHEDXF Yy 2 70-DRLTHLO-THEHE
(B) RERBOVIAD S —% BT 558, BREEEDERAKELZEZEICAN
HERETHD. BRIRBOBHBELFAETDIRY X, RELOEREHEIEFAHTT
BREXRZHETET SR, EEMBEICSEASINI-RABRTHN—FTEIIENTEDS, GO
FHELELTIE, BREREEZEEFTMT A, YLy b-FTI24+ILE-JRY
12T BB HETIENTED,

1463 THOZALTOED 3 USNDOARBOFEE F-. RIREEFDIERIREE
FRBRITRETEAL,

14.6.4 fBAEHIZEY. BAESIRIRZHICET HEHRICH L TERT H5E.
LEHEAL DI ELEIL. $BREELE L TEVREEREZRMBL, TERTOVRIEH
N—TFB=HITBHELEREDELL LD ENHYED.

14.7 FHOZALTOED 3 D OEEIE. v —2rOBAE ITREKE ZEBET
% (BuEHstEEAb~v—Y Y, £1=E MOCE),

1471 THO/ZALTOED a3V, RERENRRBFORBREZNAR— LT+ UFD
FRAMIChHz > TRET HIRRENES LUV ZTOMOZIRE I T HRIREZHE
FEREITREMEZRTEEZTZFIEETHD. TnICE. ThoDEHBITHE
TETRHEERZWN—F 5O —Cr (RE#HFZERBADIY—DV, &
MOCE) WN&FEn b,

1472 REREBORBRZHEFEOBITICHES Fr v aT70—I2(F, IRARKRH.
RIRZHCE D K RIREIIL, EOMOZHIE DI FrvaTOo— (EHHR
BREMIZEDIFRDE LG E) BLIUVRRZNEED-ODFERDERNEEN
%o

1473 HBBIRXMILEE. RBREOX vy v 12 70—DEELERERTH S,
WBaAR bR, BEOXF Y Y 2 RANFEDFyy a2 THE#E

166/494)
:wﬂﬁxgwﬂxﬁﬁﬁw%%&ﬁ~—%ﬁﬂikaxﬁ%ﬁ@mﬁﬂuT,%mﬁﬁﬁﬁuﬂﬁh%m%f%ﬁ?%:tﬁﬁWEW&LT“&E%JNSwﬁﬁﬁﬂﬁiéfﬁiﬁmiﬁﬁwit\ﬁﬁﬁﬁﬁ%%%ttﬁms@EX
(2011 £ 10 Ak, 2012 £ 12 B ICP9 E#7. 2013 4 12 B ICP22 F#7, 2015 % 11 A ICP4.5.7.8.23. 25 BN #EELI-EDTHY . BHBRXELS VRSN RES S AT I LIZKURE T ILNLEEIEEPLISTIILEIC
BLT. 42— YOBEEEVEL A,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation. Copyright of the Japanese translation is reserved by the GIAJ.



SONPO
SUINEU

"3
cash outflows.

14.7.4 Because an insurer’s obligations under an insurance policy are inherently
uncertain as to amount and/or timing, the present value of the cash flows
associated with fulfilling them has a range of possible values with varying
probabilities. The probability-weighted average of these present values is their
expected present value (also called the statistical mean) and is termed the “current
estimate of the cost of meeting the insurance obligations” (Current Estimate).
Actuarial and statistical techniques may be used in determining the current
estimate, including deterministic, analytical and simulation techniques.

14.7.5 In addition to covering the cash flows associated with fulfilling insurance
obligations, an insurer incurs the cost of covering the uncertainty inherent in those
cash flows (e.g. through holding capital, or through hedging, reinsurance or other
forms of risk mitigation). Insurers are required to maintain an amount such that the
obligations under insurance policies will be fulfilled with the claimant or beneficiary
when they fall due. In principle, therefore, an economic value of the technical
provisions exceeds the current estimate of the cost of meeting the insurance
obligations by an amount covering this uncertainty. This excess is the MOCE.

14.7.6 Where, for example, capital is required to give the level of confidence
required by the solvency regime, the technical provisions should at minimum also
cover the cost of holding that capital. In these circumstances, the MOCE might be
seen as a provision for rewarding the capital committed to the business over the
outstanding lifetime of the policy. As the uncertainty reduces over time, so the
MOCE will also reduce, gradually releasing it from the technical provisions. Equally,
as uncertainty reduces, the required capital would also reduce in line with the
revised risk profile.

14.7.7 It may not be necessary, in practice, to determine the current estimate and
the MOCE separately. The solvency regime should require any method by which
technical provisions are valued to be such that the value includes an explicit or
implicit margin over the current estimate. For example, a reliable market valuation
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by reference to a sufficiently deep and liquid market may be expected automatically
to include a MOCE.

14.7.8 A model which includes in its calculations an allowance for uncertainty up to
the level of confidence required by the solvency regime is also capable of
calculating the technical provisions directly. However, in this case, supervisors
should consider whether the current estimate and MOCE should be separately
reported to help ensure that technical provisions are consistent and reliable.

14.7.9 A change in underlying data or assumptions generating a change in current
estimate and MOCE should be disclosed and justified so that consistency, reliability
and relevance may be maintained and arbitrary changes over time are avoided.

14.8 The Current Estimate reflects the expected present value of all relevant
future cash flows that arise in fulfilling insurance obligations, using
unbiased, current assumptions.

14.8.1 The current estimate should reflect all future cash flows under an existing
insurance contract to the extent that they are integral to the fulfilment of the
obligations under that contract. This encompasses all cash flows, including
non-guaranteed optional or discretionary cash flows, where they are established as
stemming from the contractual relationship between the insurer and the
policyholder. This reflects the commercial substance of the contract and therefore
reflects economic reality.

14.8.2 An insurance contract should be considered as a whole. In particular, where
the contract provides for the payment of future premiums, such premiums are
integral to the fulfilment of the obligations under that contract. Neither the company
nor the policyholder is able to deal with one without simultaneously dealing with the
other. To recognise one, the other must also be recognised. Valuation of the
insurance liability requires consideration of all of the associated cash flows,
including the contractual, premium inflows. The uncertainty associated with those
cash flows along with that of the other relevant cash flows are reflected in the
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probability weightings applied in calculating the current estimate.

14.8.3 To give clarity as to what constitutes an insurance contract for solvency
purposes, the supervisory regime should specify the boundaries for insurance
contracts which define the relevant cash flows to be included in determining the
current estimate. The insurance contracts are subject to the following boundary
constraints, if they exist:
contractual termination as extended by any unilateral option available
to the policyholder, or
the insurer having a unilateral right to cancel or freely re-underwrite
the policy, or
both the insurer and policyholder being jointly involved in making a
bilateral decision regarding continuation of the policy.

14.8.4 The first boundary constraint excludes new business arising from the
“rolling-over” of the existing contract, except where such “roll-over” is due to the
exercising of an explicit option available to the policyholder under the current
contract. Contractual cash flows arising from policyholders’ unilateral in-the-money
options to extend the contractual termination date should be included. The current
estimate should allow for the expected rate of exercising such options. This
boundary constraint also excludes additional voluntary contributions premiums,
except where provided for as a unilateral option under the contract. For insurance
contracts with variable premiums (such as universal life contracts), the cash-flows
should include voluntary contributions above the minimum required to the extent
that there are guarantees, under the current contract e.g. no-lapse and premium
rate guarantees. The current estimate should reflect the expected rate of payment
of additional contributions and the expected level of such contributions.

14.8.5 The second boundary constraint clarifies that future cash flows arising from
events beyond the point where the insurer can unilaterally cancel the contract — for
example, by re-underwriting are not included in the valuation. This is the case with
most non-life insurance contracts which are typically written for only one year.
Although there might be a high expectation that they would be renewed, the insurer
is not bound to do so, and accordingly only cash flows arising in respect of the
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currently in-force or in run-off contracts, are included for valuation purposes,
whereas the impact of new business might be considered in capital requirements or
capital resources by the solvency regime. By contrast, future cash flows under a life
or disability contract which the insurer cannot unilaterally cancel should be
included, even if the future premiums under such a contract are planned to
increase, or able to be varied by the insurer in respect of the entire class of
contracts without individual underwriting.

14.8.6 The third boundary constraint clarifies that even if the policyholder has an
option to continue or increase the contract, if it requires the insurer’s consent then
cash flows arising from events beyond that point should not be included for
valuation purposes, whereas the impact of new business might be considered in
capital requirements or capital resources by the solvency regime

Discretionary payments

14.8.7 Some insurance contracts give the policyholder both guaranteed benefits
(e.g. a minimum amount payable on death and/or maturity or any insured event)
and for example, a right to participate in the performance of the relevant class of
contracts, related assets or both. The insurer has some discretion over the amount
or timing of the resulting distributions to policyholders, but there are often
constraints over that discretion.

14.8.8 When establishing the future cash flows to include in the determination of
technical provisions for solvency purposes, consideration should therefore be given
to all payments whether or not these payments are contractually guaranteed under
an insurance contract. For example, future discretionary bonuses which the insurer
expects to make should be included.

14.8.9 In view of the wide variety of participating contracts and legal frameworks in
different jurisdictions, supervisors should establish criteria appropriate to their
jurisdictions for the allowance of discretionary elements associated with
participating contracts in the valuation of technical provisions. These should
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nonetheless reflect the principles of a consistent, reliable and economic valuation
and those that apply more specifically to technical provisions, as discussed in this
ICP.

14.8.10 In many jurisdictions, accumulated profits attributable to a class of
policyholders are accounted for separately by the insurer. Where such accumulated
profits can be used to absorb losses to protect policyholder interests in a period of
stress, they may possess all the characteristics of capital and may hence be
recognised in the determination of capital resources for solvency purposes. In such
a case, it is important to ensure that the criteria established by the solvency regime
for the allowance of future discretionary benefits in the valuation of technical
provisions are compatible with the criteria for determining capital resources in order
to achieve a consistent overall assessment of the solvency position of the insurer.

Unbiased current assumptions

14.8.11 Unbiased current assumptions are derived from a combination of relevant,
credible experience as well as judgment about its expected future development,
e.g. improving mortality rates, inflation of expenses that neither deliberately
overstates nor understates the expected outcome. Reconsideration of data and
assumptions should occur every time the technical provisions are valued, with
revisions made as appropriate to ensure data and assumptions remain appropriate
to current conditions.

14.8.12 Observable data, such as interest rates, financial market prices and
inflation rates may be expected to be different each time the current estimate is
determined. In particular, cash flows are sensitive to inflation rates. Where
assumptions are derived from observed values in the market, these should be the
observed values current at the date of the valuation.

14.8.13 Regular experience analysis, considering the individual entity and relevant
industry experience where appropriate, should be undertaken to support the
assumptions used for insurance technical risks. Where assumptions depend on the
results of such experience analyses, the most recent experience for the portfolio
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need not necessarily represent the most credible current assumption for that
portfolio. Greater credibility may be achieved by the analysis of several years'
experience, smoothing out fluctuations in experience and allowing appropriately for
any trends in experience that may be evident. However, care should also be taken
that historical experience remains relevant to current conditions.

14.8.14 Where the credibility of an insurer’s own experience is low, for example for
a small or new portfolio of insurance contracts, assumptions based on the relevant
industry experience are likely to be more decision useful as a basis for projecting its
cash flows.

14.8.15 The assumptions used should, in principle, reflect the characteristics of the
portfolio rather than those of the particular insurer holding that portfolio. However, it
is important to note that, in practice, the characteristics of the portfolio underwritten
by an insurer may reflect aspects of an insurer’'s specific business practices,
particularly with regard its underwriting, claims handling and expenses.
Company-specific information may be appropriate, for example, where the insurer’s
business model and practices are sufficiently substantiated as representative of the
portfolio and similar information is used in market valuations.

14.8.16 With respect to expenses, the insurer's own expense experience in
managing a portfolio is likely to be relevant in determining an economic value.

14.8.17 Acquisition costs are typically a major component of an insurer’s expenses.
For most insurance contracts, acquisition costs will already have been incurred so
that future cash flows include only maintenance and claims costs. An appropriate
analysis of the insurer’ s expense experience is needed to separate out acquisition
costs in order to model future expenses. Care is needed to allow for expenses that
do not vary directly with the level of new business so that expenses that will
continue to be incurred for a period if new business ceases are taken into account.

14.9 The MOCE reflects the inherent uncertainty related to all relevant future
cash flows that arise in fulfilling insurance obligations over the full time
horizon thereof.
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14.9.1 Different methods may be used in practice to measure risk. For some risks,
observable market prices for risk may be available. In choosing a methodology, due
consideration should be given to the nature of the risks being measured. Other
approaches being considered around the world include quantile, conditional tail
expectation, cost of capital and explicit assumption methods. Where a mixture of
appropriate methods is used, a consistency check should be considered.
Calibration of the methods used should reduce the effect of methodological
differences to a level sufficient to enable reliable solvency assessment to be
undertaken. At present, there is no one common methodology. In practice, the
results from different methods will not be identical and calibration and consistency
checks should be applied so that methodological differences are reduced to an
acceptable level for solvency assessment purposes. Once established, the
methodology should not be changed from one valuation to the next unless there is
a reasonable rationale for change.

14.9.2 The margin over current estimate (MOCE) represents an estimated measure
of the uncertainty inherent in the cash flows associated with fulfilling an insurer’s
insurance obligations. To achieve a consistent, reliable and decision useful
valuation, the margin over current estimate should consider all of the inherent
uncertainty attached to the policy obligations over the full period of those
obligations i.e. the variability of all relevant future cash flows to the extent to which
this uncertainty is borne by the insurer and not the policyholder.

14.9.3 Only risk inherent to the policy obligations should be reflected in the MOCE.
Other risks should be reflected in regulatory capital requirements. Where risks are
reflected in both the MOCE and regulatory capital requirements to provide an
overall level of safety, double counting should be avoided as far as practical.

14.9.4 In some jurisdictions it may be considered appropriate, due to inherent
uncertainty in policy obligations and profit, that no component of premium related to
such considerations should be recognised in profit at the inception of a contract. In
those jurisdictions, the inherent uncertainty is effectively represented by the
difference between premium received and the Current Estimate. Other jurisdictions
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may take the view that one of the other methodologies described in this document
provides a decision useful separate estimate of the level of uncertainty in
determining the MOCE and may therefore allow potential gain at issue to be
recognised.

14.9.5 It is important to be clear about the extent to which risk factors should be
reflected when valuing the MOCE and to what extent. It is appropriate to
differentiate between the risks specific to the portfolio of insurance obligations and
the risks associated with the operations of the particular insurer. Risks that are
portfolio specific are inherent to the policy obligations and should be taken into
account in the MOCE.

14.9.6 In determining the appropriate methodology for determining the MOCE in a
solvency regime, the supervisor should consider the extent to which possible
methodologies promote transparency and comparability between insurers and
insurance markets.

14.9.7 An appropriate method for the determination of the MOCE would be
expected to exhibit the following characteristics:
- Insurance obligations with similar risk profiles have similar MOCEs;
The less that is known about the cash flows; the higher the MOCE;
For the same level of probability, risks with higher impact have higher
MOCEs than those with lower impact;
Risks with low frequency and high severity will generally have higher
MOCEs than risks with high frequency and low severity;
For risks of the same or a similar nature, contracts that persist over a
longer timeframe will have higher MOCEs than those of shorter
duration;
Risks with a wide probability distribution have higher MOCEs than
those risks with a narrower distribution; and
To the extent that emerging experience reduces uncertainty, MOCEs
should decrease, and vice versa.
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14.9.8 In establishing appropriate criteria or methods for determining the MOCE,
the supervisor should consider the diversification of the inherent risk factors
reflected in the MOCE.

14.9.9 Consideration should be given to the segmentation of the insurance policies
of the insurer into separate portfolios and the impact this has on the diversification
of inherent risk factors that is taken into account. Segmentation, e.g. by line of
business, may be undertaken for calculation purposes and may mean that
diversification within portfolios is taken into account in the MOCE but diversification
across portfolios is left out of account. The calculation method may also mean that
diversification within portfolios is only partially taken into account. Any residual
diversification within portfolios and all diversification across portfolios could for
example be addressed as an offset to regulatory capital requirements, if
appropriate. The MOCEs for the total business of the insurer would simply be the
sum of the MOCEs of its portfolios.

14.9.10 Where an element of an insurance liability, i.e. an insurance obligation or
risk in whole or in part, can be replicated or hedged by a financial instrument which
has a reliable value, the value of that instrument provides a reliable value for that
element of the liability including an implicit MOCE. In practice, such hedging is
rarely perfect in all scenarios and there are some differences between the
insurance cash flows and those of the replicating instrument which need to be
valued separately. Where a model is used for this valuation, calibration of the model
to the value of hedging instrument used is likely to assist in achieving overall
consistency and reliability. Such practice should be encouraged by supervisors.

14.10 The valuation of technical provisions allows for the time value of
money. The supervisor establishes criteria for the determination of
appropriate rates to be used in the discounting of technical provisions.

14.10.1 The solvency regime allows for the time value of money to be recognised in
the determination of technical provisions and should establish criteria for the
determination of appropriate interest rates to be used in the discounting of technical
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provisions (discount rates). In developing these criteria, the supervisor should
consider the following:

the economics of the insurance obligations in its jurisdiction including
their nature, structure and term; and
the extent (if any) to which benefits are dependent on underlying

assets.

14.10.2 The criteria for determining appropriate interest rates to be used in the
discounting of technical provisions should recognise that the appropriate interest
rates may not be directly observable and apply adjustments based on observable
economic and market data of a general nature as appropriate.

14.10.3 To the extent that a risk is provided for elsewhere in the balance sheet by
alternative means, there should be no allowance for that risk in the chosen discount
rates.

14.10.4 As the discount rates should reflect the economics of the insurance
obligations, any observed yield curve should be adjusted to account for differences
between the economics of the observed instrument with those of the insurance
obligations.

14.10.5 The criteria should also allow appropriate interpolation and extrapolation for
non-observable market data and maturities. To provide for consistent, reliable,
economic values, the criteria for discount rates should utilise the entire interest rate
term structure.

14.10.6 In principle, if an investment has a reliable market value and fully replicates
or hedges an element of the insurance obligations or risks, such a value is
presumed to reflect the time value of money.

14.11 The supervisor requires the valuation of technical provisions to make
appropriate allowance for embedded options and guarantees.

14.11.1 The determination of the current estimate and MOCE should make explicit
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allowance for any options of the policyholder or insurer and for guarantees
embedded in the insurance contract, such as guaranteed minimum benefits and
interest rate guarantees. The method used to value embedded options and
guarantees should be appropriate to the nature, scale and complexity of risk and
may include stochastic simulation or simplified methods as appropriate.

14.11.2 An important policyholder option is the option to lapse and, for some life
products, to receive payment of a surrender value. Explicit allowance for lapses and
surrenders should be incorporated in the projections of future cash flows that are
used to determine technical provisions. The risks of lapse and surrender need to be
considered over the full time horizon of the insurance contract. Historical
experience of lapses and surrenders is decision useful in considering the setting of
assumptions about future experience used for calculating a current estimate and
MOCE. The uncertainty associated with lapses and surrender may not be fully
diversifiable across insurance contracts as the level of lapses and surrenders may
depend on economic conditions or perceptions about the performance of the
insurer which apply generally to policyholders. This is offset by variations in
policyholders’ responses to such conditions or perceptions and their personal
motivation for lapse and surrender. Such factors should be taken into account when
assessing the risk of lapse and surrender.

14.11.3 Technical provisions are not required to be subject to a surrender value
floor equal to the total surrender values payable if all policies were to surrender
immediately. Such an approach would not be an economic valuation as the effect of
surrenders is already allowed for in the technical provisions by incorporating
assumptions about the future rate of surrender and associated risks. However, in
the determination of the overall financial requirements for solvency assessment
purposes, a form of surrender value minimum may be considered appropriate, to
provide additional protection in the event of a high level of surrenders. This should
be reflected in regulatory capital requirements, as appropriate.
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ICP 15 Investment

The supervisor establishes requirements for solvency purposes on the
investment activities of insurers in order to address the risks faced by
insurers.

Introductory Guidance

15.0.1 This ICP does not directly apply to non-insurance entities (regulated or
unregulated) within an insurance group but it does apply to insurance legal entities
and insurance groups with regard to the risks posed to them by non-insurance
entities.

Basis for establishing regulatory investment requirements

15.1 The supervisor establishes requirements that are applicable to the
investment activities of the insurer.

15.1.1 The nature of insurance business necessitates the establishment of
technical provisions and loss-absorbing capital. This, in turn necessitates the
investment in and holding of assets sufficient to cover technical provisions and
capital requirements. The quality and characteristics of an insurer’s asset portfolio
and the interplay and interdependence between the insurer's assets and its
liabilities are central to an assessment of an insurer’s solvency position, and hence,
are important aspects to be addressed by the supervisor and for an insurer to
manage.

15.1.2 There are various reasons for insurers to make investments (e.g. capital
appreciation, hedging or cash flow expectation) and there is a wide variety of
assets that insurers may invest in, with the risk profiles of different investments
varying widely. Some assets, such as equities and property are subject to
unpredictable short term price movements. Other assets such as corporate and
government bonds have fixed or defined income, with uncertainty related to the
price at which these assets can be sold before maturity and the extent to which the
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counterparty is able to make fixed income payments and repay the principal. Unless
restricted, derivatives may be used for speculative or hedging purposes and some
may be subject to wide variations in their value and involve unlimited commitments.

15.1.3 Financial requirements are not sufficient by themselves to ensure solvency
and should be complemented with appropriate quantitative and/or qualitative
requirements limiting/regulating the investment risks that are taken by the insurer.
This guards against the possibility that the regulatory capital requirements and the
insurer’s own risk and solvency assessments do not fully cover the risks inherent in
those activities.

15.1.4 In establishing regulatory investment requirements, factors considered may

include:
the overall quality of risk management and governance frameworks
in the insurance industry in the jurisdiction;
the way in which the quality of capital resources is addressed by the
supervisor, including whether or not quantitative requirements are
applied to the composition of capital resources;
the comprehensiveness and transparency of disclosure frameworks
in the jurisdiction and the ability for markets to exercise sufficient
scrutiny and impose market discipline;
the development of relevant investment and capital markets locally
and internationally and the range of available financial instruments;
the cost of compliance, the impact on innovation and the effect on the
efficiency of industry practices keeping in mind that the protection of
policyholders is the main focus of prudential regulation;
noting that insurers compete with other financial services institutions,
the requirements on the investment activities of other financial
services entities, including banks; and
the level of prudence and risk-sensitivity of the regulatory solvency
requirements and the risks that they cover.

15.1.5 Regulatory investment requirements may take many forms and may
influence the investment strategies of the insurer. Requirements may be

rlllllqL

TTINT 4 TEERTHIEEAREREDN. ZTOFFMEBICKELE S DENELS
Y, BERDIIY FAVMEESHEENH D,

15.1.3 BBEHLETTRYILRDO—FHERTHIZEF+HTHY .. RIEFHE
BEEVRY EHIB /AT 5EUNEEENEEIEENEEH D WLIEXZTDOMEAT
FATEINEIREZETHS, InITLY., RALOEBEXREHLGLVICRIREOBEHRY R
IBELUVBHYIMLR S —DFEN N SDFEIZABIND IRV EREICH
N—LEBEWI LIZHT 2RELL D,

15.1.4 RELDBREBEHEZEDIRICEEIARZTERELTE. UTDELS%HD
DRBIFS5NDB,
- BERBANORBRERICETDIVRIEBBIUANFT VR TL—

LO—9 DOekinE
BRI —ADERIEENEGNBERIATNEINELZEDH., B
BEIZCLEDZERY—XDEORY hbhA
EEREBICETEITARAIA—Cy - JL—LT—Y DOEENEEEH
. BEU. THEHNTHLBERETL., TIGREEET LN TES
BESD
EA-BRLANIILTORERES L UVEATEORRE. £, FIAT
BE7E £ Rt S D &
REEZHERENTLTUOOYIILREDOEIBETHDEEEELD
D, AVTISATUVADAR M, A1/ R—=2 3 VIR TEEESLV
EREBITONE~ADEE
RIEENMbDERMY—EXEBELEBREBRICHDIZLICTEEL, RIT
FEUTOMEMY—ERBEROKRETHCET IEH
HHEDVYILRO—BEHDOEEEHE VR IBREE,. BLU, hb
EHADN—FBYRY

15.1.5 RELOREZHEISHLGHBEZRY. RIREOREHICZET 50D
LhEly, BHEFL—IA—XT, RIREQOEEEHICET HIEANLTIL—ILHD

179/494)
:wﬂﬁxgwﬂxﬁﬁﬁw%%&ﬁ~—%ﬁﬂikaxﬁ%ﬁ@mﬁﬂuT,%mﬁﬁﬁﬁuﬂﬁh%m%f%ﬁi%:tﬁﬁ%EW&LT“&E%JNSwﬁﬁﬁﬂﬁngﬁi§M$ﬁﬁwit\§%ﬁﬁﬁ%%%ttﬁms@EX
(2011 4 10 AKR. 2012 £ 12 A ICP9 E#i. 2013 £ 12 A ICP22 E#f. 2015 £ 11 A ICP4. 5. 7. 8. 23, 25 B8 £ERLI-EDTHY . UHMRX B LUVERSN - RENHERAT HTLICEYRET BLARHIEEORST LEIC

BELT. 4B F—VU0EEEEVEREA,

This Japanese translation is prepared by the General Insurance Association of Japan (GIAJ). It is not an official IAIS translation.

Copyright of the Japanese translation is reserved by the GIAJ.



SONPO
>A—Ab e

[RXX
rules-based, setting out specific rules or restrictions on the investment activities of
the insurer. For example, the requirements may set out quantitative limits on the
asset types in which the insurer can invest. Alternatively, requirements may be
principles-based, such that there is no specific restriction on the asset strategy
taken by the insurer, as long as defined principles are met.

15.1.6 Regulatory investment requirements may be a combination of rules-based
and principles-based requirements, setting out some specific rules or restrictions
and some principles with which the insurer’s investment strategy should comply.
Broadly, regulatory investment requirements should provide the basis and
incentives for the implementation of effective risk management by the insurer.

15.1.7 Rules-based requirements may be used to prohibit or limit specific classes of
investment. Such requirements may be used, for example, for classes that have
very volatile payouts, such as commodities, certain derivatives, asset classes
where the counterparty is below a certain credit rating, unsecured loans, unquoted
shares and exposures to closely related companies. Rules may also be defined to
restrict exposure to any single counterparty, group, or homogeneous risk group
(such as industry and geographical area) to, for example, a defined percentage of
the total assets or capital base. Such rules or restrictions may either be applied
directly to the investments or lead to charges to or deductions from available capital
which act as a disincentive to investment in risky assets or high concentrations in
particular assets rather than as a prohibition.

15.1.8 Rules-based requirements may be relatively easy to enforce by supervisors,
as there is limited scope for different interpretations of the rules. Similarly, they may
be more readily explainable to a court when seeking enforcement of supervisory
action. A further advantage of rules-based requirements is that the supervisor is
able to prohibit or deter the insurer from investing in an asset class that it believes
is not appropriate for it to hold.

15.1.9 However, rules-based regulatory requirements may stifle innovation and may
restrain the insurer from holding the assets that it believes are most appropriate for
meeting its financial objectives. For example, an insurer may want to use
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derivatives in a hedging strategy to protect it from adverse market movements, but
derivatives may be on the list of restricted assets. This may result in an ineffective
risk management process, or prevent the insurer from developing innovative
contracts to meet policyholder needs. Also, since the nature of business and
structure of liabilities differ among insurance companies, a uniform rule-based
regulatory requirement on investment, which is applicable to all insurers, may
discourage insurers from developing their own risk management.

15.1.10 One advantage of principles-based requirements is that there is more
flexibility for the insurer in its choice of particular investments and therefore to follow
an investment strategy that it believes is the most appropriate to its risk profile, risk
tolerance and overall financial objectives. The insurer will be able to select and
follow the investment strategy to best manage its investment risks. Another
advantage of principle-based requirements is that they may not need to be revised
so frequently in response to innovations in the investment market. A potential
disadvantage of a solely principles-based investment regime is that it may allow
certain innovative investments which prove to be riskier than originally assessed. It
may also be more difficult for the supervisor to take enforcement actions as
principles-based investment requirements admit some scope for differences in
interpretation.

15.1.11 The supervisor should establish investment requirements having regard to
such requirements applied in other, non-insurance, financial sectors. It is important
that requirements are consistent to the extent possible, in order to prevent groups
from transferring assets between the entities in the group to take advantage of
regulatory arbitrage. Consistency of regulation between sectors assists in
maintaining a level playing field and enhances fairness. However, such
requirements should take into account the differences in risk profiles and risk
management between sectors.

Additional guidance for insurance groups

15.1.12 For insurance groups, the supervisor should specify how investments
should be aggregated for the purposes of regulatory investment requirements that
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apply to the group and consider appropriate restrictions on intra-group transactions,
for example, to limit contagion or reputational risk. Issues to be considered may
include exposures to related counterparties and the exposures arising from
investments in subsidiaries and interests over which the insurer has some
influence. In stress situations there will tend to be greater restrictions on
movements and realisation of investments within the group. The regulatory regime
may therefore require contractual evidence of the ability to access assets for
solvency purposes before allowing their inclusion for group purposes.

15.2 The supervisor is open and transparent as to the regulatory investment
requirements that apply and is explicit about the objectives of those
requirements.

15.2.1 Openness and transparency of the supervisory investment requirements are
required to facilitate its effective operation. The supervisor should be explicit as to
the objectives of setting regulatory investment requirements. This is particularly
important with regard to the consistency of such requirements with other building
blocks of the regulatory solvency assessment of the insurer, such as the valuation
of assets and liabilities, the calculation of regulatory capital requirements and the
determination of available capital resources.

Additional guidance for insurance groups

15.2.2 A supervisor for insurance groups should be explicit as to the requirements
that apply both on a group-wide basis as well as to insurance legal entities within
the group and should address issues specific to groups, such as requirements for
liquidity, transferability of assets and fungibility of capital within the group.

15.2.3 In respect of group solvency, transparency allows appropriate comparisons
with other solvency requirements. The openness and transparency of the regulatory
investment requirements in the jurisdictions in which an insurance group operates
also facilitates the effective individual solvency assessment of insurers which are
members of the group and its corresponding group-wide solvency assessment.
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Regulatory investment requirements regarding asset portfolio

15.3 The regulatory investment requirements address at a minimum, the
Security;
Liquidity; and
Diversification;

of an insurer’s portfolio of investments as a whole.

15.3.1 The supervisor should require the insurer to invest assets in such a manner
that, for the portfolio as a whole:
- assets are sufficiently secure;
payments to policyholders or creditors are able to be made as they
fall due (liquidity);
assets are held in the appropriate location for their availability; and
assets are sufficiently diversified.

15.3.2 Insurance legal entities should be able to demonstrate that they meet the
regulatory investment requirements as well as enterprise risk management
requirements.

Additional guidance for insurance groups

15.3.3 In addition to meeting the qualitative and quantitative investment
requirements at an insurance legal entity level, the insurance group should monitor
investment risk exposures on an aggregate basis for the group as a whole.

15.3.4 The investment requirements should consider cases where losses from
investments made by entities of an insurance group have the ability to weaken
another entity or the group as a whole through intra-group investments (for example
if there is explicit or implicit support from another entity).
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15.3.5 The assets of an entity within an insurance group may include participations
or investments in another entity within the same group. Appropriate investment
requirements should apply to such investments or participations which have
particular regard to their lack of liquidity. Relatively small holdings in another
insurance group entity which does not give the investor control over the investee
may, for example, be subject to the same requirements that apply to investments in
entities external to the group. On the other hand, for larger holdings which give the
investor control or significant influence over the investee, consideration should be
given to aggregating the assets of the investee with those of the investor for the
purposes of applying investment requirements. This is done so that adequate
security, liquidity and diversification are maintained and that the investor, using its
control over the investee, ensures the investee’s investment activities are
consistent with its own investment policy.

Security

15.3.6 The supervisor requires that the insurer’s investments are sufficiently secure
both individually and for the portfolio as a whole. A sufficient degree of security of
investments is essential so that obligations to policyholders can be met. The
security of an investment is related to the protection of its value and to the
preservation of its economic substance. Hence it may be necessary to establish
regulatory investment requirements to restrict the insurer’s selection of, and/or
exposure to, investments that have low security or whose security is difficult to
assess reliably.

15.3.7 The security of an investment is affected by the risk of default of a
counterparty with which the investment is made, as well as the risk that it will lose
its value (including currency risk, discussed in Guidance 15.4.1). Security is also
affected by the safekeeping, custodianship or trusteeship of its investments. The
insurer should ensure that its overall portfolio is sufficiently secure.

15.3.8 Where external credit ratings of the investment are available, these may
assist the insurer in determining the security of the counterparty and the associated
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ratings and, where appropriate, conduct its own due diligence to assess the
counterparty credit risk exposure. The supervisor may also establish requirements
on the appropriate use of credit ratings by the insurer to ensure a sufficient degree
of security of investments.

15.3.9 To assess the security of its investments, it is important that the insurer is
capable of assessing the nature, scale and complexity of the associated risks. This
may be difficult in cases where there is a lack of transparency as to the underlying
risk profile of an investment. This may be the case for indirect investments through
a collective investment fund or for investments in more complex financial
instruments such as structured asset products. When an insurer invests in some
markets, there may also be a lack of transparency or clarity in respect of the
market, regulatory and legal systems that apply and the degree of protection that
they provide.

15.3.10 For those assets which are lacking in transparency, the risk profile should
be carefully analysed by the insurer. The insurer should look through to the
underlying exposure of the investment as far as possible as well as considering the
additional risks introduced by and inherent in the investment structure. For
example, additional legal risks may arise if investments are located outside of the
insurer’'s operating jurisdictions. Potential obligations to make future payments
under the assets should be identified and adequately covered.

15.3.11 The security of derivative products should be evaluated by taking into
account the assets underlying the derivative, as well as the security of the
counterparty providing the derivative, the purpose for which the derivative is held
and the cover (such as collateral) the insurer has for exposures under the derivative
contract. In some cases, counterparties may provide collateral to improve security
by giving the insurer the right to the collateral if the counterparty fails. Similarly, the
security of investments may be improved by guarantees from more secure third
parties.

15.3.12 Some investments that are not themselves derivatives may embed a
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itself. Some commitments may be transacted through Special Purpose Entities
(SPEs) which may be “off-balance sheet” in some jurisdictions. Such commitments
which are similar to derivatives have similar security issues and the regulatory
investment requirements should address these commitments in a consistent
manner.

15.3.13 When an insurer lends securities, it must consider both the risk inherent in
the counterparty to which the securities are lent and the risk of the securities
themselves. The insurer should seek to ensure that securities lending transactions
are appropriately collateralised (with suitably frequent updating) and should
recognise that lending a security does not mitigate the risk it poses to the insurer,
even if doing so removes the security from the balance sheet. Care should be taken
by the insurer when investing the collateral it holds that it will continue to cover the
lending under adverse market conditions and that it will be returnable in the
required form when due.

Additional guidance on security for insurance groups

15.3.14 The supervisor should make appropriate allowance for the possibility of an
aggregation of exposures in an insurance group compounding security issues that
may be relatively less important when considered at individual entity level.
Correspondingly, the supervisor should guard against a group investing in assets
that are not secure and which may then be distributed around the group to avoid
investment restrictions, by requiring appropriate consolidated disclosure.

Liquidity

15.3.15 The insurer is required to pay benefits to the policyholder when the benefits
become due. In order to do so, the insurer needs to have available assets which
can be used to generate cash when it needs to do so. This includes disposal of
assets for an amount (in the relevant currency) equal to the value it ascribes to that
asset in addition to cash from income on assets that the insurer retains.

15.3.16 The ability of the insurer to remain in a liquid position may be adversely
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impacted if, for example, the insurer pledges or hypothecates its assets, it
experiences an unexpectedly large claim, there is an event resulting in many claims
or a derivative needs to be serviced. A large cash outflow may impact the liquidity of
the insurer leaving it with less liquid assets to make other policyholder payments.

15.3.17 The ability to realise or liquidate an investment at any point in time is
important. For example, where an investment is made in a closed fund, it would
usually not be possible to resell the interest in the fund. This may also impede the
security of the investment in terms of its ability to settle obligations towards
policyholders. Similar considerations would need to be given for property used by
the insurer which might be hard to liquidate without disrupting its operations.

Additional guidance on liquidity for insurance groups

15.3.18 The legal and practical impediments to cross-border movement of assets
should also receive due regard. It is unlikely that available capital, however liquid
within a jurisdiction, will be perfectly mobile across jurisdictional borders,
particularly in a crisis. Therefore insurers and home and host supervisors should
have due regard to the nature of the potential legal and practical impediments to
cross-border transfer of assets as well as any potential effect those impediments
might have, particularly in a winding up.

15.3.19 Group issues are also relevant when managing liquidity risk both in terms
of the availability of additional liquidity and the possible need to provide liquidity
support to other parts of the group.

15.3.20 Very often, the entities within a group engage in intra-group transactions
(e.g. swaps, inter-company loans) in order to offset risks that exist within different
parts of the group, or so that more mature businesses may support growing
businesses within the group. Such transactions should be done using appropriate
transfer pricing based on current market conditions so that there is appropriate
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the group as a whole.

15.3.21 Liquidity of assets and fungibility of capital are especially important if the
group relies on diversification between entities without each entity being fully
capitalised on a stand-alone basis (where the supervisor allows this scenario).

Diversification

15.3.22 Diversification and pooling of risks is central to the functioning of insurance
business. To mitigate the risk of adverse financial events, it is important that the
insurer ensures that its overall investment portfolio is adequately diversified and
that its asset and counterparty exposures are kept to prudent levels.

15.3.23 It is useful to draw a distinction between diversification within a risk
category and diversification between risk categories. Diversification within a risk
category occurs where risks of the same type are pooled (e.g. shares relating to
different companies). It is related to the statistical property that the volatility of the
average of independent, identically distributed random variables decreases as the
number of variables increases. Diversification between risk categories is achieved
through pooling different types of risk. For example, where the insurer combines
two asset portfolios whose performances are not fully correlated, the exposure to
the aggregated risks will generally be lower than the sum of the exposures to the
risks in the individual portfolios.

15.3.24 With respect to its investment portfolio, the insurer should ensure that it is
diversified both within as well as between risk categories taking into account the
nature of the liabilities. Diversification between investment risk categories could, for
example, be achieved through spreading the investments across different classes
of assets and different markets. To achieve diversification within a risk category, the
insurer needs to ensure that with respect to a given type of risk the investments are
sufficiently uncorrelated so that — through pooling of individual assets — there is a
sufficient degree of diversification of the portfolio as a whole.
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15.3.25 To ensure that its investment portfolio is adequately diversified, the insurer
should avoid excessive reliance on any specific asset, issuer, counterparty, group,
or market and, in general, any excessive concentration or accumulation of risk in
the portfolio as a whole. As an example the insurer might consider its asset
concentration by type of investment product, by geographical dispersion, or by
credit rating. The insurer should also ensure that its aggregate exposure to related
entities is considered and that different types of exposure to the same entity/group
are also considered e.g. equity investment in a reinsurer which is also providing its
reinsurance cover.

Additional guidance on diversification for insurance groups

15.3.26 Monitoring investments on a group-wide basis is more likely to make
management aware of issues (e.g. asset concentrations) that could be overlooked
if only the individual legal entities are monitored. Groups that are unaware of their
global exposures could end up with an inappropriate level of exposure to certain
investments, creating financial difficulties within the group if the value or liquidity of
these investments decreases.

Regulatory investment requirements relating to the nature of the liabilities

15.4 The supervisor requires the insurer to invest in a manner that is
appropriate to the nature of its liabilities.

15.4.1 The assets that are held to cover policyholder liabilities and those covering
regulatory capital requirements should be invested in a manner which is appropriate
to the nature of the liabilities as the insurer will need to use the proceeds of its
investments to pay the policyholders and other creditors, as and when the
payments to them fall due. The insurer’s investment strategies should take into
account the extent to which the cash flows from its investments match the liability
cash flows in both timing and amount and how this changes in varying conditions.
In this context, the insurer should specifically consider investment guarantees and
embedded options that are contained in its policies. It should also consider the
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currency or currencies of its liabilities and the extent to which they are matched by
the currencies of the assets. To the extent that assets and liabilities are not well
matched, movements in financial variables (e.g. interest rates, market values and
exchange rates) could affect the value of the assets and the liabilities differently and
result in an adverse economic impact for the insurer.

15.4.2 This requirement to take into account the characteristics of the liabilities
does not necessarily place a requirement on the insurer to employ an investment
strategy which matches the assets and the liabilities as closely as possible.

15.4.3 As liability cash flows are often uncertain, or there are not always assets with
appropriate cash flow characteristics, the insurer is usually not able to adopt a
completely matched position. The insurer may also wish to adopt a mismatched
position deliberately to optimise the return on its business. In such circumstances,
the supervisor may require the insurer to hold additional technical provisions and/or
capital to cover the mismatching risk. The regulatory investment requirements may
also constrain an insurer’s ability to mismatch its assets and liabilities as the extent
of mismatching should not expose policyholders to risks that cannot be effectively
managed by the insurer.

15.4.4 However, close matching of assets and liabilities is usually possible and
should be considered as a potential requirement in the case of unit-linked or
universal life policies where there is a direct link between policyholder benefits and
investment funds or indices. It may not otherwise be possible for the mismatching
risk to be covered effectively by capital. Where a regime requires assets to be
closely matched to such liabilities, other restrictions on investments may be
appropriate to contain the investment fund risk being borne directly by
policyholders.

