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ICP 9 Supervisory Review and Reporting

The supervisor uses off-site monitoring and on-site inspections to: examine the business
of each insurer; evaluate its financial condition, conduct of business, corporate
governance framework and overall risk profile; and assess its compliance with relevant
legislation and supervisory requirements. The supervisor obtains the necessary
information to conduct effective supervision of insurers and evaluate the insurance
market.

9.0 Introductory Guidance

9.0.1 This ICP focuses on the general processes and procedures supervisors should have in
place with respect to supervisory review and reporting. For the purpose of this ICP, off-
site monitoring and on-site inspections are collectively referred to as “supervisory
review”. Aspects of what supervisors may require or assess as part of supervisory
review and reporting on specific areas (such as solvency, governance, conduct of
business) are dealt with in other ICPs with respect to those ICPs’ specific areas of
focus.

9.0.2 Supervision is a dynamic process that includes:
e developing and implementing a framework for supervisory review and reporting;
e developing and executing supervisory plans for insurers;
e analysis of reported and other relevant information;
o feedback and dialogue between the supervisor and insurers;

e intervention, including any preventive/corrective measures or sanctions, where
necessary;

e follow-up (including updating the supervisory framework and/or adjusting the
frequency and intensity of assessment under supervisory plans); and

e cooperation and coordination with other relevant supervisors and authorities where
necessary.

CF9.0.a The group-wide supervisor engages with the Head of the IAIG and, in
cooperation with other involved supervisors, carries out a supervisory
review to assess the IAIG’s compliance with relevant legislation and
supervisory requirements applicable at the level of the Head of the IAIG.

CF 9.0.a.1 This supervisory review may be conducted within the supervisory
college (see ComFrame material under ICP 25 Supervisory
Cooperation and Coordination).

CF 9.0.a.2  Cooperation with other involved supervisors includes them providing
relevant information concerning the insurance legal entities within the
IAIG that they supervise. It is the responsibility of the group-wide
supervisor to assess the IAlIG’s compliance with the relevant

Draft ICP 9 Supervisory Review and Reporting (CF 9.4) — For public consultation Page 1 of 24



Public

@ IAIS

legislation and supervisory requirements applicable at the level of the
Head of the IAIG.

Framework for supervisory review and reporting

9.1 The supervisor has a documented framework which outlines its approach for
supervisory review and reporting. The supervisor reviews periodically that this
framework remains effective and adequate.

9.1.1  While the framework should encompass all insurers within a jurisdiction, it should be
sufficiently flexible with varying supervisory review and reporting requirements that
allow for taking a risk-based approach. For example, the supervisory processes and
activities which are appropriate for a complex, internationally active insurer may be
different than those for a small, local insurer.

9.1.2 The supervisor should have documented procedures and/or guidelines for consistent
and regular supervisory review and reporting at an appropriate level of depth.

9.1.3 The supervisor should be able to process data in a timely and effective way and have
processes and procedures to collect and store reported data securely in an electronic
format. The framework should have the necessary protections for confidential
information in the possession of the supervisor and for the sharing of information (see
ICP 2 Supervisor and ICP 3 Information Sharing and Confidentiality Requirements).

9.1.4 The framework should enable the supervisor to coordinate on-site inspection and off-
site monitoring activities. The supervisor should document the results of these activities
in such a way that they are accessible and comprehensible to all involved staff.

9.1.5 The supervisor should establish both qualitative and quantitative methods for assessing
insurers, in a consistent manner and on an ongoing basis. The supervisor should
develop monitoring tools to identify potential risks within or affecting the insurer or its
customers in a timely manner.

9.1.6 The framework should enable the supervisor to evaluate the insurer’s business,
financial condition, conduct of business and corporate governance framework to
determine the insurer’s overall risk profile. In order to achieve this objective, the
supervisor should have an understanding of at least the insurer’s:
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9.1.7

9.1.8

9.1.9

e current and prospective solvency, including assets and liabilities and off-balance
sheet commitments;

e capital resources management;
e technical operations (eg actuarial methods, underwriting policy, reinsurance policy);

o treatment of customers and whether any activities being engaged in are not fair,
lawful or proper;

e corporate culture, business objectives and strategies and business models;
e the systems of risk management and internal controls;

e organisational structure; and

e compliance with supervisory requirements.

The supervisor should assess the insurer’s enterprise risk management framework for
the identification and quantification of risks, and evaluate whether business activities
and/or internal practices/processes reflect the insurer’s risk assessment. The supervisor
should compare the risk profile of the insurer with its risk-carrying capacity and seek to
detect issues that may adversely affect its capacity to meet obligations towards
policyholders. The framework should enable the supervisor to analyse trends and
compare risk assessments including against any stress test outcomes.

The framework should include assessments of the risks to which insurers are exposed
and the risks which insurers may pose to policyholders, the insurance sector and
financial stability. These assessments should include risks which may lead to an
insurer’s distress or disorderly failure or which may be transmitted through collective
activities or exposures of a number of insurers and that may have a serious negative
impact on financial stability (see ICP 24 Macroprudential Supervision).

The framework should include sufficiently comprehensive and regular communication
between the supervisor and insurers. This communication should involve senior level
representatives as well as specialised areas within both the supervisor and insurers,
and for insurance groups, may include contact with non-regulated and parent entities.
Additionally, there should be appropriate communication channels between the
supervisor and the external auditors for the exchange of information relevant to carrying
out their respective statutory responsibilities.

9.1.10 The framework should promote pro-active and early intervention by the supervisor, in

order to enable the insurer to take appropriate action to mitigate risks and/or minimise
current or future problems.

Review of the Framework

9.1.11 The supervisor’s review of its framework should pay due attention to the evolving risks

which may be posed by insurers and to risks to which insurers may be exposed.

9.1.12 As part of the framework review, the supervisor should confer regularly internally as

well as externally with other relevant authorities and stakeholders so that all relevant
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information is being appropriately assessed and analysed, and to facilitate the
identification of potential new risks or emerging market trends that the framework may
need to address. While the framework should be updated accordingly, the supervisor
should be mindful that such updates are not done so frequently or in a manner that
causes unnecessary disruption to the supervisory process and/or excessive costs to the
supervisor and insurers.

9.1.13 The framework should be suitably flexible so that it may adapt easily and in a timely
manner to domestic and global developments in, for example, legislation, the insurance
and broader financial markets, or international standards.

Group Perspectives

9.1.14 The framework of the group-wide supervisor should take into account all entities
identified within the scope of the insurance group (see ICP 23 Group-wide Supervision).
While insurance groups may have different approaches to governance structures —
either more centralised or more decentralised — the framework should include
appropriate tools for supervisory review and reporting for all relevant entities (see
Issues Paper on Approaches to Group Corporate Governance).

9.1.15 Although the group-wide supervisor may not have the power to conduct supervisory
review and reporting of non-regulated entities, it should assess, at least, the potential
adverse impact of such non-regulated entities on the group.

9.1.16 Similarly, where the group-wide supervisor does not have the power to conduct
supervisory review and reporting of a group legal entity in another jurisdiction, it should
communicate and coordinate with the other involved supervisor accordingly. For
example, the group-wide supervisor could approach the other involved supervisor to
propose a joint on-site inspection or recommend that the other involved supervisor
undertake such an inspection, when deemed necessary.

9.2 As part of the supervisory framework, the supervisor develops supervisory plans
which set priorities and determine the appropriate depth and level of off-site
monitoring and on-site inspection activity.

9.2.1 A supervisory plan is a tool for supervisors to determine the frequency, scope and
depth of supervisory review activities. It could be generic (eg addressing categories or
groups of insurers) or specific (addressing individual insurers).

9.2.2 In establishing a supervisory plan, the supervisor should assess and determine the key
areas of risk to which insurers are exposed or risks which insurers may pose, using its
judgement and the information, methodologies and tools at its disposal.

9.2.3 The circular nature of the supervisory framework provides a variety of inputs to help
develop and/or adjust supervisory plans. For example, market analyses, internal
models, insurers' own risk and solvency assessments (ORSA), horizontal reviews,
stress/scenario testing, previous risk and conduct assessments, work of external
auditors and information gathered as a result of supervisory reporting requirements
provide information the supervisor should use as input in determining the scope and
frequency of off-site monitoring and on-site inspections.
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9.3 The supervisor reviews outsourced material activities or functions to the same level
as non-outsourced material activities or functions.

9.3.1

9.3.2

9.3.3

The supervisor should review outsourced material activities or functions through the
insurer itself, but should also obtain information from, and conduct on-site inspections
of, entities engaged in providing outsourced activities or functions for the insurer, where
necessary.

The supervisory review process for outsourced material activities or functions may differ
from the process used for non-outsourced activities or functions, provided that the
supervisory outcomes are met.

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

Supervisory reporting

9.4 The Supervisor:

9.4.1

9.4.2

9.4.3

establishes documented requirements for the regular reporting of qualitative and
quantitative information from all insurers licensed in its jurisdiction;

defines the scope, content and frequency of the information to be reported;
sets out the relevant accounting and auditing standards to be used;
requires that an external audit opinion is provided on annual financial statements;

requires insurers to report on any material changes or incidents that could affect
their condition or customers;

requires insurers to correct inaccurate reporting as soon as possible; and

requires more frequent reporting and/or additional information from insurers as
needed.

Supervisory reporting requirements should apply to all insurers licensed in a jurisdiction,
and form the general basis for off-site monitoring. Supervisory reporting requirements
are a reflection of the supervisor’'s needs and will thus vary by jurisdiction according to
overall market structure and conditions and by insurer according to its nature, scale and
complexity.

In setting supervisory reporting requirements, the supervisor may make a distinction for
foreign insurers who are allowed to conduct insurance activities within the jurisdiction by
way of a local branch or subsidiary or on a cross-border provision of services basis.

The supervisor should require insurers to report both quantitative and qualitative
information, including at least:
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9.4.4

9.4.5

9.4.6

9.4.7

9.4.8

9.4.9

9.4.10

9.4.11

¢ financial reports, which include at least a balance sheet and income statement as
well as a statement of comprehensive income if appropriate;

e an external audit opinion on annual financial statements;
o off-balance sheet exposures;
e material outsourced functions and activities;

e adescription of the insurer’s organisational structure, corporate governance
framework and risk management and internal control systems; and

¢ information on complaints, claims, surrenders and lapses.

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

The supervisor may require that certain reports and information, such as solvency ratios
or technical provisions, are subject to independent (internal or external) review,
including audit and/or actuarial review.

While the supervisor sets out the relevant accounting and auditing standards to be used
for supervisory reporting, the actual standards are generally established by a party
other than the supervisor. To help accounting and auditing standards reflect the nature
of insurance business, the supervisor could provide guidance and practices to be used
for areas such as fair value estimations and technical provisions.

The external audit of the annual financial statements should be conducted in
accordance with auditing standards that are generally accepted internationally.

The supervisor should consider using the work of external auditors in order to support
the supervisory review process. For example, the supervisor may utilize the external
audits to identify: internal control weaknesses and possible audit material risks; issues
resulting from regulatory and accounting changes; changes in insurance and financial
risks; and issues encountered in applying the audit approach.

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

Depending on the nature, scale and complexity of the insurer, more frequent reporting
and/or additional information may be requested from specific insurers on a case-by-
case basis.

The supervisor should require that information on changes that could materially impact
the insurer’s risk profile, financial position, organisational structure, governance or
treatment of its customers is provided by the insurer in a timely manner.
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CF9.4.0 Introductory Guidance

CF 9.4.0.1 CF 9.4 establishes the ICS supervisory reporting requirements, which
are designed to provide group-wide supervisors with the necessary
information to evaluate the capital adequacy and risk profile of the
IAIG. While supervisory reporting (CF 9.4) and public disclosure (CF
20.10) serve distinct purposes, there are instances where certain
required information is the same. In such cases, the text in CF 9.4 and
CF 20.10 is aligned to ensure consistency as the requirement refers
to the same information.

CF9.4.a The group-wide supervisor requires the Head of the IAIG to report its ICS
results at least annually and within a timeline that enables supervisory
processes.

CF 9.4.a.1 ICS results constitute the comprehensive set of information required
under CF 9.4.b to CF 9.4.i. The supervisory reporting of ICS results
should provide sufficient information for the group-wide supervisor to
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form the general basis for effective supervision and risk assessment
of the capital adequacy position of the IAIG and make an informed
decision to intervene on capital adequacy grounds.

CF 9.4.a.2 The group-wide supervisor may require the Head of the IAIG to report
its ICS results more frequently than annually under certain conditions,
such as a material acquisition or disposal, a significant change in the
risk profile, the occurrence of a material event, or upon the request of
the group-wide supervisor. More frequent regular reporting could also
be required to enable effective supervision.

CF 9.4.a.3 Examples of ways in which CF 9.4.a to CF 9.4.i and the corresponding
guidance can be pursued are included in the Annex F.

CF 9.4.a.4 lllustrative examples of the reporting templates to the group-wide
supervisor can be found in Annex G.

CF9.4b The group-wide supervisor requires the Head of the IAIG to report its ICS
ratio.

CF 9.4.b.1 The ICS ratio should be reported as a breakdown of its numerator and
denominator as follows:

ICS ratio = Qualifying capital resources / ICS capital requirement

CF 9.4.b.2 The group-wide supervisor should require the Head of the IAIG to
report the material changes in the ICS ratio since the last reporting
period, including an explanation of the underlying drivers of these
changes.

CF94.c The group-wide supervisor requires the Head of the IAIG to report the
entities included, and any that have been excluded, in its ICS calculation.

CF9.4.c.1 The group-wide supervisor should require the Head of the IAIG to
report:

e a structure chart and/or list that includes all entities within the
IAIG, identifying entities that are insurance and insurance-
related entities, as well as non-insurance entities, and specifying
those entities subject to full or proportional consolidations (eg
joint ventures and joint operations) and those reported as equity
method investments;

e a justification for any entities excluded from its ICS calculation,
(eg results of material risk assessment, where applicable); and

e any organisational changes since the previous reporting date.

CF9.4.c.2 While information used to identify all legal entities that are part of the
insurance group for other purposes (see ICP 23 Group-wide
supervision) may be leveraged, the reporting of entities included or
excluded in the ICS calculation is tailored to ICS requirements and
serves a distinct purpose.

CF9.4.d The group-wide supervisor requires the Head of the IAIG to report its ICS
consolidated balance sheet.
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CF 9.4.d.1 The ICS consolidated balance sheet should include:

¢ the audited consolidated GAAP starting balance sheet of the IAIG,
or where the IAIG does not prepare audited consolidated GAAP
financials, an aggregated group balance sheet to reflect group
level starting balances;

¢ any line-item adjustments, when material to the balance sheet, to
reflect reclassifications necessary to conform to an ICS balance
sheet (eg adjusting from a net to a gross presentation,
reclassifications between line items, consolidation of joint
operating entities and non-voting interest entities) and
explanations of these adjustments; and

e a reconciliation between the adjusted GAAP starting balance
sheet and the ICS balance sheet reflecting valuation adjustments
and the offsetting adjustments to equity.

CF9.4.e The group-wide supervisor requires the Head of the IAIG to provide
quantitative information on the underlying valuation of its ICS balance
sheet items, including:

Assets
e the value of the total assets;

e the value of investments, with a breakdown of the
investments into main asset classes;

o the value of assets other than investments, with a breakdown
of the main items classified as assets other than
investments;

Liabilities

e the value of total liabilities;

e the value of insurance liabilities with a breakdown of:
o current estimate by main lines of business; and
o margin over current estimate (MOCE);

e information on the value of insurance liabilities based on the
discounting curves used and that as replicable by a portfolio
of assets; and

¢ the value of non-insurance liabilities, with a breakdown of the
main items classified as non-insurance liabilities.

CF 9.4.e.1 Reported assets other than investments should include items such as
assets held in separate accounts, reinsurance recoverables, current
and deferred tax assets, real estate for own use, goodwill and
intangibles.

CF 9.4.e.2 The main lines of business in which the current estimate is split may
be specified by the group-wide supervisor in a manner that is relevant
to the business of the IAIG.
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CF 9.4.e.3 The information required on the value of insurance liabilities should
include a breakdown based on the bucketing approach specified by
the group-wide supervisor, regardless of the number of buckets. Such
information may take the form of a high-level description of the
products subject to the bucketing approach, the discounting curves
used for material portfolios, the impact on insurance liabilities from the
use of the bucketing approach, and other relevant details.

CF 9.4.e4 Reported non-insurance liabilities should include items such as
accruals, provisions, current and deferred tax liabilities, borrowings
and hybrid securities.

CF9.4f The group-wide supervisor requires the Head of the IAIG to provide
quantitative information on its ICS capital resources, including:

e the value of total qualifying capital resources;

e the value of capital resources, split into financial instruments
and capital elements other than financial instruments
(CEOFI), with their breakdown by tier;

o the value of deductions from each tier of capital resources
and their breakdown;

o allist of all financial instruments issued by the IAIG and their
characteristics; and

e if any, the impact of capital composition limits on the total
capital resources, with their breakdown by tier.

CF9.4.f1 The group-wide supervisor should require the Head of the IAIG to
provide details of the financial instruments issued by the IAIG,
including:

e classification and type of financial instrument, such as face amount
(par value), share premium associated with the issuance, par value
down streamed into insurance subsidiaries (for structurally
subordinated debt), rights of holders to accelerate repayment
outside of winding-up, issuance by a consolidated subsidiary to
third parties, and whether the instrument results in a non-controlling
interest;

e whether the instrument is paid-up or not;
e subordination details;

e date information, including: issued date, maturity, first ordinary call
date, date of earliest incentive to redeem; and

e mechanism for write-down or conversion in predefined going-
concern conditions.

CF94g In cases where the IAIG uses the standard method to calculate the ICS
capital requirement, the group-wide supervisor requires the Head of the
IAIG to provide quantitative information, including:
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o the ICS capital requirement, with a breakdown of the ICS
insurance and non-insurance capital requirement;

o for the insurance capital requirement, a breakdown covering
at least the following risk categories: life risk, non-life risk,
catastrophe risk, market risk, credit risk and operational risk;

« within each risk category, a breakdown of the sub-risks
covering life risk, non-life risk, catastrophe risk, market risk
and credit risk;

o the effect of diversification between risk categories;

o the utilisable tax effect on the ICS capital requirement, if
applicable; and

e the impact of management actions on the ICS capital
requirement, if applicable.

CF 9.4.9.1 The arrangement of risk categories may vary depending on how the
standard method is implemented by the group-wide supervisor.
Specifically, certain risk categories may be structured in a manner that
allows for the integration of risk categories into broader risk
categories. In such cases, these risks may be treated as sub-risks
within the applicable overarching risk categories (eg catastrophe risk
can be treated within the life and non-life risk).

CF9.4.h In cases where the IAIG received approval to use an internal model,
either full or partial, to calculate its ICS capital requirement, the group-
wide supervisor requires the Head of the IAIG to report information on
its ICS capital requirement according to the internal model.

CF 9.4.n.1 The content and level of detail of this report should align with those
specified in CF 9.4.g, subject to the internal model structure and
methodology as approved by the group-wide supervisor.

CF 9.4.h.2 Additionally, the group-wide supervisor may require the Head of the
IAIG to report the estimation of the ICS capital requirement using the
standard method.

CF9.4.i The group-wide supervisor requires the Head of the IAIG to report any
additional information to achieve a detailed and comprehensive
understanding of the IAIG’s ICS results, as needed.

CF 9.4.i.1  Additional information may include:

¢ descriptions of the relevant methodologies and assumptions used
in its calculation of the ICS results, including details of any
simplifications used, where not specified by the group-wide
supervisor; and

e an analysis of changes of its ICS results, including sensitivity
analysis (eg stress and/or scenario testing of the ICS ratio to key
market variables and credit risks) and back-testing.
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Off-site monitoring

9.5 The supervisor monitors insurers on an ongoing basis, based on communication
with the insurer and analysis of information obtained through supervisory reporting
as well as market and other relevant information.

9.5.1

9.5.2

9.5.3

9.5.4

9.5.5

The supervisor should be proactive and forward-looking in conducting effective off-site
monitoring and not rely only on historical data. The supervisor should analyse
information obtained in a timely manner.

The results of off-site monitoring should influence the supervisory plan and help
determine the content, nature, timing and frequency of on-site inspections. Off-site
monitoring may also enable the early detection of problems so that prompt and
appropriate supervisory responses can be taken before such problems become more
serious.

Analysis by the supervisor may provide a deeper understanding of developing trends
affecting an insurer and its customers. Analysis by business lines, customer grouping
and/or distribution channels may provide insights into the insurer’s overall risk profile.

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

Examples of ways in which this Standard and its corresponding guidance can be
pursued include the following [see text in Annex].

On-site inspection

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

9.6.1

9.6.2

9.6.3

9.6.4

On-site inspections help the supervisor to identify strengths and weaknesses within an
insurer, and to assess and analyse the risks to which an insurer and its customers are
exposed.

On-site inspections may supplement the analysis from off-site monitoring and provide
the supervisor with the opportunity to verify information it has received. On-site
inspection may also help detect problems that may not be apparent through off-site
monitoring. It is important that on-site inspections are coordinated with off-site
monitoring to increase efficiency and avoid duplication of work.

On-site inspections should be tailored to the particular insurer and its risks. However,
an on-site inspection work programme should remain flexible since new priorities might
arise.

The on-site inspection work programme should take account of the insurer’s distribution
model, the nature, size and profile of its customer base and its relative importance in
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9.6.5

9.6.6

9.6.7

9.6.8

the market. On-site inspections should be more frequent and more in- depth for insurers
which are in a difficult financial position or where there is concern that their business
practices pose a high risk of negative customer outcomes.

The supervisor may use independent experts (see ICP 2 Supervisor) to conduct part of
an on-site inspection, for instance when additional resources or specific expertise is
needed.

The supervisor can conduct on-site inspections on either a broad or targeted basis. The
purpose of a broad on-site inspection is to assess the overall condition, activities and
risk-profile of the insurer. A targeted on-site inspection is focused on a specific area or
areas of an insurer, such as a particular key activity or process. Targeted on-site
inspections can also be carried out across a number of insurers based on a specific
theme, activity or risk (sometimes called "thematic reviews"). Targeted on-site
inspections can be very effective in focusing supervisory resources quickly on those
areas requiring immediate attention. If a targeted on-site inspection leads to other areas
of supervisory concern, the supervisor may determine that a broad on-site inspection is
necessary.

Advance notice is normally given to the insurer before the supervisor conducts an on-
site inspection so that both parties may plan accordingly. However, the supervisor may
decide not to provide advance notice in certain circumstances.

Examples of ways in which this Standard and its corresponding guidance can be
pursued include the following [see text in Annex].

CF 9.6.a

CF 9.6.b

CF 9.6.a.1 The group-wide supervisor's on-site inspections should consider

CF9.6.a.2 During on-site inspections, the group-wide supervisor should have

CF 9.6.a.3  Other involved supervisors should inform the group-wide supervisor of

The group-wide supervisor performs on-site inspections at the level of
the Head of the IAIG.

group-wide activities and major risks that impact legal entities within
the 1AIG.

access to the IAIG Board, Senior Management and Key Persons in
Control Functions responsible for the group-wide functions wherever
these functions are performed. Where the group-wide functions are
performed by an insurance legal entity within the IAIG, which is outside
the jurisdiction of the group-wide supervisor, the group-wide
supervisor should inform the relevant other involved supervisor prior
to approaching this insurance legal entity as part of the on-site
inspection carried out at the level of the Head of the IAIG.

significant planned on-site inspections and communicate the main
findings to the supervisory college where they are material to the IAIG
or to another insurance legal entity within the IAIG.

Where appropriate, the group-wide supervisor, or other involved
supervisors with reasonable supervisory interest, join on-site
inspections of an insurance legal entity in another jurisdiction,
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coordinated by the relevant involved supervisor, with prior consent from
that supervisor.

CF 9.6.b.1 Relevant involved supervisors should consider organising a joint on-
site inspection to address issues that are material to the IAIG or to
another insurance legal entity within the IAIG. The relevant involved
supervisor should share the main outcomes of a joint on-site
inspection within the supervisory college.

Supervisory feedback and follow-up

9.7 The supervisor discusses with the insurer as soon as practical any relevant findings
of the supervisory review and the need for any preventive or corrective measures.

9.7.1 The supervisor should provide appropriate feedback in a timely manner to the insurer
during the ongoing supervisory review process. The supervisor should issue in writing
the findings of the review and the actions required. In many circumstances, the
supervisor’s initial action will be to discuss the issue with the insurer, which may resolve
the issue and require no further action. However, some issues may require preventive
or corrective measures, and in some cases imposing sanctions (see ICP 10 Preventive
Measures, Corrective Measures and Sanctions).

9.7.2 Whether and how the insurer has subsequently addressed issues identified by the
supervisor should be considered in the evaluation of the insurer and should be factored
into the ongoing supervisory plan.

CF 9.7.a The group-wide supervisor communicates the results of the group-wide
supervisory review of the IAIG, including the group-wide risk assessment,
to the supervisory college and, as appropriate, to the Head of the IAIG.
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Annex: Examples of ways in which Standards 9.4 (including the related

A) The evaluation of the effectiveness of the insurer’s corporate governance framework,

ComFrame standards), 9.5 and 9.6 and their corresponding guidance can
be pursued include the following:

including its risk management and internal control systems, can be done through:

reviewing and analysing the minutes of the Board and its committees;

examining communications provided by the auditors to the Board and/or the Audit

Committee, such as the auditors’ reports;

analysing information obtained from and/or received through direct engagement with the
external auditor on substantial insights into the insurer’s corporate governance framework,

control environment, and financial reporting;

evaluating the suitability of significant owners by analysing the ownership structure and

sources of finance/funding;

evaluating the independence of the Board Members, the suitability of the Board Members,
Senior Management and Key Persons in Control Functions, their effectiveness, and their
ability to acknowledge improvement needs and correct mistakes (especially after such needs
or mistakes have been identified by the insurer, its auditors, or the supervisor and after

changes of management and in the Board);

testing the insurer's internal policies, processes and controls in order to assess compliance

with regulations and/or adequacy of these in light of the insurer's risk profile;

testing the accounting procedures in order to assess accuracy of the financial and statistical

information periodically sent to the supervisor and its compliance with the regulations; and
evaluating the organisational structure and the management of the insurer.

B) Analyses of the nature of the insurer’s activities can be done through:

analysing business lines, the type of products offered, policyholders and location of business;

analysing the distribution model(s) used;

meeting with the management to get information and a deeper understanding about current

and future business plans;
analysing material contracts;

analysing the sales and marketing policies of the insurer, in particular, policy conditions and

remuneration paid to the intermediaries; and

evaluating the reinsurance cover and its security. In particular, the reinsurance cover should

be appropriate with regard to the financial means of the insurer and the risks it covers.

C) Analyses of the relationships with external entities can be done through:

analysing organisational charts, the group structures and the intragroup links;
analysing the relationships with major investors and among branches and subsidiaries;

analysing intragroup transactions, fees and other arrangements, including identifying
instances of cross-subsidisation of businesses within a group or non-arm's length fees and

charges;
analysing agreements with external service providers;
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| F) Assessment of the IAIG's capital adequacy as per ComFrame can be done through:

analysing market movements and their potential impact on the solvency ratio and its
components;

reviewing the breakdowns of qualifying capital resources (eg by Tier 1 Unlimited, Tier 1
Limited, Tier 2 Paid-Up, Tier 2 Non-Paid-Up for financial instruments), deductions, and the
impact of capital composition limits;

assessing the quality of the financial instruments and their capacity to absorb losses on a
going concern basis, during solvent run-off, or in the event of liquidation or resolution;
analysing the availability of capital resources, including transferability of assets and
fungibility of capital across group entities within the 1AIG;

reviewing the breakdowns of insurance liabilities by line of business, by bucket, and
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separating the current estimate and MOCE;

e analysing the admissibility and asset-liability matching of bucketed insurance portfolios;

e reviewing the current estimate assumptions (eg mortality, lapse rates, etc);

e reviewing the breakdown of the ICS capital requirement by risk categories (eg life risk, non-
life risk, catastrophe risk, market risk, credit risk, operational risk), assessing the effect of
diversification, and analysing the impact and enforceability of the management actions;

¢ reviewing whether the risks from non-insurance entities are appropriately reflected in the
capital requirement;
reviewing material changes in ICS ratio and its components from the previous periods;

e reviewing the sensitivity analysis results;
identifying key vulnerabilities and primary sources of volatility that impact the capital
adequacy position; and

e reviewing the back-testing results of the IAIG.
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| G) Examples of ComFrame ICS reporting templates by an IAIG to the group-wide supervisor

ICS Summary
Description Current Prior
period Period
ICS ratio
1 | ICSratio1=2/3 XX XX
2 | Qualifying capital resources XX XX
3 | ICS capital requirement XX XX
Qualifying capital resources
4 | Total qualifying capital resources 4 = 5+6+7+8+9+10-11-12-13-14 XX XX
5 | Financial instruments — Tier 1 Unlimited XX XX
6 | Financial instruments — Tier 1 Limited XX XX
7 | Financial instruments — Tier 2 Paid-Up XX XX
8 | Financial instruments — Tier 2 Non-Paid-Up XX XX
9 | CEOFI - Tier 1 capital elements XX XX
10 | CEOFI — Tier 2 capital elements XX XX
11 | Deductions from Tier 1 capital resources XX XX
12 | Deductions from Tier 2 capital resources XX XX
13 | Excess over Tier 1 limits XX XX
14 | Excess over Tier 2 limits XX XX
ICS capital requirement (15+16)
15 | Non-insurance XX XX
16 | Insurance XX XX
Insurance capital requirement (17+18+19+20+21+22-23-24-25) XX XX
17 | Life risk XX XX
18 | Non-life risk XX XX
19 | Catastrophe risk XX XX
20 | Market risk XX XX
21 | Credit Risk XX XX
22 | Operational risk XX XX
23 | Impact of management actions XX XX
24 | Effect of diversification XX XX
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25 | Utilisable tax effect XX XX
Valuation
Assets
26 | Total Assets XX XX
27 | Investments (may refer to the breakdown in the financial report) XX XX
28 | Assets other than investments (may refer to the breakdown in the XX XX
financial report)
Liabilities
29 | Total Liabilities XX XX
30 | Insurance liabilities XX XX
31 Current estimate XX XX
32 Breakdown into main lines of business XX XX
33 Breakdown according to different discounting curves XX XX
used and as replicable by a portfolio of assets
34 Margin over current estimate (MOCE) XX XX
35 Non-in)surance liabilities (may refer to the breakdown in the financial XX XX
report

GAAP Balance Sheet Reconciliation to ICS Balance Sheet

Description Starting GAAP | Insurance Reclass ICS Adjust. Non- ICS
(Insurance) (Insurance) Insurance
Plus / Plus / Total
(minus) (minus)
Assets... XX XX XX XX XX XX
XXX
XXX
XXX
Liabilities... XX XX XX XX XX XX
XXX
XXX
XXX
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Reconciliation of Total Equity from GAAP to MAV

GAAP XXX
Adjustment Offsets
Investments XXX
Other Assets XXX
Deferred Tax XXX
Other Liabilities XXX
Insurance Liabilities XXX
ICS XXX

Sensitivity analysis

ICS ratio Qualifying capital ICS capital

resources requirement

Sensitivity 1 Equity prices fall

Sensitivity 2 Interest rates rise

Sensitivity 3 Interest rates fall

Sensitivity 4 Credit spreads
widen

Etc.

Year-to-year risk movement analysis

Previous period Current period Movement Reasons of movement

Life risk

Non-Life risk

Catastrophe risk

Market risk

Credit risk

Etc.
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	ICP 9 Supervisory Review and Reporting
	Group-wide supervisory plan and risk assessment 

	9.0 Introductory Guidance
	9.0.1 This ICP focuses on the general processes and procedures supervisors should have in place with respect to supervisory review and reporting. For the purpose of this ICP, off-site monitoring and on-site inspections are collectively referred to as ...
	9.0.2 Supervision is a dynamic process that includes:
	 developing and implementing a framework for supervisory review and reporting;
	 developing and executing supervisory plans for insurers;
	 analysis of reported and other relevant information;
	 feedback and dialogue between the supervisor and insurers;
	 intervention, including any preventive/corrective measures or sanctions, where necessary;
	 follow-up (including updating the supervisory framework and/or adjusting the frequency and intensity of assessment under supervisory plans); and
	 cooperation and coordination with other relevant supervisors and authorities where necessary.


	Framework for supervisory review and reporting
	9.1 The supervisor has a documented framework which outlines its approach for supervisory review and reporting. The supervisor reviews periodically that this framework remains effective and adequate.
	9.1.1 While the framework should encompass all insurers within a jurisdiction, it should be sufficiently flexible with varying supervisory review and reporting requirements that allow for taking a risk-based approach. For example, the supervisory proc...
	9.1.2 The supervisor should have documented procedures and/or guidelines for consistent and regular supervisory review and reporting at an appropriate level of depth.
	9.1.3 The supervisor should be able to process data in a timely and effective way and have processes and procedures to collect and store reported data securely in an electronic format. The framework should have the necessary protections for confidenti...
	9.1.4 The framework should enable the supervisor to coordinate on-site inspection and off-site monitoring activities. The supervisor should document the results of these activities in such a way that they are accessible and comprehensible to all invol...
	9.1.5 The supervisor should establish both qualitative and quantitative methods for assessing insurers, in a consistent manner and on an ongoing basis. The supervisor should develop monitoring tools to identify potential risks within or affecting the ...
	9.1.6 The framework should enable the supervisor to evaluate the insurer’s business, financial condition, conduct of business and corporate governance framework to determine the insurer’s overall risk profile. In order to achieve this objective, the s...
	 current and prospective solvency, including assets and liabilities and off-balance sheet commitments;
	 capital resources management;
	 technical operations (eg actuarial methods, underwriting policy, reinsurance policy);
	 treatment of customers and whether any activities being engaged in are not fair, lawful or proper;
	 corporate culture, business objectives and strategies and business models;
	 the systems of risk management and internal controls;
	 organisational structure; and
	 compliance with supervisory requirements.

	9.1.7 The supervisor should assess the insurer’s enterprise risk management framework for the identification and quantification of risks, and evaluate whether business activities and/or internal practices/processes reflect the insurer’s risk assessmen...
	9.1.8 The framework should include assessments of the risks to which insurers are exposed and the risks which insurers may pose to policyholders, the insurance sector and financial stability. These assessments should include risks which may lead to an...
	9.1.9 The framework should include sufficiently comprehensive and regular communication between the supervisor and insurers. This communication should involve senior level representatives as well as specialised areas within both the supervisor and ins...
	9.1.10 The framework should promote pro-active and early intervention by the supervisor, in order to enable the insurer to take appropriate action to mitigate risks and/or minimise current or future problems.
	Review of the Framework
	9.1.11 The supervisor’s review of its framework should pay due attention to the evolving risks which may be posed by insurers and to risks to which insurers may be exposed.
	9.1.12 As part of the framework review, the supervisor should confer regularly internally as well as externally with other relevant authorities and stakeholders so that all relevant information is being appropriately assessed and analysed, and to faci...
	9.1.13 The framework should be suitably flexible so that it may adapt easily and in a timely manner to domestic and global developments in, for example, legislation, the insurance and broader financial markets, or international standards.

	Group Perspectives
	9.1.14 The framework of the group-wide supervisor should take into account all entities identified within the scope of the insurance group (see ICP 23 Group-wide Supervision). While insurance groups may have different approaches to governance structur...
	9.1.15 Although the group-wide supervisor may not have the power to conduct supervisory review and reporting of non-regulated entities, it should assess, at least, the potential adverse impact of such non-regulated entities on the group.
	9.1.16 Similarly, where the group-wide supervisor does not have the power to conduct supervisory review and reporting of a group legal entity in another jurisdiction, it should communicate and coordinate with the other involved supervisor accordingly....


	9.2 As part of the supervisory framework, the supervisor develops supervisory plans which set priorities and determine the appropriate depth and level of off-site monitoring and on-site inspection activity.
	9.2.1 A supervisory plan is a tool for supervisors to determine the frequency, scope and depth of supervisory review activities. It could be generic (eg addressing categories or groups of insurers) or specific (addressing individual insurers).
	9.2.2 In establishing a supervisory plan, the supervisor should assess and determine the key areas of risk to which insurers are exposed or risks which insurers may pose, using its judgement and the information, methodologies and tools at its disposal.
	9.2.3 The circular nature of the supervisory framework provides a variety of inputs to help develop and/or adjust supervisory plans. For example, market analyses, internal models, insurers' own risk and solvency assessments (ORSA), horizontal reviews,...

	9.3 The supervisor reviews outsourced material activities or functions to the same level as non-outsourced material activities or functions.
	9.3.1 The supervisor should review outsourced material activities or functions through the insurer itself, but should also obtain information from, and conduct on-site inspections of, entities engaged in providing outsourced activities or functions fo...
	9.3.2 The supervisory review process for outsourced material activities or functions may differ from the process used for non-outsourced activities or functions, provided that the supervisory outcomes are met.
	9.3.3 Agreements between the insurer and entities providing the outsourced material activities or functions should be drawn up in such a way that the supervisor’s ability to conduct its review is not restricted.


	Supervisory reporting
	9.4 The Supervisor:
	 establishes documented requirements for the regular reporting of qualitative and quantitative information from all insurers licensed in its jurisdiction;
	 defines the scope, content and frequency of the information to be reported;
	 sets out the relevant accounting and auditing standards to be used;
	 requires that an external audit opinion is provided on annual financial statements;
	 requires insurers to report on any material changes or incidents that could affect their condition or customers;
	 requires insurers to correct inaccurate reporting as soon as possible; and
	 requires more frequent reporting and/or additional information from insurers as needed.
	9.4.1 Supervisory reporting requirements should apply to all insurers licensed in a jurisdiction, and form the general basis for off-site monitoring. Supervisory reporting requirements are a reflection of the supervisor’s needs and will thus vary by j...
	9.4.2 In setting supervisory reporting requirements, the supervisor may make a distinction for foreign insurers who are allowed to conduct insurance activities within the jurisdiction by way of a local branch or subsidiary or on a cross-border provisi...
	9.4.3 The supervisor should require insurers to report both quantitative and qualitative information, including at least:
	 financial reports, which include at least a balance sheet and income statement as well as a statement of comprehensive income if appropriate;
	 an external audit opinion on annual financial statements;
	 off-balance sheet exposures;
	 material outsourced functions and activities;
	 a description of the insurer’s organisational structure, corporate governance framework and risk management and internal control systems; and
	 information on complaints, claims, surrenders and lapses.

	9.4.4 The supervisor should require insurers to utilise a consistent and clear set of instructions and definitions for any element in required reports that is not self-evident, in order to maximise comparability.
	9.4.5 The supervisor may require that certain reports and information, such as solvency ratios or technical provisions, are subject to independent (internal or external) review, including audit and/or actuarial review.
	9.4.6 While the supervisor sets out the relevant accounting and auditing standards to be used for supervisory reporting, the actual standards are generally established by a party other than the supervisor. To help accounting and auditing standards ref...
	9.4.7 The external audit of the annual financial statements should be conducted in accordance with auditing standards that are generally accepted internationally.
	9.4.8 The supervisor should consider using the work of external auditors in order to support the supervisory review process. For example, the supervisor may utilize the external audits to identify: internal control weaknesses and possible audit materi...
	9.4.9 The supervisor should require the external auditor to report matters that are likely to be of material significance without delay. Such matters would include (indication of) material fraud and regulatory breaches or other significant findings id...
	9.4.10 Depending on the nature, scale and complexity of the insurer, more frequent reporting and/or additional information may be requested from specific insurers on a case-by-case basis.
	9.4.11 The supervisor should require that information on changes that could materially impact the insurer’s risk profile, financial position, organisational structure, governance or treatment of its customers is provided by the insurer in a timely man...
	9.4.12 The supervisor periodically reviews its reporting requirements to ascertain that they still serve their intended objectives and to identify any gaps which need to be filled. Assessing the results of off-site monitoring and on-site inspections m...
	Group Perspectives
	9.4.13 The supervisor should require an insurance legal entity which is part of an insurance group to describe its group reporting structure, and to provide timely notification of any material changes to that structure and significant changes or incid...
	9.4.14 The supervisor may request and obtain relevant information about any entity within an insurance group, subject to applicable legal provisions and coordination with the supervisors of affected jurisdictions.
	9.4.15 The group-wide supervisor should establish its supervisory reporting requirements on a group-wide basis in coordination with the other involved supervisors. Such coordination may help the group-wide supervisor understand what information is bei...
	9.4.16 In order to better understand the group and its risks, the group-wide supervisor should require the group to submit information on the group structure, business operation and financial position of material entities within the insurance group an...



	Off-site monitoring
	9.5 The supervisor monitors insurers on an ongoing basis, based on communication with the insurer and analysis of information obtained through supervisory reporting as well as market and other relevant information.
	9.5.1 The supervisor should be proactive and forward-looking in conducting effective off-site monitoring and not rely only on historical data. The supervisor should analyse information obtained in a timely manner.
	9.5.2 The results of off-site monitoring should influence the supervisory plan and help determine the content, nature, timing and frequency of on-site inspections. Off-site monitoring may also enable the early detection of problems so that prompt and ...
	9.5.3 Analysis by the supervisor may provide a deeper understanding of developing trends affecting an insurer and its customers. Analysis by business lines, customer grouping and/or distribution channels may provide insights into the insurer’s overall...
	9.5.4 The supervisor should establish and follow documented procedures for the analysis and monitoring of the supervisory reporting that it receives. These may be conducted by individual supervisory staff using monitoring tools and/or specialised reso...
	9.5.5 Examples of ways in which this Standard and its corresponding guidance can be pursued include the following [see text in Annex].


	On-site inspection
	9.6 The supervisor sets the objective, scope and timing for on-site inspections of insurers, develops corresponding work programmes and conducts such inspections.
	9.6.1 On-site inspections help the supervisor to identify strengths and weaknesses within an insurer, and to assess and analyse the risks to which an insurer and its customers are exposed.
	9.6.2 On-site inspections may supplement the analysis from off-site monitoring and provide the supervisor with the opportunity to verify information it has received. On-site inspection may also help detect problems that may not be apparent through off...
	9.6.3 On-site inspections should be tailored to the particular insurer and its risks. However, an on-site inspection work programme should remain flexible since new priorities might arise.
	9.6.4 The on-site inspection work programme should take account of the insurer’s distribution model, the nature, size and profile of its customer base and its relative importance in the market. On-site inspections should be more frequent and more in- ...
	9.6.5 The supervisor may use independent experts (see ICP 2 Supervisor) to conduct part of an on-site inspection, for instance when additional resources or specific expertise is needed.
	9.6.6 The supervisor can conduct on-site inspections on either a broad or targeted basis. The purpose of a broad on-site inspection is to assess the overall condition, activities and risk-profile of the insurer. A targeted on-site inspection is focuse...
	9.6.7 Advance notice is normally given to the insurer before the supervisor conducts an on-site inspection so that both parties may plan accordingly. However, the supervisor may decide not to provide advance notice in certain circumstances.
	9.6.8 Examples of ways in which this Standard and its corresponding guidance can be pursued include the following [see text in Annex].


	Supervisory feedback and follow-up
	9.7 The supervisor discusses with the insurer as soon as practical any relevant findings of the supervisory review and the need for any preventive or corrective measures.
	9.7.1 The supervisor should provide appropriate feedback in a timely manner to the insurer during the ongoing supervisory review process. The supervisor should issue in writing the findings of the review and the actions required. In many circumstances...
	9.7.2 Whether and how the insurer has subsequently addressed issues identified by the supervisor should be considered in the evaluation of the insurer and should be factored into the ongoing supervisory plan.


	Annex: Examples of ways in which Standards 9.4 (including the related ComFrame standards), 9.5 and 9.6 and their corresponding guidance can be pursued include the following:
	A) The evaluation of the effectiveness of the insurer’s corporate governance framework, including its risk management and internal control systems, can be done through:
	B) Analyses of the nature of the insurer’s activities can be done through:
	C) Analyses of the relationships with external entities can be done through:
	D) Evaluation of the insurer's financial condition can be done through:
	E) Assessment of the insurer's fair treatment of customers can be done through:
	F) Assessment of the IAIG's capital adequacy as per ComFrame can be done through:
	G) Examples of ComFrame ICS reporting templates by an IAIG to the group-wide supervisor

