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About the IAIS

The International Association of Insurance Supervisors (IAIS) is a voluntary membership
organization of insurance supervisors and regulators from more than 200 jurisdictions in nearly
140 countries. The mission of the IAIS is to promote effective and globally consistent
supervision of the insurance industry in order to develop and maintain fair, safe and stable
insurance markets for the benefit and protection of policyholders and to contribute to global
financial stability.

Established in 1994, the IAIS is the international Standard setting body responsible for
developing principles, Standards and other supporting material for the supervision of the
insurance sector and assisting in their implementation. The IAIS also provides a forum for
Members to share their experiences and understanding of insurance supervision and insurance
markets. In addition to active participation of its Members, the IAIS benefits from input in select
IAIS activities from Observers representing international institutions, professional associations
and insurance and reinsurance companies, as well as consultants and other professionals.

The IAIS coordinates its work with other international financial policymakers and associations of
supervisors or regulators, and assists in shaping financial systems globally. In particular, the
IAIS is a member of the Financial Stability Board (FSB), founding member and co-parent of the
Joint Forum, along with the Basel Committee on Banking Supervision (BCBS) and the
International Organization of Securities Commissions (I0SCQO), member of the Standards
Advisory Council of the International Accounting Standards Board (IASB), and partner in the
Access to Insurance Initiative (AZ2ii). In recognition of its collective expertise, the IAIS also is
routinely called upon by the G20 leaders and other international Standard setting bodies for
input on insurance issues as well as on issues related to the regulation and supervision of the
global financial sector.

This paper was prepared by the Expert Team Conducting the Self-Assessment and Peer
Review of ICPs 4, 5, 7, and 8 in consultation with the Standards Observance Subcommittee and
Implementation Committee.

The publication is available on the 1AIS website (www.iaisweb.orq).

© International Association of Insurance Supervisors 2014. All rights reserved. Brief excerpts
may be reproduced or translated provided the source is stated.
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Foreword

1. A key strategic objective of the IAIS is implementation of the Insurance Core Principles
(ICPs) by insurance supervisors around the world.

2. Assessment is the critical first step in implementation. To support its implementation
objectives and its Members, the IAIS has developed a programme of thematic self-
assessment and peer review.

3. The Standards Observance Subcommittee (SOSC) was created in late 2010 to contribute to
enhanced observance of the revised ICPs. Specifically, the SOSC was mandated to develop
assessment mechanisms and oversee the conduct of peer reviews.

4. The SOSC subsequently designed a process for assessing the observance level of the
ICPs, the Self-Assessment and Peer Review (SAPR). The IAIS then committed to
undertaking a SAPR on all ICPs, on a thematic basis, within a five year period.

5. The SAPR assesses current levels of observance of the ICPs, taking into account regulatory
frameworks and supervisory practices, and contributes to strengthening the observance and
understanding of the ICPs.

6. The first of the new ICPs to be subjected to the SAPR process were ICPs 1 and 2 (Mandate
and Supervisory Powers) and ICP 23 (Group-wide Supervision), the results of which were
released in 2013.

7. This SAPR was on the thematic topic of Corporate and Risk Governance and covered the
following ICPs:
e |ICP 4 (Licensing)

e ICP 5 (Suitability of Persons)
e ICP 7 (Corporate Governance)

¢ ICP 8 (Risk Management and Internal Controls)

8. The SAPR process provides participating Members with a confidential assessment of its
observance of each ICP and Standard that are part of the thematic assessment. This report
can assist Members to elaborate an action plan which can be taken to improve the
understanding and observance of the ICPs. Further, the SAPR provides valuable feedback
to the IAIS by identifying areas where IAIS Members could benefit from targeted training
support and where the ICPs or the Standards may need to be clarified or have additional
Guidance included.

9. The Expert Team conducting this SAPR consisted of Gabe Shawn Varges (Switzerland) as
Team Lead, assisted by Sue Chen Ong (Singapore); Harald Eschmann (Germany); Michael
Grist (World Bank); and Héléne Samson (Québec, Canada). Their work was supported by
Michael Hafeman as the external specialist and Conor Donaldson and Carole Lin from the
IAIS Secretariat.
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10.

The Expert Team would like to acknowledge the support, received throughout 2013, from
the members of the Implementation Committee and its Chair, Jonathan Dixon (South
Africa) and the members of the Standards Observance Subcommittee and its Chair, Ekrem
Sarper (USA, NAIC).

Assessment Methodology and Process

11.

12.

13.

14.

15.

16.

17.

The SAPR follows the assessment methodology set out in the introductory paragraphs of
the 2011 ICPs:

“In general, an ICP will be considered observed whenever all the Standards are
considered to be observed or when all the Standards are observed except for a number
that are considered not applicable. An ICP will be considered to be not applicable when
the Standards are considered to be not applicable. 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.”

The process for the IAIS SAPR involves multiple steps. First, a detailed, web-enabled,
assessment questionnaire is developed by an External Specialist with extensive experience
in conducting similar exercises (e.g. Review of Standards and Codes, Financial Sector
Assessment Programme).

An Expert Team, which includes senior supervisors from IAIS Members as well as
experienced World Bank and/or IMF participants, then refines and tests the questionnaire.
The revised questionnaire is circulated to relevant 1AIS Subcommittees for comment and
the final version is then approved by the relevant Subcommittees of the Technical and
Implementation Committees for release to all IAIS Members.

Once approved, the questionnaire is sent to all IAIS Members, who then submit responses
through an online survey which is distributed to all IAIS Members. Responses are initially
assessed using a quantitative rating tool developed by the External Specialist. The Expert
Team then reviews the assessments and ratings, and prepares a draft report for each
participating Member.

Draft individual reports are then sent to Members in order to provide an opportunity to
submit comments for inclusion in the report. Corrections to factual misinterpretations are
also accepted. The Expert Team reviews any comments or corrections before issuing a
final individual report.

The final individual Member report is forwarded to the Member on a confidential basis. The
entire process takes approximately one year.

It is important to highlight that IAIS Members provide responses to the questionnaires and
do not provide their own ratings. The Expert Team peer reviews the responses and assigns
the ratings to ensure the consistency and independence of the process.

Y |CP http://www.iaisweb.org/Insurance-Core-Principles-material-adopted-in-2011-795
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1. Executive Summary

18. This report contains the aggregate findings of the SAPR as well as the Expert Team’s
recommendations and suggestions on steps that the 1AIS, as well its Members, could take
to enhance observance and understanding of the assessed ICPs.

19. The objectives for the thematic SAPR on ICPs 4, 5, 7, and 8 are to:
e identify the observance of the Standards relating to the assessed theme

e assess the effectiveness of implementation of the Standards in a consistent and
coherent manner by independent peers’

o identify findings that should be communicated to the Executive Committee, the
Implementation Committee, and the Technical Committee (TC) that can support the work
of the IAIS in developing strong Standards and securing their effective implementation
into supervisory practices

o complement the FSAP process of the International Monetary Fund (IMF) and the World
Bank and Financial Stability Board (FSB) peer reviews

e identify and analyse regional and global implementation.

20. A total of 69 authorities or 43% of the IAIS membership participated in the SAPR. The
participation rate was highest among supervisors from the FSB member jurisdictions® (18
or 75%). Among supervisors from jurisdictions that are members of the Organisation for
Economic Cooperation and Development (OECD) patrticipation was 71% (21 jurisdictions).
Every IAIS region® was represented.

21. The assessment questionnaire consisted of 82 questions covering 32 Standards in total (9
Standards in ICP 4,6in ICP 5, 10in ICP 7, and 7 in ICP 8).

22. In general, observance of the ICPs and Standards is high (i.e. a large majority are either
observed or largely observed), however there are notable shortcomings. A breakdown by
observance for each ICP and Standard is contained within the detailed assessment results
that follow.

23. In summary, some of the most common challenges to observance include:
o legislative frameworks that do not provide the powers needed to meet the requirements
of the Standards

e supervisory practices that are reactive and not sufficiently robust

e supervisory concerns that are not resolved in a timely fashion, or to the satisfaction of
the supervisor.

> The SAPR process is a desktop exercise. The Expert Team accepts the Members’ responses in good faith.

> When calculating participation by membership category, NAIC participants are counted as one jurisdiction (USA).
* The IAIS Regions include: the Americas; Asia-Oceania; Central, Eastern Europe and Transcaucasia; Middle East
and North Africa; Offshore and Caribbean Islands; Sub-Sahara Africa; and Western Europe.
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24.

25.

26.

27.

28.

Many of these challenges may be due to the fact that the ICPs in question, particularly
ICPs 7 and 8 as well aspects of ICP 5, are new in the 2011 ICPs. As a result jurisdictions
are still in the phase of adjusting regulation and supervisory practices to observe these
new Standards.

The Expert Team believes there is need for Guidance in some areas, clarifications of some
Standards, or outreach in terms of helping jurisdictions understand the obligations under
the ICPs reviewed and the supervisory methodologies that can be used for assessing
insurers in these areas.

The assessment identified some significant regional differences. Some regions, as noted
above, have relatively low levels of observance for particular Standards. These regions
would most likely benefit from focussed supervisory capacity building or training in these
areas.

In all, the highest level of observance is in respect of ICP 4, with 42 jurisdictions assessed
as observed and 13 as largely observed. Next highest is in respect of ICP 7 where 19
jurisdictions are assessed as observed and 30 as largely observed. The lowest is ICP 5
where only 10 jurisdictions are assessed as observed and 45 as largely observed. For ICP
8 the number of observed is 16 and the largely observed 37. For no ICP is any jurisdiction
found as not observed, although there are some jurisdictions that receive a Non Assessed
for an ICP for lack of submission of the necessary information. Also over 10 supervisors
have at least one Standard which is assessed as not observed.

Table 1.1 and table 1.2 show detailed summary results. The final column of the tables’
shows an index, which is designed to assist in comparing the relative levels of observance
of the various ICPs, categories of jurisdictions, and (later in this report) the individual
Standards. The value of the index varies from 1 (if all jurisdictions are assessed as not
observed) to 10 (if all jurisdictions are assessed as observed).?

Table 1.1 ICPs 4, 5, 7, and 8 Results by Nature of Jurisdiction

observed largely partly not not Total Index
observed | observed | observed | assessed
ICP 4

e FSB jurisdictions 18 4 1 0 0 23 9.2

e Other OECD 4 1 0 0 5 10 9.4
jurisdictions®

e Other 20 8 5 0 3 36 8.4
jurisdictions

e Total participating 42 13 6 0 8 69 8.8
authorities

> Weights of 10 were assigned to “0”, 7 to “LO”, 4 to “PO”, and 1 to “NO”. Those “not assessed” were omitted
from the index calculations.
°A large majority of FSB Members are from jurisdictions that are OECD Members. “Other OECD jurisdictions”

refers to the supervisors who are from jurisdictions that, while Members of the OECD, are not represented at the

FSB.
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ICP 5

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

10

16

45

11

15

37

10

69

23

36

10

69

6.9

6.5

7.9

7.1

6.0

7.3

Table 1.2 ICPs 4, 5, 7, and 8 Results by IAIS Region

ICP 4

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

observed

11

largely
observed

partly
observed
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not
observed

not
assessed

Total

14

15

Index

8.4

8.0

9.0

9.8




ICP 5

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

10

16

45

10

37

13

69

14

15

14

69

7.0

5.8

6.5

7.5

6.3

7.6

8.5

7.5

8.2

6.5

7.3
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2. Member Participation

Table 2.1 Participation in SAPRs by IAIS Region

ICPs 1 ICP 23 ICPs 4, 5, IAIS Participation
and 2 7 and 8 Members | Rate for ICPs
4,5,7and 8
(%)
e Americas 15 16 14 22 41%
e Asia-Oceania 12 7 14 28 50%
e Central, Eastern
Europe and 11 7 9 25 36%
Transcaucasia
e Middle East and 5 3 5 12 42%
North Africa
e Offshore and 11 6 6 18 33%
Caribbean Islands
e Sub-Sahara Africa 10 6 6 17 35%
e Western Europe 18 14 15 26 58%
e Total participating 82 59 69 148 43%
authorities

29. A number of factors could explain the participation rate for this SAPR on ICPs 4, 5, 7 and

8. Some non-participating authorities indicate that they recently participated in an FSAP
and therefore believe that the SAPR would not provide sufficient additional insight to justify
the needed effort. Some jurisdictions also indicated that they would have difficulty
participating due to language barriers. It is also possible that some IAIS Members are
experiencing “survey fatigue.”

30. The Expert Team recommends that the following steps be considered by the IAIS in order

to increase the rate of participation in future SAPRs:

translate the SAPR questionnaires into languages other than English (to limit the
additional cost, such translations might be limited to common languages such as French
and Spanish)

increase the level of public disclosure of the results of the SAPR

undertake oral follow-up with participating jurisdictions whose SAPR results are below a
certain level

identify potential linkages between assessment results and technical assistance
require participation in SAPRs as a condition of IAIS membership

request from IAIS Members that they submit action plans to address challenges
identified in the report

encourage members of the Executive Committee, Technical Committee and
Implementation Committee to participate
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reconsider the assessment methodology which requires a jurisdiction to miss being
assessed as observed for an ICP only by virtue of having a single Standard in that ICP
assessed as largely observed. The Expert Team feels this approach is very mechanistic
and fails to distinguish in the importance among Standards.
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3. Detailed Assessment Results and Observations

ICP 4

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.

31.

32.

33.

34.

35.

A large majority of jurisdictions, 42, are observed and 13 are largely observed. Only 6 were
partly observed.

The most common challenges identified by the Expert Team are that a number of
supervisors lack transparent processes for licensing decisions and that it can take
supervisors six months to one year after receiving all necessary information from the
applicant to make a licensing decision.

There is no significant regional variation in terms of observance of this ICP.

The Expert Team notes that there is no Standard under ICP 4 that explicitly requires the
supervisor to publicly disclose which insurers are licensed and the scope of these licenses.
It is recommended that a new Standard be considered to require such disclosure.

Furthermore, it is recommended that either a new Standard or Guidance indicate the
extent to which any restrictions or conditions should also be disclosed and, if so, whether
the onus for doing so is on the supervisor or the insurer. In this context, it should be
considered which restrictions are of public interest and therefore require public disclosure
and which may not be of public interest.

Table 3.1 ICP 4 Summary of Results

observed largely partly not not Total Index
observed | observed | observed | assessed
ICP 4 by Nature of
Jurisdiction
e FSB jurisdictions 18 4 1 0 0 23 9.2
e Other OECD 4 1 0 0 5 10 9.4
jurisdictions
e Other 20 8 5 0 3 36 8.4
jurisdictions
e Total participating 42 13 6 0 8 69 8.8
authorities
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ICP 4 by IAIS Region

e Americas

e Asia-Oceania

e Central, Eastern
Europe and
Transcaucasia

e Middle East and
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa

e Western Europe

e Total participating
authorities

ICP 4 by Standard, total
participating authorities

e Standard 4.1

Standard 4.2

e Standard 4.3

e Standard 4.4

e Standard 4.5

e Standard 4.6

e Standard 4.7

e Standard 4.8

e Standard 4.9

42

69

50

22

61

43

13

13

21

41

14

69

69

69

69

69

69

7.9

9.3

10.0

8.8

10

9.3

8.8

9.5

8.7

Standard 4.1: To protect the interests of policyholders, a jurisdiction controls through
licensing which entities are allowed to conduct insurance activities within its jurisdiction.

36. All supervisors who participated in the SAPR control through licensing which entities are
allowed to conduct insurance activities within its jurisdictions.

Table 3.2 Standard 4.1

Results by Nature of
Jurisdiction

e FSB jurisdictions

observed

23

largely
observed

partly
observed

not
observed

not

assessed

Total

23

Index

10.0
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e Other OECD 10 0 0 0 0 10 10.0
jurisdictions

e Other 36 0 0 0 0 36 10.0
jurisdictions

e Total participating 69 0 0 0 0 69 10.0
authorities

Results by IAIS Region

e Americas 14 0 0 0 0 14 10.0

e Asia-Oceania 14 0 0 0 0 14 10.0

e Central, Eastern
Europe and 9 0 0 0 0 9 10.0
Transcaucasia

e Middle East and 5 0 0 0 0 5 10.0
North Africa

e Offshore and 6 0 0 0 0 6 10.0
Caribbean Islands

e Sub-Sahara Africa 6 0 0 0 0 6 10.0

e Western Europe 15 0 0 0 0 15 10.0

e Total participating 69 0 0 0 0 69 10.0
authorities

Standard 4.2: The insurance legislation:

e includes a definition of regulated insurance activities which are subject to

licensing;

prohibits unauthorised insurance activities;
defines the permissible legal forms of domestic insurers;
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.

37. Nearly all jurisdictions observe this Standard. However, where observance is a challenge
the most common reason is that legal sanctions against unauthorised insurance activity
are either unspecified or insignificant.

Table 3.3 Standard 4.2

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 20 3 0 0 0 23 9.6
e Other OECD 8 1 0 0 1 10 9.7
jurisdictions
e Other 33 2 0 0 1 36 9.8
jurisdictions
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e Total participating 61 6 0 0 2 69 9.7

authorities
Results by IAIS Region

e Americas 11 2 0 0 1 14 9.5

e Asia-Oceania 12 2 0 0 0 14 9.6

e Central, Eastern
Europe and 9 0 0 0 0 9 10.0
Transcaucasia

e Middle East and 4 1 0 0 0 5 9.4
North Africa

e Offshore and 6 0 0 0 0 6 10.0
Caribbean Islands

e Sub-Sahara Africa 6 0 0 0 0 6 10.0

e Western Europe 13 1 0 0 1 15 9.8

e Total participating 61 6 0 0 2 69 9.7
authorities

Standard 4.3: Licensing requirements and procedures are clear, objective and public,
and are consistently applied, requiring:
the applicant’s Board Members, Senior Management, both individually and

collectively, Significant Owners and Key Persons in Control functions to be

suitable;

the applicant to satisfy capital requirements;

the applicant to have a sound corporate or group structure and governance
framework that does not hinder effective supervision; and
the applicant to have sound business and financial plans.

38. Observance of this Standard is high. Where challenges exist, it is generally because
supervisors are not conducting suitability assessments in line with the Standard. Most
commonly, supervisors do not assess collective suitability for Board Members and Senior
Management, while some supervisors acknowledge they do not review suitability of Key
Persons in Control functions.

Table 3.4 Standard 4.3

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction

e FSB jurisdictions 21 2 0 0 0 23 9.7

e Other OECD 4 2 0 0 4 10 9.0
jurisdictions

e Other 25 9 1 0 1 36 9.1
jurisdictions

e Total participating 50 13 1 0 5 69 9.3
authorities
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Results by IAIS Region

e Americas 13 1 0 0 0 14 9.8
e Asia-Oceania 10 3 1 0 0 14 8.9
e Central, Eastern
Europe and 4 2 0 0 3 9 9.0
Transcaucasia
e Middle East and 5 0 0 0 0 5 10.0
North Africa
e Offshore and 4 2 0 0 0 6 9.0
Caribbean Islands
e Sub-Sahara Africa 4 2 0 0 0 6 9.0
e Western Europe 10 3 0 0 2 15 9.3
e Total participating 50 13 1 0 5 69 9.3

authorities

Standard 4.4: Where an insurer is seeking to establish a branch or subsidiary in a foreign
jurisdiction, the host supervisor concerned consults the home supervisor as appropriate
before the issuance of a licence.

39. A large number of authorities note that they have not issued a license in the three years
previous. As such, the sample size is lower. Where authorities are not fully observed, it is
generally because they do not always consult with the home supervisor before issuance of
a licence. With its language “as appropriate” this Standard gives the supervisor
considerable discretion in determining what is “appropriate” consultation. Guidance could

be expanded to clarify the expectation for supervisors.

Table 3.5 Standard 4.4

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 17 2 2 1 1 23 8.7
e Other OECD 9 1 0 0 0 10 9.7
jurisdictions
e Other 25 5 1 2 3 36 8.8
jurisdictions
e Total participating 51 8 3 B 4 69 8.9
authorities
Results by IAIS Region
e Americas 10 0 3 1 0 14 8.0
e Asia-Oceania 7 5 0 0 2 14 8.8
e Central, Eastern
Europe and 6 1 0 1 1 9 8.4

Transcaucasia
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e Middle East and 4 0 0 1 0 5 8.0
North Africa

e Offshore and 6 0 0 0 0 6 10.0
Caribbean Islands

e Sub-Sahara Africa 5 0 0 0 1 6 10.0

e Western Europe 13 2 0 0 0 15 9.6

e Total participating 51 8 3 3 4 69 8.9

authorities

Standard 4.5: Where an insurer is seeking to conduct cross border insurance activities
without a physical presence in the jurisdiction of the host supervisor, the host
supervisor concerned consults the home supervisor as appropriate before allowing such
activities.

40. A large number of authorities noted that they either do not permit cross border insurance
activity without a physical presence, or had no requests to permit cross border insurance
activity without a physical presence in the three years before the SAPR. As such, the
sample size is lower. Where authorities do not fully observe the Standard, it is generally
because they do not always consult with the home supervisor. For this Standard, the
Expert Team recommends that the Guidance be expanded to clarify what is expected of
supervisors.

Table 3.6 Standard 4.5

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 8 1 1 1 12 23 8.3
e Other OECD 6 0 0 0 4 10 10.0
jurisdictions
e Other 8 2 0 1 25 36 8.5
jurisdictions
e Total participating 22 3 1 2 41 69 8.8
authorities
Results by IAIS Region
e Americas 5 1 1 1 6 14 7.6
e Asia-Oceania 3 2 0 0 9 14 8.8
e Central, Eastern
Europe and 3 0 0 0 6 9 10.0
Transcaucasia
e Middle East and 1 0 0 0 4 5 10.0
North Africa
e Offshore and 2 0 0 0 4 6 10.0
Caribbean Islands
e Sub-Sahara Africa 1 0 0 0 5 6 10.0
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Western Europe

15

8.8

Standard 4.6: The supervisor assesses applications, makes decisions and informs

Total participating
authorities

22

41

69

8.8

applicants of the decision within a reasonable time which is clearly specified.

41. Observance of this Standard is lowest amongst the Standards of ICP 4. The Expert Team
believes the Guidance could be elaborated to provide supervisors additional clarity in
terms of what constitutes a “reasonable time.” The Expert Team recognises that additional
clarity must be balanced with flexibility, where needed, for Supervisors to conduct
additional due diligence when necessary. Whether the Guidance should include a general
expectation of how long it should take to decide on an application is something that should
be considered.

Table 3.7 Standard 4.6

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 11 11 1 0 0 23 8.3
e Other OECD 6 3 1 0 0 10 8.5
jurisdictions
e Other 15 16 3 1 1 36 7.8
jurisdictions
e Total participating 32 30 5 1 1 69 8.1
authorities
Results by IAIS Region
e Americas 5 8 1 0 0 14 7.9
e Asia-Oceania 4 5 4 1 0 14 6.5
e Central, Eastern
Europe and 7 2 0 0 0 9 9.3
Transcaucasia
e Middle East and 1 3 0 0 1 5 7.8
North Africa
e Offshore and 4 2 0 0 0 6 9.0
Caribbean Islands
e Sub-Sahara Africa 3 3 0 0 0 6 8.5
e Western Europe 8 7 0 0 0 15 8.6
e Total participating 32 30 5 1 1 69 8.1

authorities
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Standard 4.7: The supervisor refuses to issue a licence where the applicant does not
meet the licensing requirements. The supervisor has the authority to impose additional

requirements, conditions or restrictions on an applicant where appropriate.

42. The Expert Team notes that a number of jurisdictions do not have the power under
legislation to impose additional requirements, conditions or restrictions. While many
supervisors without legislative powers rely on other supervisory tools, the Expert Team
notes the importance of supervisors having legislative powers to impose additional
requirements, conditions or restrictions.

Table 3.8 Standard 4.7

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 21 1 0 1 0 23 9.4
e Other OECD 7 2 0 0 1 10 9.3
jurisdictions
e Other 33 2 0 1 0 36 9.6
jurisdictions
e Total participating 61 5 0 2 1 69 9.5
authorities
Results by IAIS Region
e Americas 12 2 0 0 0 14 9.6
e Asia-Oceania 14 0 0 0 0 14 10.0
e Central, Eastern
Europe and 6 1 0 2 0 9 7.4
Transcaucasia
e Middle East and 5 0 0 0 0 5 10.0
North Africa
e Offshore and 6 0 0 0 0 6 10.0
Caribbean Islands
e Sub-Sahara Africa 5 1 0 0 0 6 9.5
e Western Europe 13 1 0 0 1 15 9.8
e Total participating 61 5 0 2 1 69 9.5

authorities

Standard 4.8: If the licence is denied, conditional or restricted, the applicant is provided
with an explanation.

43. The level of observance for this Standard is high. Nearly all supervisors who participated in

this SAPR provide an explanation when a licence is denied, conditional or restricted.
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Table 3.9 Standard 4.8

Results by Nature of
Jurisdiction

e FSB jurisdictions

e Other OECD

jurisdictions

e Other
jurisdictions

e Total participating
authorities

Results by IAIS Region

e Americas

e Asia-Oceania

e Central, Eastern
Europe and
Transcaucasia

e Middle East and
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa

e Western Europe

e Total participating
authorities

observed

20

27

50

largely
observed

partly
observed

not
observed

not
assessed

16

Total

23

36

14

69

Index

10.0

9.1

8.9

10.0

10.0

9.5

Standard 4.9: A licence clearly states its scope.

44. The Expert Team recommends that either a new Standard or Guidance indicate the extent
to which any restrictions or conditions should be disclosed and, if so, whether the onus for
doing so is on the supervisor or the insurer. In this context, it should be considered which
restrictions are of public interest and therefore require public disclosure and which may not
be of public interest while also leaving supervisors flexibility to accommodate how different
supervisors use licenses.

Table 3.10 Standard 4.9

Results by Nature of
Jurisdiction

e FSB jurisdictions

e Other OECD
jurisdictions

observed

14

largely
observed

partly
observed
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not
observed

not
assessed

Total

23

Index

8.7




Other
jurisdictions

Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

22

43

11

21

36

14

69

8.5

8.2

10.0

8.0

8.7
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ICP 5

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.

45.

46.

47.

48.

49.

50.

ICP 5 was not significantly revised in 2011; although it did contain some important
additions, such as assessments regarding Key Persons in Control Functions.

The Expert Team notes that some jurisdictions do their suitability assessments at the time
of licensing applications and may not assess significantly thereafter. It recommends that
supervisors be reminded of the need for on-going assessment of the suitability of persons.

Some regional differences are noted. Asia-Oceania, Sub-Sahara Africa and Central,
Eastern Europe and Transcaucasia had lower levels of observance.

A number of supervisors do not yet assess the suitability of Key Persons in Control
Functions, which may be understandable given that it is a new concept in some
jurisdictions. However, the Expert Team notes that this is an area where the 1AIS should
emphasise the importance of suitability for Key Persons in Control functions.

The Expert Team recommends that Guidance be more explicit on who should be
assessed. For example, it should be the compliance officer himself/herself and not just the
person to whom the compliance officer reports. This would insure that suitability
assessments are performed on the people with functional responsibility for the Control
function.

Practices vary with respect to the use of financial indicators in assessing the suitability of
Significant Owners. The Expert Team recommends that more Guidance be provided in this
regard, including clarifying the expectations of Significant Owners as potential sources of
future capital.

Table 3.11 ICP 5 Summary of Results

observed largely partly not not Total Index
observed | observed | observed | assessed
ICP 5 by Nature of
Jurisdiction
e FSB jurisdictions 3 14 6 0 0 23 6.6
e Other OECD 2 7 0 0 1 10 6.9
jurisdictions
e Other 5 24 3 0 4 36 6.4
jurisdictions
e Total participating 10 45 9 0 5 69 6.5
authorities
ICP 5 by IAIS Region
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Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

ICP 5 by Standard, total
participating authorities

Standard 5.1

Standard 5.2

Standard 5.3

Standard 5.4

Standard 5.5

Standard 5.6

10

44

18

37

45

17

32

22

17

13

69

69

69

69

Standard 5.1: Legislation identifies which persons meet suitability requirements.

7.0

4.8

5.8

6.5

8.5

6.9

8.0

51. The Expert Team notes that this Standard requires that legislation identify which persons
meet suitability requirements, but does not specify which persons should meet such
requirements. As a result, the Standard could technically be assessed as observed even if
the scope is very limited. The Expert Team recommends that the Standard be elaborated
to identify who should be subject to suitability assessments or removed if not needed given
the ICP language itself.

Table 3.12 Standard 5.1

Results by Nature of
Jurisdiction

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

observed

16

25

largely
observed

partly
observed

not
observed

not
assessed

Total

23

36

Index

9.0

8.3
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Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

44

17

14

69

7.9

10.0

5.7

8.4

Standard 5.2: The supervisor requires that in order to be suitable, Board Members,
Senior Management and Key Persons in Control functions possess competence and
integrity to fulfil their roles. Significant Owners are required to have the financial
soundness and integrity necessary to fulfil their roles.

52. The Expert Team found that a number of jurisdictions assess competence and integrity
only on appointment. The Expert Team believes that the IAIS should emphasize that it is
important that supervisors assess competence on an on-going basis, as indicated in
Standard 5.3 which speaks of “initially” and “thereafter.”

Table 3.13 Standard 5.2

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 1 20 2 0 0 23 6.9
e Other OECD
jurisdictions
e Other 0 29 6 0 1 36 6.5
jurisdictions
e Total participating
authorities
Results by IAIS Region
e Americas
e Asia-Oceania 0 10 4 0 0 14 6.1

e Central, Eastern
Europe and
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Transcaucasia

e Middle East and 0 4 1 0 0 5 6.4
North Africa

e Offshore and 0 6 0 0 0 6 7.0
Caribbean Islands

e Sub-Sahara Africa 0 4 2 0 0 6 6.0

e Western Europe 1 13 1 0 0 15 7.0

e Total participating 1 58 9 0 1 69 6.6
authorities

Standard 5.3: The supervisor requires the insurer to demonstrate initially and thereafter,
when requested by the supervisor, the suitability of Board Members, Senior
Management, Key Persons in Control functions and Significant Owners. The suitability
requirements and the extent of review required depend on the person’s position and
responsibility.

53. As indicated earlier, the Expert Team found that suitability assessments do not always
include Key Persons in Control functions and Significant Owners. The Expert Team
recommends that the IAIS provide additional Guidance to Members on the extent of review

required for specific positions and responsibilities.

Table 3.14 Standard 5.3

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
7 12 0 2 2 21 7.4
e FSB jurisdictions
e Other OECD 1 8 1 0 0 10 7.0
jurisdictions
e Other 10 12 16 0 1 36| 609
jurisdictions
e Total
participating 18 32 17 2 3 69| 69
authorities
Results by IAIS Region
e Americas 1 10 1 1 0 13 6.5
e Asia-Oceania 6 3 4 0 0 13 7.5
e Central, Eastern
Europe and 3 3 3 0 0 9 7.0
Transcaucasia
e Middle East and 2 1 2 0 0 5 7.0
North Africa
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e Offshore and 0 4 2 1 0 6 6.2
Caribbean Islands

e Sub-Sahara Africa 2 5 1 0 0 8 7.4

e Western Europe 4 6 4 0 0 15 6.5

e Total participating 18 32 17 2 3 69 6.9

authorities

Standard 5.4: The supervisor requires to be notified 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.

54. The Expert Team found that a number of authorities are unclear on what circumstances
rise to the level of “materially adversely affecting the suitability of Board Members, Senior
Management, Key Persons in Control Functions and Significant Owners.” The Expert
Team recommends that Guidance be expanded to identify the possible nature of such
circumstances and the importance of assessing suitability on an on-going basis.

Table 3.15 Standard 5.4

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 11 9 3 0 0 23 8.0
e Other OECD 5 1 4 0 0 10 7.3
jurisdictions
e Other 17 9 8 0 2 36 7.4
jurisdictions
e Total participating 33 19 15 0 2 69 7.6
authorities
Results by IAIS Region
e Americas 2 7 3 1 0 13 6.3
e Asia-Oceania 9 2 2 0 0 13 8.6
e Central, Eastern
Europe and 4 1 4 0 0 9 7.0
Transcaucasia
e Middle East and 2 1 0 0 2 4 6.8
North Africa
e Offshore and 3 2 0 1 0 6 7.5
Caribbean Islands
e Sub-Sahara Africa 5 1 2 0 0 8 8.1
e Western Europe 9 3 3 0 0 15 8.2
e Total participating 34 17 14 2 2 69 7.5

authorities
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Standard 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.

55. The Expert Team found that the extent to which supervisors use these powers could not
be extrapolated in the SAPR. Further, a number of authorities indicate that they rely on
other supervisory powers and interventions, not legislative powers, to rectify situations
when Board Members, Senior Management, Key Persons in Control functions or
Significant Owners no longer meet suitability requirements. As such, there is some
guestion whether a jurisdiction lacking clear legislative power to take action may be more

reluctant to exercise its powers.

Table 3.16 Standard 5.5

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 17 5 1 0 0 23 9.1
e Other OECD 4 5 1 0 0 10 7.9
jurisdictions
e Other 16 12 4 1 3 36 7.9
jurisdictions
e Total participating 37 22 6 1 3 69 8.3
authorities
Results by IAIS Region
e Americas 8 4 1 1 0 14 8.0
e Asia-Oceania 8 4 2 0 0 14 8.3
e Central, Eastern
Europe and 5 3 1 0 0 9 8.3
Transcaucasia
e Middle East and 3 1 0 0 1 5 9.3
North Africa
e Offshore and 3 2 0 0 1 6 8.8
Caribbean Islands
e Sub-Sahara Africa 3 1 1 0 1 6 8.2
e Western Europe 7 7 1 0 0 15 8.2
e Total participating 37 22 6 1 3 69 8.3

authorities
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Standard 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.

56. The Expert Team found that a number of supervisors do not exchange information with
other supervisors when assessing suitability of Board Members, Senior Management, Key
Persons in Control Functions and Significant Owners. Since information exchange is
essential to suitability assessments, supervisors should be encouraged to develop
institutional arrangements for information exchange between supervisory authorities inside

and outside their jurisdiction to ensure robust suitability assessments are undertaken.

Table 3.17 Standard 5.6

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 15 3 3 0 2 23 8.7
e Other OECD 7 1 0 0 2 10 9.6
jurisdictions
e Other 16 6 6 1 7 36 7.8
jurisdictions
e Total participating 38 10 9 1 11 69 8.4
authorities
Results by IAIS Region
e Americas 7 1 2 1 3 14 7.7
e Asia-Oceania 6 2 3 0 3 14 7.8
e Central, Eastern
Europe and 5 1 3 0 0 9 7.7
Transcaucasia
e Middle East and 3 1 0 0 1 5 9.3
North Africa
e Offshore and 3 2 0 0 1 6 8.8
Caribbean Islands
e Sub-Sahara Africa 3 2 1 0 0 6 8.0
e Western Europe 11 1 0 0 3 15 9.8
e Total participating 38 10 9 1 11 69 8.4

authorities
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ICP 7

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.

57.

58.

59.

60.

61.

ICP 7 was significantly revised in 2011 and observance is lower across the participating
supervisors. Supervisors from FSB Member jurisdictions had, in general, a higher level of
observance, although only 8 supervisors are observed.

In many jurisdictions, corporate governance requirements are defined, at least in part, in
legislation other than insurance law. The Expert Team notes that the supervisor might
need to supplement such other legislation with insurance specific requirements to meet the
objectives of this ICP. The Expert Team recommends that this point be emphasized in
Guidance.

One of the primary challenges for observance of this ICP is reactive or incomplete
supervisory practices. The Expert Team recommends that the IAIS remind supervisors that
assessments of corporate governance should be made proactively, not just when problems
are identified, and that these assessments should be part of a comprehensive supervisory
plan.

There is a strong regional difference in observance. Asia-Oceania, Central, Eastern
Europe and Transcaucasia, as well as Sub-Sahara Africa have relatively lower levels of
observance for ICP 7. In particular, observance of Standards 7.4, 7.6 and 7.9 is lower in
these regions.

The Expert Team notes that the OECD is currently revising its corporate governance
Standards and recommends that the IAIS maintain active involvement in this initiative and
take its output into consideration in any further revisions of ICP 7 and its Standards and
Guidance.

Table 3.18 ICP 7 Summary of Results

observed largely partly not not Total Index
observed | observed | observed | assessed
ICP 7 by Nature of
Jurisdiction
e FSB jurisdictions 8 11 2 0 2 23 7.9
e Other OECD 2 4 1 0 3 10 7.4
jurisdictions
e Other 9 15 8 0 4 36 7.1
jurisdictions
e Total participating 19 30 11 0 9 69 7.4
authorities
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ICP 7 by IAIS Region

e Americas

e Asia-Oceania 3 4 6 0 1 14 6.3

e Central, Eastern
Europe and
Transcaucasia

e Middle East and 4 0 0 0 1 5 10.0
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa 1 4 1 0 0 6 7.0

e Western Europe

e Total participating 19 30 11 0 9 69 7.4
authorities

ICP 7 by Standard, total
participating authorities

e Standard 7.1 41 22 5 0 1 69 8.6

e Standard 7.2

e Standard 7.3 29 31 8 0 1 69 7.9

e Standard 7.4

e Standard 7.5 33 30 6 0 0 69 8.2

e Standard 7.6

e Standard 7.7 39 24 4 0 2 69 8.6

e Standard 7.8

e Standard 7.9 31 27 7 1 3 69 8.0

e Standard 7.10

Standard 7.1: The supervisor requires the insurer’s Board to set and oversee the
implementation of the insurer’s business objectives and strategies for achieving those
objectives, including its risk strategy and risk appetite, in line with the insurer’s long
term interests and viability.

62. The Expert Team found that observance of this Standard is high. The most common

challenge to full observance is where the supervisor is not doing sufficiently robust and
frequent assessments of the insurer’s Board performance.
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Table 3.19 Standard 7.1

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 16 7 0 0 0 23 9.1
e Other OECD 5 5 0 0 0 10 8.5
jurisdictions
e Other 20 10 5 0 1 36 8.3
jurisdictions
e Total participating 41 22 5 0 1 69 8.6
authorities
Results by IAIS Region
e Americas 10 3 0 0 1 14 9.3
e Asia-Oceania 7 4 3 0 0 14 7.9
e Central, Eastern
Europe and 4 4 1 0 0 9 8.0
Transcaucasia
e Middle East and 4 1 0 0 0 5 9.4
North Africa
e Offshore and 3 2 1 0 0 6 8.0
Caribbean Islands
e Sub-Sahara Africa 3 3 0 0 0 6 8.5
e Western Europe 10 5 0 0 0 15 9.0
e Total participating 41 22 5 0 1 69 8.6
authorities

Standard 7.2: The supervisor 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
e provide adequate oversight of the Senior Management.

63. The Expert Team found that observance of this Standard is high. The most common
challenge to full observance is where the supervisor is not doing sufficiently robust and
frequent assessments of whether the insurer's Board is fulfilling its responsibility in
allocating roles and responsibilities and providing adequate oversight.
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Table 3.20 Standard 7.2

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 16 7 0 0 0 23 9.1
e Other OECD 5 5 0 0 0 10 8.5
jurisdictions
e Other 21 10 5 0 0 36 8.3
jurisdictions
e Total participating 42 22 5 0 0 69 8.6
authorities
Results by IAIS Region
e Americas 11 3 0 0 0 14 9.4
e Asia-Oceania 7 4 3 0 0 14 7.9
e Central, Eastern
Europe and 6 3 0 0 0 9 9.0
Transcaucasia
e Middle East and 5 0 0 0 0 5 10.0
North Africa
e Offshore and 3 1 2 0 0 6 7.5
Caribbean Islands
e Sub-Sahara Africa 2 4 0 0 0 6 8.0
e Western Europe 8 7 0 0 0 15 8.6
e Total participating 42 22 5 0 0 69 8.6
authorities

Standard 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 knowledge, skills and expertise at the Board level
commensurate with the governance structure and the nature, scale and
complexity of the insurer’s business;

e 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

e adequate powers and resources to be able to discharge its duties fully and
effectively.

64. The Expert Team found that observance of this Standard is, in general, lower. A number of
supervisors do not have legislative powers to meet the requirements of this Standard. In
addition, some supervisors do not always conduct regular assessments of all the elements
identified in this Standard.
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Table 3.21 Standard 7.3

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 11 11 1 0 0 23 8.3
e Other OECD 3 7 0 0 0 10 7.9
jurisdictions
e Other 15 13 7 0 1 36 7.7
jurisdictions
e Total participating 29 31 8 0 1 69 7.9
authorities
Results by IAIS Region
e Americas 5 9 0 0 0 14 8.1
e Asia-Oceania 6 4 4 0 0 14 7.4
e Central, Eastern
Europe and 3 5 1 0 0 9 7.7
Transcaucasia
e Middle East and 3 1 0 0 1 5 9.3
North Africa
e Offshore and 3 2 1 0 0 6 8.0
Caribbean Islands
e Sub-Sahara Africa 1 4 1 0 0 6 7.0
e Western Europe 8 6 1 0 0 15 8.4
e Total participating 29 31 8 0 1 69 7.9
authorities

Standard 7.4: The supervisor requires the individual members of the Board to:

e actin good faith, honestly and reasonably;

e exercise due care and diligence;

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

o exercise independent judgment and objectivity in his/her decision making, taking
due account of the interests of the insurer and policyholders; and

e not use his/her position to gain undue personal advantage or cause any detriment
to the insurer.

65. The Expert Team found significant regional differences in the observance of this Standard.
The most common challenge is not having the legislative power to require individual
members of the Board to act in the best interests of the insurer and policyholders. This
may result from supervisors relying on existing corporate law. The Expert Team believes
that jurisdictions may need to supplement existing corporate law by amending insurance
law to meet the objectives of insurance supervision.
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Table 3.22 Standard 7.4

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 9 12 1 0 1 23 8.1
e Other OECD 2 6 2 0 0 10 7.0
jurisdictions
e Other 13 15 7 0 1 36 7.5
jurisdictions
e Total participating 24 33 10 0 2 69 7.6
authorities
Results by IAIS Region
e Americas 4 9 0 0 1 14 7.9
e Asia-Oceania 4 6 4 0 0 14 7.0
e Central, Eastern
Europe and 1 6 2 0 0 9 6.7
Transcaucasia
e Middle East and 4 1 0 0 0 5 9.4
North Africa
e Offshore and 2 2 1 0 1 6 7.6
Caribbean Islands
e Sub-Sahara Africa 1 3 2 0 0 6 6.5
e Western Europe 8 6 1 0 0 15 8.4
e Total participating 24 33 10 0 2 69 7.6

authorities

Standard 7.5: The supervisor requires the insurer’s Board to provide oversight in respect
of the design and implementation of sound risk management and internal control

systems and functions.

66. The Expert Team found observance of this Standard is high. The most common challenge
to full observance is that supervisory assessments of whether the Board is fulfilling its
responsibility of providing oversight in respect to the design and implementation of sound
risk management and internal control systems and functions are not sufficiently frequent
and robust. In addition, a number of supervisors noted that supervisory concerns are not
always resolved in a timely manner.
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Table 3.23 Standard 7.5

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 14 9 0 0 0 23 8.8
e Other OECD 2 6 2 0 0 10 7.0
jurisdictions
e Other 17 15 4 0 0 36 8.1
jurisdictions
e Total participating 33 30 6 0 0 69 8.2
authorities
Results by IAIS Region
e Americas 6 8 0 0 0 14 8.3
e Asia-Oceania 4 6 4 0 0 14 7.0
e Central, Eastern
Europe and 3 5 1 0 0 9 7.7
Transcaucasia
e Middle East and 5 0 0 0 0 5 10.0
North Africa
e Offshore and 3 3 0 0 0 6 8.5
Caribbean Islands
e Sub-Sahara Africa 3 3 0 0 0 6 8.5
e Western Europe 9 5 1 0 0 15 8.6
e Total participating 33 30 6 0 0 69 8.2

authorities

Standard 7.6: The supervisor requires the insurer’s Board to:
adopt and oversee the effective implementation of a remuneration policy, which
does not induce excessive or inappropriate risk taking, is in line with the identified
risk appetite and long term interests of the insurer, and has proper regard to the
interests of its 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).

67. The Expert Team notes that this Standard had the lowest level of observance, with
observance low in all regions. The most common challenge to observance is the absence
of specific legislative powers respecting remuneration. Moreover, a number of supervisors
reported that where concerns exist, they are not resolved in a timely manner. The Expert
Team is aware that a number of jurisdictions are updating their legislative frameworks to

address compensation, but that this work is on-going.
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Table 3.24 Standard 7.6

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 7 5 8 3 0 23 6.0
e Other OECD 2 3 2 2 1 10 5.4
jurisdictions
e Other 7 11 14 4 0 36 5.6
jurisdictions
e Total participating 16 19 24 9 1 69 5.7
authorities
Results by IAIS Region
e Americas 1 4 8 1 0 14 5.0
e Asia-Oceania 2 6 4 2 0 14 5.6
e Central, Eastern
Europe and 2 1 2 3 1 9 4.4
Transcaucasia
e Middle East and 4 0 1 0 0 5 8.8
North Africa
e Offshore and 0 2 4 0 0 6 5.0
Caribbean Islands
e Sub-Sahara Africa 1 3 1 1 0 6 5.8
e Western Europe 6 3 4 2 0 15 6.5
e Total participating 16 19 24 9 1 69 5.7
authorities

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

68. The Expert Team found that observance of this Standard is in general high. The most
common challenge for observance is that some supervisors elaborate on the requirements
identified in this Standard through published supervisory Guidance that does not have the
force of law.
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Table 3.25 Standard 7.7

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 18 4 0 0 1 23 9.5
e Other OECD 6 4 0 0 0 10 8.8
jurisdictions
e Other 15 16 4 0 1 36 7.9
jurisdictions
e Total participating 39 24 4 0 2 69 8.6
authorities
Results by IAIS Region
e Americas 11 2 0 0 1 14 9.5
e Asia-Oceania 6 5 3 0 0 14 7.6
e Central, Eastern
Europe and 4 5 0 0 0 9 8.3
Transcaucasia
e Middle East and 4 0 0 0 1 5 10.0
North Africa
e Offshore and 2 3 1 0 0 6 7.5
Caribbean Islands
e Sub-Sahara Africa 1 5 0 0 0 6 7.5
e Western Europe 11 4 0 0 0 15 9.2
e Total participating 39 24 4 0 2 69 8.6

authorities

Standard 7.8: The supervisor requires the insurer’s Board to have systems and controls
to ensure the promotion of appropriate, timely and effective communications with the
supervisor and relevant stakeholders on the governance of the insurer.

69. Standard 7.8 calls for insurers to have the means to permit appropriate disclosure of
information regarding governance to other stakeholders. However, the Expert Team
believes that the Standard and related Guidance do not align well with ICP 20 (Public
Disclosure) and recommends that this discrepancy be addressed. Also, ICP 20 refers to
“policyholders and market participants,” so Guidance should be provided on which other
stakeholders might be relevant under Standard 7.8.
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Table 3.26 Standard 7.8

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 9 7 7 0 0 23 7.3
e Other OECD 5 3 1 0 1 10 8.3
jurisdictions
e Other 12 16 6 2 0 36 7.1
jurisdictions
e Total participating 26 26 14 2 1 69 7.3
authorities
Results by IAIS Region
e Americas 5 2 7 0 0 14 6.6
e Asia-Oceania 6 2 4 2 0 14 6.6
e Central, Eastern
Europe and 4 4 1 0 0 9 8.0
Transcaucasia
e Middle East and 3 2 0 0 0 5 8.8
North Africa
e Offshore and 1 5 0 0 0 6 7.5
Caribbean Islands
e Sub-Sahara Africa 0 5 1 0 0 6 6.5
e Western Europe 7 6 1 0 1 15 7.7
e Total participating 26 26 14 2 1 69 7.3

authorities

Standard 7.9: The supervisor requires the insurer’s Board to have appropriate policies
and procedures to ensure that Senior Management:
carries out the day-to-day operations of the insurer effectively and in accordance
with the insurer’s strategies, policies and procedures;
promotes a culture of sound risk management, compliance and fair treatment of

customers;

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

provides to the relevant stakeholders and the supervisor the information required

to satisfy the legal and other obligations applicable to the insurer or Senior

Management.

70. The Expert Team found that the most common challenge for observance of this Standard
is that the supervisor's assessment of the Board’s supervision of Senior Management is
not sufficiently robust or frequent. This appears to be an area where supervisors may not
yet have appropriate strategies for gaining the necessary insights, such as through a
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combination of off-site assessments, periodic monitoring, and on-site inspections. Another
issue is that assessments may be occurring only in cases of actual or potential supervisory
concerns, rather than preventively.

Table 3.27 Standard 7.9

observed largely partly not not Total Index
observed | observed | observed | assessed

Results by Nature of

Jurisdiction

e FSB jurisdictions 13 7 2 0 1 23 8.5

e Other OECD 4 5 1 0 0 10 7.9
jurisdictions

e Other 14 15 4 1 2 36 7.7
jurisdictions

e Total participating 31 27 7 1 3 69 8.0
authorities

Results by IAIS Region

e Americas 9 5 0 0 0 14 8.9
e Asia-Oceania 3 6 4 0 1 14 6.8
e Central, Eastern
Europe and 5 3 0 1 0 9 7.9
Transcaucasia
e Middle East and 4 0 0 0 1 5 10.0
North Africa
e Offshore and 2 4 0 0 0 6 8.0
Caribbean Islands
e Sub-Sahara Africa 0 6 0 0 0 6 7.0
e Western Europe 8 3 3 0 1 15 8.1
e Total participating 31 27 7 1 3 69 8.0
authorities

Standard 7.10: The supervisor has the power to require the insurer to demonstrate the
adequacy and effectiveness of its corporate governance framework.

71. Observance of this Standard is high. Where the supervisors are not observed, it is
generally due to the absence of an explicit legislative power to require an insurer to
demonstrate the adequacy and effectiveness of its corporate governance framework
and/or due to supervisors not yet having appropriate strategies for assessing adequacy
and effectiveness.
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Table 3.28 Standard 7.10

Results

by Nature of

Jurisdiction

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

observed

22

30

10

61

largely
observed

partly
observed

not
observed

not
assessed

Total

23

36

14

69

Index

9.7

8.9

8.0

10.0

9.0

9.3
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ICP 8

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.

72. ICP 8 was significantly revised in 2011, with the new Standards being much more explicit
regarding what is expected of the supervisor than previous versions. The Expert Team
believes that the 2011 revisions, and the fact that some jurisdiction are in the process of
updating their legislative frameworks, probably contributed to the low level of observance
of this ICP, although it is only slightly lower than for ICP 7. Only 8 jurisdictions reach the
level of observed, while 37 are largely observed and 9 are partly observed.

73. In developing their legislative frameworks supervisors should ensure that they have the
power to require insurers to have all control functions, and that these functions have the
necessary resources, independence, and authority. Some supervisors may require one
control function (e.g. Internal Audit), while not requiring a Risk Management or a
Compliance function. Moreover, even where the functions are required, the supervisor may
not always assess whether these functions have the necessary resources, independence,
and authority.

74. There were only minor differences in observance by region.

75. In many jurisdictions internal control requirements are defined, at least in part, in legislation
other than insurance law. Some respondents did not seem to appreciate that the
supervisor might need to supplement such other legislation with insurance specific
requirements to meet the objectives of this ICP. The Expert Team recommends that this
point be emphasized in Guidance.

76. The Expert Team recommends that the IAIS remind supervisors that assessments of risk
management and internal controls should be regular, robust, comprehensive, and made
proactively, not just when problems are identified.

Table 3.29 ICP 8 Summary of Results

observed largely partly not not Total Index
observed | observed | observed | assessed
ICP 8 by Nature of
Jurisdiction
e FSB jurisdictions 7 13 1 0 2 23 7.9
e Other OECD 1 4 4 0 1 10 6.0
jurisdictions
e Other 8 20 4 0 4 36 7.4
jurisdictions
e Total participating 16 37 9 0 7 69 7.3
authorities
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ICP 8 by IAIS Region

e Americas

e Asia-Oceania 4 5 2 0 3 14 7.5

e Central, Eastern
Europe and
Transcaucasia

e Middle East and 3 1 1 0 0 5 8.2
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa 0 5 1 0 0 6 6.5

e Western Europe

e Total participating 16 37 9 0 7 69 7.3
authorities

ICP 8 by Standard, total
participating authorities

e Standard 8.1 40 25 3 0 1 69 8.6

Standard 8.2

e Standard 8.3 23 30 11 2 3 69 7.3

e Standard 8.4

e Standard 8.5 33 25 8 2 1 69 7.9

e Standard 8.6

e Standard 8.7 39 14 12 2 2 69 8

Standard 8.1: The supervisor requires the insurer to establish, and operate within,
effective systems of risk management and internal controls.

77. The majority of supervisors are observed for this Standard. The Expert Team notes that
this Standard, similar to Standard 5.1, requires effective systems of risk management and
internal controls, without specifying what those controls or systems are.

Table 3.30 Standard 8.1

observed largely partly not not Total Index
observed | observed | observed | assessed

Results by Nature of
Jurisdiction

e FSB jurisdictions 14 8 0 0 1 23 8.9

e Other OECD
jurisdictions
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Other
jurisdictions

Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

19

40

14

25

36

14

69

8.3

8.2

10.0

7.5

8.6

Standard 8.2: The supervisor requires the insurer to have effective control functions with

the necessary authority, independence, and resources.

78. The majority of supervisors are either observed or largely observed for this Standard.
Where observance is a challenge, this largely results from the supervisor not having the
legislative power to require insurers to provide control functions with the necessary
authority, independence, and resources.

Table 3.31 Standard 8.2

Results

by Nature of

Jurisdiction

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and

observed

11

12

largely
observed

17

partly
observed
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not
observed

not
assessed

Total

23

36

14

Index

7.3

7.7

8.5




Transcaucasia

e Middle East and
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa

e Western Europe

e Total participating
authorities

25

25

14

69

8.8

6.0

7.4

Standard 8.3: The supervisor requires the insurer to have an effective risk management
function capable of assisting the insurer to identify, assess, monitor, manage and report
on its key risks in atimely way.

79. The majority of supervisors are largely observed for this Standard. The most common
challenge for Observance is the absence of specific legislative powers related to the
requirements identified in this Standard.

Standard 8.3
Table 3.32

Results by Nature of
Jurisdiction

e FSB jurisdictions

e Other OECD

jurisdictions

e Other
jurisdictions

e Total participating
authorities

Results by IAIS Region

e Americas

e Asia-Oceania

e Central, Eastern
Europe and
Transcaucasia

e Middle East and
North Africa

e Offshore and
Caribbean Islands

e Sub-Sahara Africa

e Western Europe

e Total participating
authorities

observed

10

12

23

largely
observed

12

12

30

partly
observed

11

not
observed

not
assessed

Total

23

36

14

69

Index

8.2

7.3

7.3

8.8

7.0

7.3
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Standard 8.4: The supervisor requires the insurer to have an effective compliance

function capable of assisting the insurer to meet its legal and regulatory obligations and
promote and sustain a corporate culture of compliance and integrity.

80. The majority of supervisors are largely observed for this Standard. The Expert Team notes,
however, that a number of supervisors do not require Compliance functions. Further some
supervisors that indicate they require a compliance function may not be distinguishing
sufficiently between a legal function versus a function focused on compliance in the sense
of ICP 8. The Expert Team suggests that the IAIS reiterate the importance of a compliance
function in an insurer’s overall governance framework and that it provide more Guidance

on the nature of such function.

Table 3.33 Standard 8.4

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 11 10 1 1 0 23 8.0
e Other OECD 1 4 1 4 0 10 4.2
jurisdictions
e Other 13 14 7 0 2 36 7.5
jurisdictions
e Total participating 25 28 9 5 2 69 7.2
authorities
Results by IAIS Region
e Americas 7 7 0 0 0 14 8.5
e Asia-Oceania 4 7 1 0 2 14 7.8
e Central, Eastern
Europe and 1 5 2 1 0 9 5.9
Transcaucasia
e Middle East and 4 0 1 0 0 5 8.8
North Africa
e Offshore and 3 2 1 0 0 6 8.0
Caribbean Islands
e Sub-Sahara Africa 0 5 1 0 0 6 6.5
e Western Europe 6 2 3 4 0 15 5.7
e Total participating 25 28 9 5 2 69 7.2

authorities
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Standard 8.5: The supervisor requires that there is an effective actuarial function capable

of evaluating and providing advice to the insurer regarding, at a minimum, technical

provisions, premium and pricing activities, and compliance with related statutory and
regulatory requirements.

81. The majority of supervisors are observed or largely observed for this Standard. The Expert
Team notes, however, that a number of supervisors do not require actuarial functions. The
Expert Team suggests that the IAIS reiterate the importance of an actuarial function in an
insurer’s overall framework for risk management and internal controls. The Expert Team is
also aware from some jurisdictions that actuarial capacity remains a significant challenge
in a number of regions and suggests the IAIS support efforts to enhance actuarial capacity

or access to actuarial services.

Table 3.34 Standard 8.5

observed largely partly not not Total Index
observed | observed | observed | assessed
Results by Nature of
Jurisdiction
e FSB jurisdictions 13 8 1 1 0 23 8.3
e Other OECD 4 4 1 1 0 10 7.2
jurisdictions
e Other 16 13 6 0 1 36 7.9
jurisdictions
e Total participating 33 25 8 2 1 69 7.9
authorities
Results by IAIS Region
e Americas 8 5 1 0 0 14 8.5
e Asia-Oceania 4 8 1 0 1 14 7.7
e Central, Eastern
Europe and 7 2 0 0 0 9 9.3
Transcaucasia
e Middle East and 4 0 1 0 0 5 8.8
North Africa
e Offshore and 4 1 1 0 0 6 8.5
Caribbean Islands
e Sub-Sahara Africa 1 3 2 0 0 6 6.5
e Western Europe 5 6 2 2 0 15 6.7
e Total participating 33 25 8 2 1 69 7.9

Standard 8.6: The supervisor requires the insurer to have an effective internal audit

authorities

function capable of providing the Board with independent assurance in respect of the

insurer’s governance, including its risk management and internal controls.

82. The majority of supervisors are observed or largely observed for this Standard. A number
of supervisors note that while almost all supervisors require insurers to have an internal

46/54




audit function, the resources, independence and authority of this function are not always
assessed. Moreover, even where assessed, it is generally only in response to supervisory
concerns, rather than preventively.

Table 3.35 Standard 8.6

observed largely partly not not Total Index
observed | observed | observed | assessed

Results by Nature of

Jurisdiction

e FSB jurisdictions 10 11 1 0 1 23 8.2

e Other OECD 3 4 2 1 0 10 6.6
jurisdictions

e Other 14 14 7 0 1 36 7.6
jurisdictions

e Total participating 27 29 10 1 2 69 7.7
authorities

Results by IAIS Region

e Americas 6 7 0 0 1 14 8.4
e Asia-Oceania 3 5 5 0 1 14 6.5
e Central, Eastern
Europe and 5 3 1 0 0 9 8.3
Transcaucasia
e Middle East and 4 1 0 0 0 5 9.4
North Africa
e Offshore and 2 2 2 0 0 6 7.0
Caribbean Islands
e Sub-Sahara Africa 1 4 1 0 0 6 7.0
e Western Europe 6 7 1 1 0 15 7.5
e Total participating 27 29 10 1 2 69 7.7
authorities

Standard 8.7: 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.

83. The majority of supervisors are observed for this Standard. The Expert Team notes that a
number of supervisors conduct assessments of outsourcing arrangements only when
supervisory concerns exist. The Expert Team suggests that the IAIS communicate to
supervisors the importance of assessing outsourcing arrangements to the same level as
internal activities and control functions are assessed.
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Table 3.36 Standard 8.7

Results

by Nature of

Jurisdiction

FSB jurisdictions

Other OECD
jurisdictions

Other
jurisdictions

Total participating
authorities

Results

by IAIS Region

Americas

Asia-Oceania

Central, Eastern
Europe and
Transcaucasia

Middle East and
North Africa

Offshore and
Caribbean Islands

Sub-Sahara Africa

Western Europe

Total participating
authorities

observed

17

16

39

largely
observed

14

partly
observed

12

not
observed

not
assessed

Total

23

36

14

69

Index

9.1

7.2

7.2

8.0

7.0

8.0
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Annex 1: Participating IAIS Members
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Bahamas

Bahrain
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Belgium

Belgium

Belize

Bermuda

Bhutan

Botswana

Brazil - ANS

Brazil - SUSEP

British Virgin Islands
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Bulgaria

Cambodia

Canada - OSFI
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Canada (Québec)
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Nature of Jurisdiction IAIS Region
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China

China, Hong Kong

Chinese Taipei

Colombia

Costa Rica

Curagao and Sint
Maarten

Cyprus

Czech Republic

Denmark

Ecuador

Egypt

EIOPA

El Salvador

Estonia

Finland - Authority

Finland - Ministry

France - ACPR

Georgia

Germany - BAFIN

Germany - Ministry

Ghana

Gibraltar

Guatemala

Guernsey

Guinea

Hungary

Iceland

India

Indonesia

Ireland

Isle of Man

Israel

Italy

Jamaica
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I Nature of Jurisdiction I IAIS Region

IAIS Members

Participant
FSB
Other
OECD
Other
Americas
Asia-
Oceania
Central
Eastern Europe

and '
Middle East
and North
Africa
Offshore
and
Caribbean
Sub-Sahara
Africa
Western
Europe
% of
global
premium
in 2013

Japan

x
L
x
x
L
x

I 11.45%

Jersey

Jordan X X X 0.01%

Kazakhstan

Kenya X X X 0.03%

Korea (Republic of)

Kosovo X X X

Latvia

Lebanon X X 0.03%

Lesotho

Liechtenstein X X X 0.08%

Lithuania

Luxembourg X X X 0.64%

Macau

Macedonia (Republic X X
of)

Malawi

Malaysia X X X 0.33%

Malaysia (Labuan)

Maldives (Republic of) X X

Malta

Mauritius (Republic X X 0.01%
of)

Mexico

Moldova (Republic of) X X X

Mongolia

Montenegro X X

Morocco

Namibia X X 0.02%

Nepal

Netherlands X X X X 2.18%

New Zealand

Nigeria X X X 0.04%

Norway

Pakistan X X 0.04%

Palestine

Panama X X 0.03%
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Nature of Jurisdiction IAIS Region
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Papua New Guinea

Papua New Guinea

Paraguay

Peru

Philippines

Poland

Portugal

Qatar

Romania

Russia

Rwanda

Samoa

San Marino

Saudi Arabia

Serbia (Republic of)

Singapore

Slovakia

Slovenia

South Africa

Spain

Sri Lanka

Sultanate of Oman

Suriname

Swaziland

Sweden

Switzerland

| |
N N O N NN N U I N
N I N N I B N

NN N N NN N N N O N N N
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Tanzania

Thailand

| <p 17 1 [ I | |

Trinidad & Tobago

Tunisia

AN N N O N N I N I N

Turkey

Turks & Caicos BWI

- (- ¢ ¢ ¢ <7 @ p

Uganda

United Arab Emirates

United Arab Emirates -

Dubai International
Financial Centre
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Nature of Jurisdiction IAIS Region
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(DIFC)

United Kingdom - PRA ‘

Uruguay - ! <y 1 ] 1 | I

USA, FIO ‘

USA, FRB -1 ! <7 1 [ 1 | [ ¥

USA, NAIC

USA, California

USA, Connecticut

USA, District of
Columbia

USA, Nebraska

USA, Texas ‘

Uzbekistan - ! /<y [ (> | [ [ B |

Participating
Jurisdictions by
Category

Total Jurisdictions by
Category

Vanuatu ‘ ‘

98.81%

Participation Rate’ 43% 41% | 50% | 36% | 42% | 33% | 35% | 58%

"In calculating the participation rates, the numerators for the FSB jurisdictions, the United States is counted as
one.
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