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I. Summary of Activities

A. The Executive Committee

The Executive Committee met for the most part on a monthly basis via conference call to discuss
business matters and committee activity. Among the tasks completed were:

e Incorporation of the IAIS in the United States as a non-profit association

o Established a checking and investment account for the IAIS with United Missouri
Bank located in Kansas City, Missouri

o Accepted and processed applications for IAIS charter membership

e Coordinated the TAIS first annual conference held in Baltimore, Maryland

o Finalized services contract with the National Association of Insurance Commissioners
(NAIC) to provide administrative and financial support to the IAIS

o Established and approved seven committees: Budget, Basic Market Data, Education,
Directory, Emerging Markets, Supervision of Financial Conglomerates, Exchange of
Information, and the 1995 Conference Planning Committee

B. The Committees

Budget Committee

o Worked closely with the NAIC accounting department to oversee
accounts receivable and payable of the IAIS.

e Prepared prospective 1995 TAIS Budget.

e Opversaw IAIS audit by Deloitte & Touche.

Basic Market Data

e Developed draft chart to be distributed to and completed by IAIS
members on the basic market data of each member country.

e Discussed plans to provide members and interested parties the
processed information.



Exchange of Information Committee

o Developed language for the Recommendation Concerning Mutual
Assistance, Cooperation and Sharing of Information.

o Attended joint meeting with the National Association of Insurance
Commissioners Alien and Confidentiality Licensing Working Group.

o Drafted forms for the exchange of information among members.

o Coordinated efforts to collate existing laws on the exchange of
information.

o Prepared a second exchange of information questionnaire.

o Explored the possibilities of establishing an international database.

Directory Committee

o Distributed survey to obtain names and addresses for IAIS Directory.

o Developed and distributed a draft world directory of insurance
supervisors and interested parties.

Emerging Markets

o Prepared a paper on emerging markets.

Supervision of Financial Conglomerates

e Will organize discussion with respect to the BASLE Committee report.



Education Committee
o Coordinated efforts to produce an IAIS training manual.
o Held a meeting in Guernsey to discuss training manual.

o Discussed coordinating seminars at which the training manual will be
used.

e Remainder of workplan to be approved by the IAIS.

1995 Conference Planning Committee

e Oversight of preparations for the 1995 Conference in St. Louis,
Missouri, USA.

o Distributed program to over 3,000 interested parties.
e Organized press packets to be distributed to the members.

e Coordinated panel presentations.

C. Miscellaneous

e Prepared a report entitled "Future Role of the IAIS".



D. The IAIS Secretariat

The following list highlights some of the major tasks performed in 1994 by the IAIS Secretariat
at the request of the IAIS Executive Committee:

Published the December and March issues of the IAIS Newsletter
Produced certificates for charter membership, former executive committee members,
and the original structure working group

Handled IAIS correspondence

Coordinated registration for the 1994 IAIS Conference

Coordinated panel presentations for the 1994 IAIS Conference
Summarized the panel presentations from the 1994 IAIS Conference
Started planning for the IAIS 1995 Conference

Coordinated registrations for the 1995 Conference

Prepared memo on observer status

Researched the tax implications of observer status in the IAIS
Prepared agendas and coordinated monthly conference calls
Produced and distribute the 1994 Annual Report

Oversaw the audit by Deloitte & Touche



SUMMATY o e
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at the

International Association
« INsurance Supervisors

First Annual Conference

June 13-16, 1994
Baltimore, Maryland

Where indicated full text of the presentation is available from the Secretariat of the
International Association of Insurance Supervisors, c/o NAIC, 120 West 12th Street,
Suite 1100, Kansas City, Missouri, USA 64105-1925.



TIAIS Opening Session



David Walsh, Chair of the International Association of Insurance Supervisors (IAIS) and Director
of Insurance from the State of Alaska introduced the members of the Executive Committee:
George Pooley, Australia; Jean-Marc Delporte, Belgium; Nigel Bailey, British Virgin Islands;
Laszlo Asztalos, Hungary; Alfredo Solloa Junco and Fernando Solis Soberon, Mexico; Adelita
Vergel de Dios, Philippines; Piet Badenhorst, Vice-Chair, South Africa; Mohsen Thabet, Tunisia.
He explained the difficulty in starting an organization of this size, especially an international
organization. He reported that 1) the IAIS is a non profit organization incorporated in Illinois, 2)
the IAIS has signed a secretariat agreement with the NAIC, 3) a bank account has been
established, and 4) the deadline to become a member has been extended until June 16, 1994. He
informed the group that additional members are needed. He encouraged all of the current
members to recruit new members in order for the IAIS to provide more services. He reported
that the Executive Committee has been developing a work program including creating a directory
of the international insurance supervisors which will be sent out to all of the members soon after
the meeting. In conclusion, he thanked those people responsible for getting the organization
started and those individuals who have helped to keep it going.

Dick Self, Deputy Assistant

U.S. Trade Representative for Services and Investment

Soon there will be greater cohesion and cooperation among the countries. With the Uruguay
round one can see a milestone in the area of trade. NAFTA has shown the willingness of
countries to open up their markets to one another and this is particularly obvious in the area of
developing countries. These countries have changed their outlook and this has had a tremendous
impact on the global economy. In light of all this, one of the areas that will be greatly affected is
the insurance industry.

Greater openness has occurred in the area of services. Thus, the news is largely good. There are,
however, still some not so good things. Some markets still remain closed. For example, China, a
large market, is seeking membership in the World Trade Organization, but is still a highly
regulated market. Japan, too, has a long way to go in opening up its insurance market and
examining its private companies.

The participating countries did not complete negotiations at the Uruguay Round. Several
countries received an extension in order to improve their schedule of commitments. The most
important aspect of openness is that any regulations established should not undermine the ability
of foreign companies to do business in their home market. There are other important issues such
as new products, rate flexibility, and reinsurance that need attention by the IAIS. Reinsurance is a
reminder of the limitations and danger of this market. The IAIS is a great forum for discussing
the issues that surround reinsurance. The United States would like to see an open market and
sees this as good for the world economy, aiding developing countries, and a source for capital
formation.



Reinsurance



George Pooley, Australia, Chair
Commissioner of Insurance
Insurance and Superannuation Commission

Richard Smith, Australia
Deputy Commissioner General Insurance

Insurance and Superannuation Commission

The Australian Superannuation Commission is responsible for the supervision of all life and
general insurers in Australia. Australia federally regulates insurance. There is a standard solvency
test for all insurers and an insurance company can reduce its solvency margin requirements by
reinsuring. The Commission looks to the philosophy, structure, and the detailed program in
assessing a company. There is a set of reinsurance guidelines with which insurance companies can
do their own self assessment. These guidelines include highest risk retention, maximum event
retention, spread of reinsurers and overall level of reinsurance. These are the key for approval of
reinsurance in Australia. Reinsurers may reinsure up to 60% of a company. There are no
restrictions on how much an insurer can reinsure with an authorized Australian reinsurer. The
Commission applies these guidelines on a flexible basis and many companies seek approval
outside the normal guidelines. The Commission reviews companies seeking special approval on a
case by case basis.

Australia is susceptible to several large catastrophic risks. Generally, reinsurance has been cheap
and available. More recently, reinsurers have suffered losses causing capacity to decrease and
deductibles to increase. Changing markets, privatization, and new players entering the market
characterize recent trends in Australia. In short, after being through a difficult time, the industry
started to get back on track in 1992. The market is well capitalized, meets solvency requirements
and provides adequate reinsurance cover. (Full text available from the IAIS Secretariat,
NAIC/Kansas City.)

Jean-Louis Bellando, France
Commissaire Controleur General

Commission de Controle des Assurances

In France there is no filing requirement for reinsurance companies. Permission to operate is
completely free. This does not mean that there are no problems. There is a need to protect the
policyholder and the French accomplish this through regulation of the direct insurer. With the
changes that are taking place on an international scheme the French government has discussed
additional regulations to cope with the situations that may arise.

The purpose of regulation is to protect the insured. This depends of course on the solvency of the
direct insurer. Thus the French regulations aim at making sure that the direct insurer can always
pay its claims even in the event of bankruptcy of the reinsurer. When applying for a license, the
direct insurer must submit a business plan that includes a section on what the reinsurance plan will
be. Later, supervisors check that reinsurance treaties meet the company's needs and capacities.



Regulators base financial control on significant reserves, assets to cover the reserves, and the level
of solvency that goes beyond the minimum. The reinsurance problem lies with assets covering the
reserves. French insurance law determines assets, in order to protect the policyholder.
Reinsurance debts are accepted for representation of technical provisions only if they are
accompanied with securities. The unreliability of certain letters of guarantee prompt the French
regulators not to accept them in the case a reinsurer going bankrupt -- so the French system
appears to work. (Full text available from the IAIS Secretariat, NAIC/Kansas City.)

Dominque Giorgi, France
Administrateur Civil

Ministére de I' Economie

In France, supervisors do not regulate reinsurers to the same degree as direct insurers. Because
concerns grow with an increasing international reinsurance market, the French desire to put a
system in place that will protect reinsurers. These regulations will not affect foreign reinsurers.
Such a system is currently being reviewed (it has since been made into law and will be n force on
January 1, 1995). The philosophy behind reinsurance regulation in France will have four aspects:
1) the reinsurer will be subject to the same accounting rules as direct insurers, 2) reinsurer will
provide information in its annual report for control 3) managers of reinsurance incorporated in
France will be subject to fit and proper rules, and 4) the insurance commission vis a vis the
insurance companies will keep on controlling on a gross-of-reinsurance basis and the ability to
sanction in this area. (Full text available from the IAIS Secretariat, NAIC/Kansas City.)

Dr. Knut Hohlfeld, Germany
President

Bundesaufsichtsamt fiir das Versicherungswesen

Germany is home to several professional reinsurers. Germany is the domiciliary for some of the
largest reinsurers. Therefore, German supervisors are particularly interested in reinsurance.
Foreign reinsurers are not subject to any supervision in Germany. They have free market access.
The home country, therefore, regulates the insurer. If there are doubts about foreign reinsurers,
German supervisors will not allow primary insurers to cede business to them. Germany requires
reinsurers to furnish a detail account of their business plan. The combination of direct and
indirect supervision has resulted in no German reinsurer going under. (Full text available from the
IAIS Secretariat, NAIC/Kansas City.)



Nigel Bailey, British Virgin Islands
Insurance Supervisor

Financial Services Inspectorate

The British Virgin Islands (BVI) regulates reinsurance to the same degree as direct insurance.

For example, they have the same solvency requirements. It is easier because of the specialized
nature of offshore reinsurers. On the other hand, because the risk is narrower the reserving
problems are more drastic. In the BVI they look at the people running the company and
determine the "fit and proper status" of the people and make sure they know something about
what they are reinsuring. Some of the problems that have arisen regard reinsurance pools. The
situation arises when "you meet yourself around the corner." They try to test each reinsurer which
in practice does not always work. The BVI supervisors will not normally allow more than three
levels of reinsurance unless they can easily follow the trail.

In general, the reinsurance market in the Caribbean has had difficulty. There has been a reduction
in capacity due to hurricane and earthquake losses. The period is over where one cannot obtain
reinsurance, but it is no longer proportional to the demand. The premiums have risen, however,
the rates themselves are about the same as twenty years ago. The trouble is that property values
are much higher. As a result the policyholder must bear the burden of the additional costs.
Possible solutions include reinsurance pools; but lack of capital remains a problem. It is possible
that in the future Caribbean banks will become the reinsurers.

Steven Foster, United States

Virginia Commissioner of Insurance

In the United States the supervisory bodies focus on the ceding company as opposed to the
reinsurer. Regulators require the reinsurer to issue a credit statement to the ceding company.

U.S. regulators do not obligate foreign insurers to become licensed or otherwise accredited in a
U.S. jurisdiction to transact reinsurance business. An accredited reinsurer is one who meets a
state's requirements for becoming a reinsurer. They must, however, put forth collateral. Proper
collateral includes cash, securities, or irrevocable letter of credit. Without this collateral the ceding
company cannot claim a deduction of liability. Nearly every state requires that domestic insurance
companies meet specific standards before they can claim a deduction of liability on their financial
statement.

As to changing markets, insurers are free to do business with any reinsurer regardless of the
domicile of that reinsurer. The causes for regulatory concern are for the most part market place
capacity and the collectibility of balances recoverable from reinsurers. At present there appears to
be ample capacity for most lines with notable exceptions. The high solvency requirements have
affected under-capitalized reinsurers. Historically, the U.S. has allowed the marketplace to
determine rates and premiums for reinsurers. Regulators believe that the current regulatory
system is sufficient to deal with foreign reinsurers, i.e., the collateral mechanisms. The NAIC,
however, has recently introduced a model law, "The Fronting Model Act," that deals with
unauthorized insurers and reinsurers. -






























































































































