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I nsurance core principles and methodology

The Insurance core principles and methodology consist of

essential principles that need to be in place for a supervisory system to be effective
explanatory notes that set out the rationale underlying each principle
criteriato facilitate comprehensive and consistent assessments.

This document should serve as a basic benchmark for insurance supervisorsin al jurisdictions. It can
be used when establishing a supervisory regime or for identifying areas in existing regimes that need
to be improved.

Public authorities concerned with issues of financia stability are urged to provide the necessary
support to the supervisory authority so that it can meet the principles and the criteria set out herein.
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1. Introduction

1 To contribute to economic growth, efficiently allocate resources, manage risk, and mobilise
long-term savings, the insurance sector must operate on a financialy sound basis. A well-devel oped
insurance sector aso helps enhance overal efficiency of the financial system by reducing transaction
costs, creating liquidity, and facilitating economies of scale in investment. A sound regulatory and
supervisory system is necessary for maintaining efficient, safe, fair and stable insurance markets and
for promoting growth and competition in the sector. Such markets benefit and protect policyholders'.
Sound macroeconomic policies are aso essentia for the effective performance of insurance

SUpervisory regimes.

2. The insurance industry, like other components of the financial system, is changing in response
to a wide range of socia and economic forces. In particular, insurance and insurance-linked financia
activities are increasingly crossing national and sectoral boundaries. Technological advances are
facilitating innovation. Insurance supervisory systems and practices must be continually upgraded to
cope with these developments. Furthermore insurance and other financial sector supervisors and
regulators should understand and address financial and systemic stability concerns arising from the
insurance sector as they emerge.

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

4, Aside from the direct business risks, significant risks to insurers are generated on the liability
side of the balance sheet. These risks are referred to as technical risks and relate to the actuaria or
statistical calculations used in estimating liabilities. On the asset side of the balance sheet, insurers
incur market, credit, and liquidity risk from their investments and financial operations, as well as risks
arising from asset-liability mismatches. Life insurers also offer products of life cover with a savings
content and pension products that are usualy managed with a long-term perspective. The supervisory
framework must address all these aspects.

5. Finaly, the supervisory framework needs to reflect the increasing presence in the market of
financial conglomerates and groups, as well as financia convergence. The importance of the
insurance sector for financia stability has been increasing. This trend has implications for insurance
supervision as it requires more focus on a broader set of risks. Supervisory authorities at a national
and international level must collaborate to ensure that these entities are effectively supervised so that
business and individual policyholders are protected and financial markets remain stable; to avoid

! In this document policyholder includes beneficiaries.
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contagious risks being transferred from one sector or jurisdiction to another; and to avoid supervisory
duplication.

Scope and cover age of thelnsurance core principles

6. The Insurance core principles provide a globally-accepted framework for the regulation and
supervision of the insurance sector. IAIS principles, standards and guidance papers expand on various
aspects. They provide the basis for evauating insurance legisation, and supervisory systems and
procedures.

7.  The principles apply to the supervison of insurers and reinsurers, whether private or
government-controlled insurers that compete with private enterprises, wherever their business is
conducted, including through ecommerce. The term insurer refers to both insurers and reinsurers.
Where the principles do not apply to reinsurers (such as, consumer protection), thisisindicated in the
text. Conversdy, the core principles do not normally apply to the supervision of intermediaries,
however, where they do thisis specificaly indicated.

8. Insurance supervision within an individual jurisdiction may be the responsibility of more than
one authority. For example, the body that sets out the legal framework for insurance supervision may
be different from the body that implements it. In this document, the expectation is that the core
principles are applied within the jurisdiction rather than necessarily by one supervisory authority. It is,
however, essentia that in situations where multiple authorities exist, coordination arrangements be
established to ensure the implementation of the core principles within an accountable framework.

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

10. The supervisor must recognise that transparency and accountability in all its functions
contribute to its legitimacy and credibility, and the efficiency and stability of the market. A critica
element of transparency is for supervisors to provide the opportunity for meaningful public
consultation on the development of supervisory policies, and in the establishment of new and amended
rules and regulations. To further ensure the proper and efficient operation of the market, supervisors
should establish clear timelines for public consultation and action, where appropriate.

Implementation and assessment

11. The Insurance core principles can be used to establish or enhance a jurisdiction’s supervisory
framework. They can also serve as the basis for assessing the existing supervisory framework and in
so doing may identify weaknesses, some of which could affect policyholder protection and market
stability. In order to ensure that the core principles are interpreted and implemented in a consistent
manner by insurance supervisory authorities, each principle is followed by an explanatory note and
criteria. Annex 1 contains a list of IAIS principles, standards and guidance documents, as well as
selected codes, that expand on some of the core principles. Thislist will be updated as new principles,
standards and guidance are developed. Annex 2 sets out factors that should be considered when using
or implementing these principles and describes how observance should be evaluated.
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12.  The criteria, which must be implemented both in form and in practice, consist of two distinct
groupings:

(i) essentia criteria, or those components that are intrinsic to the implementation of the core
principle. All the essential elements should be met for a supervisory authority to demonstrate
“observed” status for each principle.

(i)  advanced criteria, or those components that are considered to improve on the essential criteria
and thus enhance the supervisory regime. Advanced criteria ae not used for assessing observance
with a principle, rather th%y are used when commenting on ajurisdiction’ s supervisory framework and
making recommendations®.

13.  While implementing the criteria in a jurisdiction, and when carrying out the assessment, t is
important to take into account the domestic context, industry, structure and stage of development of
the financial system and overall macroeconomic conditions. The ways and means of implementation
will vary across jurisdictions, and while good implementation practices should be kept in mind, there
is no mandated method of implementation. For example, in some jurisdictions the supervisory
authority may, within clear limits and following a consultative process, be able to issue guidelines or
establish regulations that insurers must follow, whereas in other jurisdictions these powers may reside
with the legislature.®

14. For a core principle to be regarded as being “observed” the essentia criteria must be met
without any significant shortcomings athough there may be instances, where one can demonstrate that
the principles have been observed through different means other than those identified in the criteria.
Conversely, owing to the specific conditions in individua jurisdictions, the criteria identified in this
document may not always be sufficient to achieve the objective of the specific principle and therefore
additional e ements may have to be taken into account.

2. Conditionsfor effective insurance supervision

ICP1 Conditionsfor effectiveinsurancesupervision

Insurance supervision relies upon
apalicy, indtitutional and legal framework for financia sector supervision
awell developed and effective financia market infrastructure
efficient financial markets.

Explanatory note

11 Implementation of the principle depends upon the existence of a sound financial policy and
institutional environment, as well as a properly functioning financia sector and legal infrastructure.

12. Thisis essentid for the supervisory authority to perform its functions and meet its supervisory
objectives effectively. The lack of any, or a combination of, essential conditions could affect the
quality and efficacy of insurance supervision.

2 Recommendations may also arise from comments made about the observation of the essential criteria

3 In this document, “law” requires full legislative consent; “legislation” refers to either laws or other forms of
regulatory rules (e.g., regulations, decrees, ordinance).
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13. This principle identifies elements of the economic, legal and financia sector environment and
the supporting market infrastructure that need to be present. In most jurisdictions these elements are
not defined or controlled by the supervisory authority and are also required for the effective
functioning of other sectors as well.

14. The existence of an effective financia sector policy and an appropriate institutional and legal
framework is necessary to ensure the stable and efficient operation of the financia system. It also
facilitates formal and closer co-ordination among the relevant supervisory authorities and with the
government, and enhances stakeholders' confidence in the supervisory regime. Good laws aone are
not enough. The lega system must provide support in honouring and enforcing insurance contracts.

15. Another essential condition for effective supervision is for the supervisor to establish credibility
and respect in the market vis-a-vis stakeholders, especiadly insurers and intermediaries. Credibility and
respect are a function of many factors including relevant laws and rules, consultation with the
industry, and the quality of supervision and supervisory staff.

1.6. Similarly, insurance supervision can be severely constrained by inadequacies in the financia
sector infrastructure, such as weaknesses in the national accounting standards or the lack of actuarial
skills and insurance expertise. Accurate financial data requires qualified experts including
accountants, auditors and financial analysts and access to reliable and comparable economic and socia
statistics for the proper evaluation of risks. In order to conduct asset liability management a broad
based, liquid and well-functioning money and securities markets are also essential.

17. Where the conditions for effective insurance supervision are not yet sufficient, the insurance
supervisor could have additional powers to put in place rules and procedures and prudential rules to
address the weaknesses.

Financial sector policy framework
Essential criteria

a The government establishes and publicly discloses a policy statement aimed at ensuring
financia stability, including the provision of effective financial sector supervision covering the
insurance and other financial sectors.

b. An ingtitutional and legal framework — comprising public institutions, laws and regulations —
exists for financial sector issues, including those pertaining to insurance, to address system-wide
issues. This framework is well-defined and publicly disclosed.

Financial market infrastructure

Essential criteria

C. There is a reliable, effective, efficient and fair legal and court system (a body of ethical,
professiona and trained lawyers and judges) whose decisions are enforceable. Alternative
dispute mechanisms operate within an appropriate lega framework.

d. Accounting, actuarial and auditing standards are comprehensive, documented, transparent and
consistent with international standards. Accounting and actuarial standards are applied and
disclosed in a manner that alows current and prospective policyholders, investors,
intermediaries, creditors and supervisors to properly evaluate the financial condition of insurers.
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e.  Accountants, actuaries and auditors are competent and experienced and comply with technical
and ethical standards to ensure the accuracy and reliability of financia data and its
interpretation. Auditors are independent from the insurer.

f. Professional bodies set and enforce technical and ethical standards. These standards are
accessible to the public.

0. Basic economic, financial and socia statistics are available to the supervisory authority, the
industry and the public.

Advanced criteria

h. Laws and regulations are updated, as necessary, to reflect current best practices and industry
conditions.

Efficient financial markets
Essential criteria

i. Well-functioning money and securities markets exist to support the availability of both long-
term and short-term investment opportunities.

3. Thesupervisory system

ICP2 Supervisory objectives

The principa objectives of insurance supervision are clearly defined.

Explanatory note

2.1. The insurance law should include a clear statement of the mandate and responsibilities of the
supervisory authority. This gives prominence to the authority’srole. Publicly defined objectives also
foster transparency. With this basis the public, government, legislatures and other interested bodies
can form expectations about insurance supervision and assess how well the authority is achieving its
mandate and fulfilling its responsibilities legidation.

2.2. Being entrenched in law aso ensures that the mandate and functions of the supervisory
authority cannot be changed on an ad hoc basis. The process of periodically atering the governing
laws can promote transparency by way of public discussions on relevant issues, however, if done too
frequently stakeholders may form the impression that the policymaking processis unstable. Therefore
it would be prudent to avoid being overly specific. Instead the law could be supplemented as needed
with updated regulations, for example.

2.3. The law should also set forth the institutional framework or the basic conceptual structure
governing the ingtitutions involved in the design and implementation of insurance supervisory
policies, identifying, wherever appropriate, the broader set of relevant financial agencies and the
nature of the relationships among them.
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24. Often the supervisory authority’s mandate includes several objectives. As financial markets
evolve and depending on current financial conditions, the emphasis a supervisory authority places on a
particular objective may change and, where requested, this should be explained.

Essential criteria

a Legidation or regulation clearly defines the objectives of insurance supervision .

b.  The key objectives of supervison promote the maintenance of efficient, fair, safe and stable
insurance markets for the benefit and protection of policyholders.

C. In the event that the law mandates or specifies multiple objectives for insurance supervision, the
supervisory authority discloses and explains how each objective will be applied.

d. The supervisory authority gives reasons for and explains any deviations from its objectives.

e. Where objectives are contradictory, the supervisory authority initiates or proposes correction in
law or regulation.

ICP3 Supervisory authority

The supervisory authority:
has adequate powers, lega protection and financia resources to exercise its
functions and powers
is operationally independent and accountable in the exercise of its functions and
powers
hires, trains and maintains sufficient staff with high professional standards
treats confidential information appropriately.

Explanatory note

3.1. The supervisory authority must be fully empowered to achieve its objectives. The principle
therefore covers the following essential elements relating to a supervisory authority: its legal kasis,
independence and accountability, powers, financial resources, human resources, legal protection and
confidentiality.

3.2. Independence, accountability, transparency and integrity interact and reinforce each other.
Transparency is a vehicle for safeguardng independence, ensuring accountability, and establishing
and safeguarding integrity.

3.3. To support the independence and integrity of the supervisors, there should be provisions for the
lega protection of staff, as well as clear rules for appointment and remova of the head of the
supervisory authority. These should be publicly disclosed. The supervisory authority should be
operationally independent from externa political and commercia interference in the exercise of its
functions and powers. Independence enhances the credibility and effectiveness of the supervisory
process. The existence of an appeals mechanism through the courts helps ensure that regulatory and
supervisory decisions are made within the law consistently and are well reasoned.

34. It is mportant to define the relationship between the supervisory authority and the executive
and judicia branches, including processes for sharing information, consultation or approva with the
relevant ministry and the manner in which the supervisory authority could be subject to judicial
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review. This might include establishing what information should be provided, how each entity should
consult on matters of mutual interest and when approval from relevant ministries is necessary.

L egal framework

Essential criteria

a

The legidation identifies the authority (or authorities) responsible for the supervision of
insurance entities.

The legidation gives the supervisory authorities the power to issue and enforce rules by
administrative means (refer to ICP 4 EC a).

The legidation grants sufficient powers for the effective discharge of supervisory
responsibilities.

I ndependence and accountability

Essential criteria

d.

The governance structure of the supervisory authority is clearly defined. Interna governance
procedures necessary to ensure the integrity of supervisory operations, including internal audit
arrangements, are in place.

There are explicit procedures regarding the appointment and dismissal of the head and members
of the governing body.  When the head of an authority or the governing body is removed from
office, the reasons are publicly disclosed.

The ingtitutional relationships between the supervisory authority and executive and the judiciary
branches are clearly defined and transparent. Circumstances where executive overrides are
alowed are specified.

The supervisory authority and its staff are free from undue political, governmental and industry
interference in the performance of supervisory responsibilities.

The supervisory authority is financed in a manner that does not undermine its independence
from political, governmenta or industry bodies.

The supervisory authority has discretion to allocate its resources in accordance with its mandate
and objectives and the risks it perceives.

The supervisory authority has transparent processes and procedures for making supervisory
decisions. Supervisory decisions are demonstrably consistent.

All material changes to the insurance legislation and supervisory practices are normally subject
to prior consultations with market participants.

Advanced criteria

Representatives of the supervisory authority publicly explain their policy objectives, and report
on their activities and performance in pursuing their objectives.
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m.  Subject to confidentiality mnsiderations, information is provided publicly about problem or
failed insurers, including information on officia actions taken.

Powers

Essential criteria

n.  When necessary, the supervisory authority has the power to take immediate action to achieve its
objectives, especialy to protect policyholders interests (refer to ICP 4 EC €).

Financial resources

Essential criteria

0. The supervisory authority has its own budget sufficient to enable it to conduct effective
supervison. The supervisory authority is able to attract and retain highly skilled staff, hire
outside experts as necessary, provide training, and rely upon an adequate supervisory
infrastructure and tools.

p.  The supervisory authority publishes audited financial statements on aregular basis.

Human resources and legal protection

Essential criteria

g The supervisory authority and its staff

- Observe the highest professional standards

- have the appropriate levels of skills and experience have the necessary legal protection to
protect them against lwsuits for actions taken in good faith while discharging their duties,
provided they have not acted illegaly

- are adequately protected against the costs of defending their actions while discharging their
duties

- act with integrity. Supervisory staff are subject to conflict of interest rules, such as prohibition
on dealing in shares and investing in the companies they supervise. The supervisory authority
establishes and enforces a code of conduct that applies to al staff members.

r. The supervisory authority has the authority to hire, contract or retain the services of external
specialists through contracts or outsourcing arrangements if necessary.

S. Where supervisory functions are outsourced to third parties, the supervisory authority is able to
assess thelr competence, monitor their performance, and ensure their independence from the
insurer or any other related party.

Confidentiality

Essential criteria

t. The supervisory authority maintains appropriate safeguards for the protection of confidential
information in its possession. Other than when required by law, or when requested by another
supervisor who has a legitimate supervisory interest and the ability to uphold the confidentiality
of the reguested information, the supervisory authority denies requests for confidential
information in its possession (refer to ICP 5).
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u. Externa specidists hired by the supervisory authority are subject to the same confidentiality
and code of conduct requirements as the staff of the supervisory authority.

ICP4 Supervisory process

The supervisory authority conducts its functions in a transparent and accountable manner.

Explanatory note

4.1. The public's knowledge of and appropriate consultation on the supervisory process is important
to the effectiveness and credibility of the supervisor. Accordingly, the supervisor should make
available to the public written information about its organisation and activities.

4.2. The supervisory authority should make available to the public the text of proposed and existing
regulations. This would include not only substantive rules of general applicability but also policies
and interpretations that are not confidential but that may affect a member of the public. The
supervisory authority’s public information should include information about how the public can
interact with its officials. 1t would be appropriate also to describe the manner in which and on what
timetabl e the supervisory authority intends to respond.

4.3. The supervisory authority must be accountable for the actions it takes in fulfilling its mandate to
those who delegated the responsibility - the government or the legislature - as well as to those it
supervises and the public at large. It should provide the rationale for decisions taken.

44. In genera, proper accountability requires a complex combination of approaches, such as
legidative and executive oversight, strict procedural requirements, and disclosure. In addition the
supervisory authority establishes internal processes for ensuring it is meeting its objectives and
complying with legidation.

Essential criteria

a The supervisory authority adopts clear, transparent and consistent regulatory and supervisory
processes. The rules and procedures of the supervisory authority are published and updated

regularly.

b.  The supervisory authority applies all regulations and administrative procedures consistently and
equitably, taking into account the different risk profiles of insurers.

C. The adminigtrative decisions of the supervisory authority can be subject to substantive judicia
review. However, such action must not unduly impede the ability of the supervisory authority to
make timely interventions in order to protect policyholders' interests.

d. The supervisory authority makes information on its role publicly available.

e The decision-making lines of the supervisory authority are so structured that action can be taken
immediately in the case of an emergency situation (refer to ICP 3 EC n and ICP 15).

f. The process to appea supervisory decisions is specified and balanced to preserve supervisory
independence and effectiveness.
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g  Thesupervisory authority publishes aregular report — at least annually and in atimely manner —
on the conduct of its policy, explaining its objectives and describing its performance in pursuing
its objectives.

Advanced criteria
h. The supervisory authority provides and publishes information about the financia situation of

the insurance industry and observations on maor developments in the insurance or financia
market.

ICP5 Supervisory cooperation and information sharing

The supervisory authority cooperates and shares information with other relevant
supervisors subject to confidentiality requirements.

Explanatory note

5.1 Efficient and timely exchange of information among supervisory bodies, both within the
insurance sector and across the financia services sector, is critica to the effective supervision
particularly in the case of internationaly active insurers, insurance groups and financia
conglomerates. Thisis also essential in the context of the effective supervision of the financial system
asawhole.

5.2. Information sharing arrangements should facilitate prompt and appropriate action in situations
where material supervisory issues need to be addressed. Increasingly supervisors need to share
information on matters relating to fraud, anti-money laundering and the combating of financing of
terrorism.

5.3. The supervisory authority maintains the confidentidity of the supervisory information it
receives from another supervisor. Without adequate safeguards on confidentiality, supervisors will
find that their access to confidential information is denied or delayed and their ability to carry out
supervisory responsibilities severely diminished.

Essential criteria

a.  The existence of a formal agreement with another supervisor is not a prerequisite for
information sharing.

b. The supervisory authority, at its discretion, can enter into agreements or understandings with
any other financial sector supervisor (“another supervisor”) to share relevant supervisory
information or to otherwise work together.

C. When reasonably requested and with appropriate safeguards, the supervisory authority is able to
exchange with another supervisor (refer to ICP 7 EC ) the following:
- relevant supervisory information, including specific information requested and gathered
from a supervised entity
- relevant financia data
- objective information on individuals holding positions of responsibility in such entities.

d. Information sharing, whether carried out under formal or informal arrangements, alows for a
two-way flow of information without requiring strict reciprocity in terms of the level, format
and detailed characteristics of the information exchanged.
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e The home supervisory authority provides relevant information to the host supervisor.

f. The supervisory authority is required to take reasonable steps to ensure that any information
released to another supervisor will be treated as confidential by the receiving supervisor and will
be used only for supervisory purposes.

g The supervisory authority consults with another supervisor if it proposes to take action on the
evidence of the information received from that supervisor.

h. The home supervisory authority informs relevant host supervisors of any material changes in
supervision that may have a significant bearing on the operations of foreign establishments
operating in their jurisdictions.

I. Where possible, the home supervisory authority informs the host supervisor in advance of
taking any action that will affect the foreign establishment in the host supervisor’s jurisdiction.

J- Where possible, the host supervisory authority informs the home supervisor in advance of

taking any action that will affect the parent company or headquarters in the home supervisor's
jurisdiction.

4. Thesupervised entity

ICP6 Licersng

An insurer must be licensed before it can operate within ajurisdiction. The requirements
for licensing are clear, objective and public.

Explanatory note

6.1. To protect theinterest of policyholders a jurisdiction must be able to determine which insurers
are alowed to carry out insurance activities within itsarea. Licensing refers to the formal authority
given to an insurer to carry on insurance business under the domestic insurance legidation. It does not
refer to any approval granted in terms of the general domestic company or business legidation.

6.2.  When the licensing procedure meets internationally accepted standards and is effective and
impartial, confidence in the supervisory system will grow and may facilitate mutual recognition of
supervisory systems and thus the further liberalisation of market access for foreign insurers.
Licensing procedures and conditions are in place for supervisory purposes; they should not in
themselves act as a barrier to market access.

Essential criteria

a The insurance legidlation:
- includes a definition of insurers
- requires licensing of insurers, and prohibits unauthorised insurance activities
- defines the permissible legal forms of insurers
- allocates the responsibility for issuing licences.
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b. Clear, objective and public licensing criteria require:

- the applicant’s board members, senior management, auditor and actuary both individually
and collectively to be suitable, as specified in ICP 7

- the applicant’ s significant owners (refer to ICP 8 EC &) to be suitable, as specified in ICP 7

- theapplicant to hold the required capital

- the applicant’s risk management systems including reinsurance arrangements, interna
control systems, information technology systems, policies and procedures to be adequate for
the nature and scale of the business in question

- information on the applicant’ s business plan projected out for a minimum of three years. The
business plan must reflect the business lines and risk profile, and give details of projected
setting-up costs, capital requirements, projected development of business, solvency margins
and reinsurance arrangements. The business plan must present information regarding
primary insurance and inward reinsurance separately

- information on the products to be offered by the insurer

- information on contracts with affiliates and outsourcing arrangements

- information on the applicant’s reporting arrangements, both internally to its own
management and externally to the supervisory authority

- input from the applicant’s home supervisory authority when the insurer or its owners are not
domestic and a home supervisory authority exists (refer to ICP 5).

C. The supervisory authority requires that no domestic or foreign insurance establishment escape
supervision.

d. All insurance establishments of international insurance groups and international insurers are
subject to effective supervision. The creation of a cross border establishment should be subject
to consultation between the host and home supervisor.

e The insurance legidation determines the method by which a foreign insurer can carry on
business in the jurisdiction. This may be by way of a loca branch or subsidiary that must be
licensed, or on a services basis only.

f. If aforeign insurer is alowed to carry on business in the jurisdiction the supervisory authority

must be provided with the following data:

- confirmation from the home supervisory authority that the insurer is authorised to carry on
the types of insurance business proposed

- information from the home supervisory authority that the insurer is solvent and meets al the
regulatory requirements in the home jurisdiction

- inthe case of abranch office: the name and address of the branch

- the name of the authorised agent in the local jurisdiction in the case of insurance offered on a
services basis (i.e., where alocal branch or subsidiary is not established)

- the information and documentation normally required to be licensed in the local jurisdiction,
when appropriate

These information requirements might be waived if insurance is offered on a services kasis
only.

g Aninsurer licensed to underwrite life insurance business must not also be licensed to underwrite
non-life insurance business, and vice versa, unless the supervisory authority is satisfied that the
insurer has satisfactory processes requiring that risks be handled separately on both a going-
concern and awinding-up basis.
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h.  The supervisory authority imposes additional requirements, conditions or restrictions on an
applicant where the supervisory authority considers this appropriate. This might include
restrictions on non-insurance activities.

i. The supervisory authority assesses the application and makes a decision within a reasonable
time. No licence isissued without its approval. The applicant must be informed of the decision
without delay and, if the licence is denied or conditional, be provided with an explanation.

J- The supervisory authority refuses to issue a licence where it considers the applicant not to have
sufficient resources to maintain the insurer’s solvency on an on-going basis, where the
organisationa (or group) structure hinders effective supervision, or where the application is not
in accordance with the licensing criteria.

k. As necessary, after an insurer has been licensed, the supervisory authority evaluates and
monitors the degree to which the insurer satisfies the relevant licensing principles and
requirements of the jurisdiction.

ICP7 Suitability of persons

The significant owners, board members, senior management, auditors and actuaries of an
insurer are fit and proper to fulfil their roles. This requires that they possess the
appropriate integrity, competency, experience and qualifications.

Explanatory note

7.1.  Animportant element of the supervision of insurersis the initial and on-going assessment of the
fitness and propriety of an insurer’s significant owners and key functionaries such as board members,
senior management, auditors and actuaries. In the case of significant owners, fit and proper
requirements relate to the persons and their financia soundness. A significant owner is defined as a
person (legal or natural) that directly or indirectly, alone or with an associate, exercises control over
the insurer (refer to ICP 8 EC a). The main responsibility for assessment of the fitness and propriety of
key functionaries lies with the insurers themselves.

7.2. The supervisory authority should be satisfied that significant owners and key functionaries have
the level of competence for their roles, and should ascertain whether they have the appropriate ability
and integrity to conduct insurance business, taking account of potentia conflicts of interests.
Appropriate ability can generaly be judged from the level of a person’s professiona or formal
qudlifications or relevant experience within the insurance and financial industries or other related
businesses.

Essential criteria

a Legidation identifies which key functionaries must meet fit and proper requirements. The key
functionaries identified may differ depending on the legal form and governance structure of the
insurer.

b. In cases where significant owners no longer meet fit and proper requirements, the supervisory
authority must be able to take appropriate action, including requiring that the owners dispose of
thelr interests.

C. The supervisory authority disqualifies the appointment of key functionaries including auditors
and actuaries of insurers that do not comply with fit and proper requirements

Page 16 of 52 IAIS- Insurance core principles
Approved in Singapore on 3 October 2003




d. The insurer should be required to demonstrate to the supervisory authority the fitness and
propriety of key functionaries by submitting documentation illustrating their knowledge,
experience, skills and integrity upon request, or where there are changes in key functionaries.
The knowledge and experience required depends on the position and responsibility of the
functionary within the insurer.

e.  The supervisory authority exchanges information with other authorities inside and outside its
jurisdiction where necessary to check the suitability of persons. The supervisory authority uses
this information as an additiona tool to effectively assess the fitness and propriety of, or to
obtain information on, a key functionary of an insurer (refer to ICP 5).

f. The supervisory authority disallows actuaries, auditors, directors and senior managers, from
simultaneously holding two positionsin an insurer where this could result in a materia conflict.

o Where the insurer becomes aware of circumstances that may be relevant to the fitness and
propriety of its key functionaries, it is required to notify the supervisory authority as soon as
possible.

Advanced criteria

h. Criteria to assess the fitness and propriety of auditors and actuaries include qualifications,
professional proficiency, appropriate practical experience and updated knowledge on
developments within their profession and membership of professional bodies.

i. In the case of auditors and actuaries, the supervisory authority may give regard to or rely on
professional bodies that set and enforce standards of professional conduct.

ICP8 Changesin control and portfolio transfers
The supervisory authority approves or rejects proposals to acquire significant ownership
or any other interest in an insurer that results in that person, directly or indirectly, alone or
with an associate, exercising control over the insurer.

The supervisory author ity approves the portfolio transfer or merger of insurance business.

Explanatory note

8.1. The supervisory authority must be able to grant or deny approva to a person (legal or natural)
that wants to acquire significant ownership or a controlling interest in an insurer, whether directly or
indirectly, alone or with an associate. The concepts of significant ownership or control should be
defined in legidation.

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

8.3. The supervisory authority must require that the proposed owners have the resources to provide
the minimum capital required as well as the ability to provide further capita or other support for the
insurer when needed.
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84. Owners should not expose the insurer to undue risks or hinder effective supervision. The
supervisory authority should be satisfied about what constitutes an insurance group or conglomerate
and which entities are considered to be part of such a group. The structure and risk profile of the
group to which the insurer belongs should not damage the insurer’ s stability and solvency (refer to ICP

17).

85. Changesin control have an indirect effect on the contractual arrangements between insurer and
policyholder, whereas a portfolio transfer will have a direct effect on this relationship. For this reason
supervisory authorities should closely monitor portfolio transfers.

8.6. Insurance policies are legal contracts between an insurer and its policyholders. An insurer
should not be able to unilaterally ater the terms of a contract by merging with another insurer,
mutualising or demutualising or transferring some of its policy liabilities to another insurer. In order
to protect the interests of policyholders, legidation should restrict the ability of insurers to transfer
their policy liabilities. The supervisory authority must ensure that policyholders reasonable benefit
expectations and existing policy values will not normally be lessened as a result of liability transfer.
This should apply whether the transfer involves a single policy or a portfolio or the transaction is
considered a part of normal business, a merger or part of a winding-up procedure in a situation where
the insurer is no longer financially viable or isinsolvent (refer to ICP 16).

Changesin control
Essential criteria

a The term “control” over an insurer is defined in legidation and it addresses:
- holding of a defined number or percentage of issued shares or specified financia instruments
(such as compulsory convertible debentures) above a designated threshold in an insurer or its
intermediate or ultimate beneficial owner
- voting rights attached to the aforementioned shares or financia instruments
- power to gppoint or remove directors to the board and other executive committees.

b. The supervisory authority requires that the potential controlling owners apply for approva for
the acquisition, or change in control, of the insurers. The insurer must inform the supervisory
authority of any acquisitions or changesin control.

C. The supervisory authority approves any significant increase in shareholdings above the
predetermined control levels in an insurer by legal or natural persons, whether obtained
individually or in association with others. This also applies to any other interest in that hsurer
or its intermediate or ultimate beneficial owners.

d. The requirements in criteria b and ¢ above aso refer to the acquisition or change of control
where the intermediate or ultimate beneficial owner(s) of an insurer is (are) outside the
jurisdiction where the insurer is incorporated. Supervision of changes in control may require
coordination with supervisors in other jurisdictions (refer to ICP 5).

e The supervisory authority must be satisfied that those seeking control meet the criteria applied
during the licensing process. The requirementsin ICP 7 — Suitability of persons— will apply to
the prospective owners in control of insurers.

f. The supervisory authority requires that the structures of the financia groups containing
potential controlling owners of insurers be sufficiently transparent so that supervision of the
insurance group will not be hindered (refer to ICP 17).
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0.  The supervisory authority reects applications of proposed owners to control insurers if facts
exist from which it can be deduced that their ownership will be unduly preudicia to
policyholders. The supervisory authority should know who is the intended beneficial owner.

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

Advanced criteria
I Upon request insurers provide the supervisory authority with information on their shareholders

and any other person directly or indirectly exercising control. The supervisory authority
determines the content and format of this information.

Portfolio transfer
Essential criteria

J. The supervisory authority requires that insurers get approval from the authority before they
transfer dl or any part of their insurance business.

k. The supervisory authority establishes requirements to assess insurers' applications to transfer all
or any part of their insurance business.

The supervisory authority requires that the interests of the policyholders of both the transferee
and transferor be protected when insurance business is transferred (refer to ICP 15 EC c).

ICP9 Corporategover nance

The corporate governance framework recognises and protects rights of al interested
parties. The supervisory authority requires compliance with all applicable corporate
governance standards.

Explanatory note

9.1. Insurers must be managed prudently. Corporate governance refers to the manner in which
boards of directors and senior management oversee the insurers business. It encompasses the means
by which members of the board and senior management are held accountable and responsible for their
actions. Corporate governance includes corporate discipling, transparency, independence,
accountability, responsibility, fairness and social responsibility. Timely and accurate disclosure on all
material matters regarding the insurer, including the financial situation, performance, ownership and
governance arrangements, is part of a corporate governance framework. Corporate governance aso
includes compliance with legal and regulatory requirements.

9.2. Theboard isthe focd point of the corporate governance system. It is ultimately accountable and
responsible for the performance and conduct of the insurer. Delegating authority to board committees
or management does not in any way mitigate or dissipate the discharge by the board of directors of its
duties and responsibilities. In the case of a policy established by the board, the board would need to
be satisfied that the policy has been implemented and that compliance has been monitored. Similarly
the board needs to be satisfied that applicable laws and regulations have been complied with. The
responsibilities of the governing body must be consistent with the rules on governance structure
established in the jurisdiction. Where the posts of chairman and chief executive are combined in one
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person, the supervisory authority will verify that appropriate controls are in place to ensure that
management is sufficiently accountable to the board of directors.

9.3. In most jurisdictions corporate governance rules exist for general purpose corporations; these
likely also apply to insurers. Often, however, it is necessary to establish additiona requirements,
through the insurance legidation, that deal with the matters of specific concern and importance to
insurance supervisors. These matters are described in the criteria below. As the supervisory authority
may not have the power to specify the details of general corporate governance rules or to enforce
compliance, several criteria under this principle refer to the responsbility of the board of directors
rather than requirements from the supervisory authority.

Essential criteria

a The supervisory authority requires and verifies that the insurer complies with applicable
corporate governance principles.

b. The board of directors:

- setsout its responsibilities in accepting and committing to the specific corporate governance
principles for its undertaking. Regulations on corporate governance should be covered in
general company law and/or insurance law. These regulations should take account of the size,
nature and complexity of the insurer.

- establishes policies and strategies, the means of attaining them, and procedures for monitoring
and evaluating the progress toward them. Adherence to the policies and strategies are
reviewed regularly, and at least annually.

- sdisfies itself that the insurer is organised in a way that promotes the effective and prudent
management of the institution and the board’s oversight of that management. The koard of
directors has in place and monitors independent risk management functions that monitor the
risks related to the type of business undertaken. The board of directors establishes audit
functions, actuaria functions, strong internal controls and applicable checks and balances.

- distinguishes between the responsibilities, decision-making, interaction and cooperation of the
board of directors, chairman, chief executive and senior management. The board of directors
delegates its responsibilities and establishes decisiorntmaking processes. The insurer
establishes a division of responsihilities that will ensure a balance of power and authority, so
that no one individual has unfettered powers of decision.

- establishes standards of business conduct and ethical behaviour for directors, senior
management and other personnel. These include policies on private transactions, self-dealing,
preferentia treatment of favoured interna and external entities, covering trading losses and
other inordinate trade practices of a non-arm’s length nature. The insurer has an on-going,
appropriate and effective process of ensuring adherence to those standards.

- appoints and dismisses senior management. It establishes a remuneration policy that is
reviewed periodicaly. This policy is made available to the supervisory authority.

- collectively ensures that the insurer complies with all relevant laws, regulations and any
established codes of conduct (refer to EC f).

- hasthorough knowledge, skills, experience and commitment to oversee the insurer effectively
(refer to ICP 7).

- isnot subject to undue influence from management or other parties. The board of directors has
access to information about the insurer, and asks and receives additional information and
analyses that the board seesfit.

- communicates with the supervisory authority as required and meets with the supervisory
authority when requested.

- setsout policies that address conflicts of interest, fair treatment of customers and information
sharing with stakeholders, and reviews these policies regularly (refer to ICP 25).
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C. Senior management is responsible for:

- overseeing the operations of the insurer and providing direction to it on a day-to-day basis,
subject to the objectives and policies set out by the board of directors, as well as to legidation.

- providing the board of directors with recommendations, for its review and approval, on
objectives, strategy, business plans and major policies that govern the operation of the insurer.

- providing the board with comprehensive, relevant and timely information that will enable it to
review business objectives, business strategy and policies, and to hold senior management
accountable for its performance.

Advanced criteria

d. The board of directors may establish committees with specific responsibilities like a
compensation committee, audit committee or risk management committee.

e. The remuneration policy for directors and senior management has regard to the performance of
the person as well as that of the insurer. The remuneration policy should not include incentives
that would encourage imprudent behaviour.

f. The board of directors identifies an officer or officers with responsibility for ensuring
compliance with relevant legidation and required standards of business conduct and who
reports to the board of directors at regular intervals (refer to EC b).

0. When a “responsible actuary” is part of the supervisory process, the actuary has direct accessto
the board of directors or a committee of the board. The actuary reports relevant matters to the
board of directors on atimely basis.

ICP10 Internal control

The supervisory authority requires insurers to have in place internal controls that are
adequate for the nature and scale of the business. The oversight and reporting systems
alow the board and management to monitor and control the operations.

Explanatory note

10.1. The purpose of interna control isto verify that:
the business of an insurer is conducted in a prudent manner in accordance with policies and
strategies established by the board of directors (refer to ICP 9)
transactions are only entered into with appropriate authority
assets are safeguarded (refer to ICP 21)
accounting and other records provide complete, accurate, verifiable and timely information

management is able to identify, assess, manage and control the risks of the business and hold
sufficient capital for these risks (refer to ICP 18 and 23).

10.2. A system of interna control is critical to effective risk management and a foundation for the
safe and sound operation of an insurer. It provides a systematic and disciplined approach to evaluating
and improving the effectiveness of the operation and assuring compliance with laws and regulations. It
is the respongibility of the board of directors to develop a strong internal control aulture within its
organisation, a centra feature of which is the establishment of systems for adequate communication of
information between levels of management.
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10.3. Itisan essential element of an internal control system that the board of directors receive regular
reporting on the effectiveness of the interna control. Any identified weakness should be reported to
the board of directors as soon as possible so appropriate action can be taken.

Essential criteria

a

The supervisory authority reviews the internal controls and checks their adequacy to the nature
and the scale of the business and requires strengthening of these controls where necessary. The
board of directorsis ultimately responsible for establishing and maintaining an effective internal
control system.

The framework for internal controls within the insurer includes arrangements for delegating
authority and responsibility, and the segregation of duties. The internal controls address checks
and balances; e.g. cross-checking, dua control of assets, double signatures (refer to ICP 9 EC
b).

Theinterna and external audit, actuarial and compliance functions are part of the framework for
internal control, and must test adherence to the internal controls as well as to applicable laws
and regulations.

The board of directors must provide suitable prudential oversight and establish a risk
management system that includes setting and monitoring policies so that dl maor risks are
identified, measured, monitored and controlled on an on-going basis. The risk management
systems, strategies and policies are approved and periodically reviewed by the board of directors
(refer to ICP 18).

The board of directors provides suitable oversight of market conduct activities.

The board of directors should receive regular reporting on the effectiveness of the internal
controls. Interna control deficiencies, either identified by management, staff, internal audit or
other control personnel, are reported in atimely manner and addressed promptly.

The supervisory authority requires that internal controls address accounting procedures,
reconciliation of accounts, control lists and information for management.

The supervisory authority requires oversight and clear accountability for al outsourced
functions as if these functions were performed internally and subject to the normal standards of
internal controls.

The supervisory authority requires the insurer to have an on-going internal audit function of a
nature and scope appropriate to the business. This includes ensuring compliance with all

applicable policies and procedures and reviewing whether the insurer’s policies, practices and
controls remain sufficient and appropriate for its business.

The supervisory authority requires that an internal audit function:

- has unfettered accessto al the insurer’ s business lines and support departments

- assesses outsourced functions

- has appropriate independence, including reporting lines to the board of directors

- has status within the insurer to ensure that senior management reacts to and acts upon its
recommendations

- has sufficient resources and staff that are suitably trained and have relevant experience to
understand and evaluate the business they are auditing
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- employs a methodology that identifies the key risks run by the institution and allocates its
resources accordingly (refer to ICP 18).

k. The supervisory authority has access to reports of the internal audit function.
l. Where the appointment of an actuary is called for by applicable legidation or by the nature of

the insurer's operations, the supervisory authority requires that actuarial reports be made to the
board and to management.

5. On-going supervision

ICP11 Market analysis

Making use of al available sources, the supervisory authority monitors and analyses all
factors that may have an impact on insurers and insurance markets. It draws conclusions
and takes action as appropriate.

Explanatory note

11.1. In order to achieve its objectives, the supervisory authority supervises the financial soundness of
individual insurers and contributes to financial stability of the insurance market. Both require an
anaysis of individual insurers and insurance groups as well as the market and the environment in
which they operate.

11.2. In today’s globalised financial markets and rapidly integrating financial systems, economic
developments and policy decisions of one jurisdiction may affect many other jurisdictions. Similarly,
developments in the economy as a whole, or in one part of the financial sector, may impact the
business operations and financial stability of the insurance market. To enable an assessment of
financia data, it will be necessary to have an understanding of the basis of financia reporting in
relevant jurisdictions.

11.3. Indepth market analysis helps identify risks and vulnerabilities, supports prompt supervisory
intervention as referred in ICP 14 and strengthens the supervisory framework with a view to reducing
the likelihood or severity of future problems. It is recognised that in-depth market analysis requires
skilled resources.

11.4. A quantitative analysis of the market could include, for example, developments in the financia
markets generally; the number of insurers and reinsurers subdivided by ownership structure whether a
branch, domestic or foreign; the number of insurers and reinsurers entering and exiting the market;
market indicators such as premiums, balance sheet totals and profitability; investment structure; new
product devel opments and market share; distribution channels; and use of reinsurance.

11.5. A qudlitative analysis could include, for example, reporting on general developments which may
impact insurance markets, companies and clients; new or forthcoming financial sector and other
relevant legidation; developments in supervisory practices and approaches; and reasons for market
exits.

Essential criteria:

a The supervisory authority conducts regular analysis of market conditions.
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b. The market analysis not only includes past devel opments and the present situation, but also aims
to identify trends and possible future scenarios and issues, so that the supervisory authority is
well prepared to take action at an early stage, if required.

C. The market andysis is both quantitative and qualitative and makes use of both public and
confidential sources of information.

d. The supervisory authority or others, such as the insurance industry, publish aggregated market
datathat is readily and publicly available to the insurance industry and other interested parties.

e. The supervisory authority requires market-wide systematic reporting to analyse and monitor
particular market-wide events of importance for the financial stability of insurance markets.

Advanced criteria:

f. Insofar as international relationships affect internal insurance and financial markets, the analysis
is not limited to the home market, but also includes devel opments elsewhere.

g.  Thesupervisory authority monitors trends that may have an impact on the financial stability of
insurance markets. It assesses whether macro-economic risks and vulnerabilities are adversely
impinging on prudential safeguards, financia stability or consumer interests.

ICP 12 Reporting to supervisors and off-site monitoring

The supervisory authority receives necessary information to conduct effective off-site
monitoring and to evaluate the condition of each insurer as well as the insurance market.

Explanatory note

12.1. It isessentia for the supervisory authority to receive information necessary to conduct effective
off-site monitoring which can often identify potential problems, particularly in the interval between
on-site inspections, thereby providing early detection and prompting corrective action before problems
become more serious.

12.2. The supervisory authority decides what information it requires, in what form, from whom, and
with what frequency. The reporting requirements are a reflection of the supervisory needs, and will
thus vary according to overall market structure and situation. They aso reflect the sSituation at
individual insurers and the way they control their risks (e.g., asset/liability management, reinsurance
policy.). Information should be both current and prospective in nature. In setting the requirements the
supervisory authority should strike a balance between the need for information for supervisory
purposes and the administrative burden it puts on insurers.

12.3. Reporting requirements should apply to all insurers licensed in a jurisdiction and form the
genera basis for off-site anaysis. The reporting requirements should be reviewed periodicaly.
Additiona information may be requested from specific insurers on a case-by-case basis. New
developments may require the supervisory authority to carry out market-wide off-site analyses, which
will require having insurers to submit information on an ad-hoc basis.

12.4. In setting the requirements, the supervisory authority may make a distinction between the
standards applied to reports prepared for disclosure to policyholders and investors, and those applied
for the supervisory authority.
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12.5. In setting the requirements, the supervisory authority may make a distinction between the
financial reports and calculations prepared for companies incorporated in its jurisdiction, and branch
operations in its jurisdiction of companies incorporated in another jurisdiction.

Essential criteria;

a.  Thesupervisory authority:

- sets the requirements for the submission of regular and systematic financial and statistical
information, actuaria reports and other information from all insurers licensed in the
jurisdiction

- defines the scope and frequency of those reports and information, including any requirement
that reports and information be audited

- requires, as aminimum, an audit opinion should be provided annualy (refer to ICP 1 EC €)

- reguests more frequent and more detailed additional information whenever thereisa need.

b. If making a distinction between the financial reports and requirements of companies
incorporated in the jurisdiction and branches, or between private entities and government-
sponsored insurers that compete with private enterprises, the supervisory authority should not
distort the market in favour of or against any particular form of enterprise.

C. The supervisory authority:

- requires insurers to submit information about their financial condition and performance on
both a solo and a group-wide basis. It may request and obtain financia information on any
subsidiary of the supervised entity.

- sets out the principles and norms regarding accounting and consolidation techniques to be
used. The valuation of assets and liabilities should be consistent, redlistic, and prudent (refer to
ICP 21 ECb).

- requiresinsurers to report any off-balance sheet exposures.

- requiresinsurers to report on their outsourced functions.

- requires that the gppropriate level of an insurer’s senior management is responsible for the
timing and accuracy of these returns.

- requires that inaccurate information be corrected and has the authority to impose sanctions for
deliberate misreporting.

- based on this information, maintains a framework for on-going monitoring of the financial
condition and performance of the insurers.

Advanced criteria

d. From time to time, the supervisory authority reviews its regular and systematic reporting
requirements to ensure they still serve their intended aims and are carried out in an efficient and
effective manner.

e The supervisory authority requires insurers to report promptly material changes that affect the
evaluation of their condition.

ICP 13 On-site inspection

The supervisory authority carries out on-site inspections to examine the business of an
insurer and its compliance with legidation and supervisory requirements.
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Explanatory note

13.1. Whether performed by the staff of the supervisory authority or other suitably qualified
specialists, ontsite inspection is an important part of the supervisory process, closely related to the off-
site monitoring process. It provides information that supplements the analysis of the reporting to
supervisory authorities sent by the insurer. On-site inspection, however, also needs the support of
market information and statistics derived from the analysis of the annua accounts and returns.

13.2. Through on-site inspections the supervisory authority is able to verify or capture reliable data
and information to assess and analyse an insurer’s current and prospective solvency. Onsite
inspection enables the supervisor to obtain information and detect problems that cannot be easily
obtained or detected through on-going monitoring. In particular, on-site inspections alow the
supervisor to identify problems or irregularities in arange of areas, including asset quality, accounting
and actuarial practices, internal controls (including those dealing with information technology and
outsourcing), quality of underwriting (both the prudence of the underwriting policy and the
effectiveness of its implementation in practice), valuation of technical provisions® , strategic and
operationa direction, reinsurance, and risk management.

13.3. On-site inspections enhance the supervisor’s ability to assess the competence of the managers of
insurers. It is aso an effective way for supervisors to assess the management’s decision-making
processes and internal controls. It provides supervisors the opportunity to analyse the impact of
specific regulations and, more generaly, to gather information for benchmarking.

13.4. The criteria envisage that on-site inspection may be carried out in a manner that is either “full
scale’ or “on afocussed basis.” Both forms of inspection need to be conducted by skilled staff that
can evaluate and analyse the information that they obtain during the inspection. Usually the
supervisory authority provides guidance on the scope and procedures for on-site inspections.
However, staff performing inspections should use their investigative and technical skills when forming
views about the information they obtain.

13.5. On-site inspection can assist in assessing the risks to which afirm is exposed. A full-scale on-
dte ingpection includes, at a minimum, the following activities:
- evauation of the management and internal control system
analysis of the nature of the insurer’s activities, e.g. the type of business written
evaluation of the technical conduct of insurance business or an evauation of the organisation and
the management of the insurer, the commercial policy and the reinsurance cover and its security
analysis of the relationships with external entities, such as through outsourcing or with respect to
other companies in the same group
assessment of the insurer’s financia strength, notably the technical provisions
evaluation of compliance with corporate governance requirements.

13.6. A full-scale on-site ingpection of market conduct issues includes, at a minimum, the following
activities:

checking the sufficiency and adequacy of the information given to consumers

reviewing the timing of payments

* Theterm “technical provisions” is used throughout this document. Some jurisdictions use the term “policy
liabilities” instead. The meaning isthe same, i.e., amount set aside on the balance sheet to meet liabilities arising
out of insurance contracts, including claims provision (whether reported or not), provisionfor unearned
premiums, provision for unexpired risks, life assurance provision and other liabilities related to life insurance
contracts (e.g. premium deposits, savings accumulated over the term of with—profit policies) (source: IAIS
Glossary of Terms).
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reviewing the frequency and nature of litigation
assessing observance of the market conduct standards and consumer regulations (refer to ICP 25
and 26).

13.7. Effective inspections may need to include access to outsourced service providers or other parties
to ensure that the inspection adequately addresses insurers who transfer functions and information
outside the company. Where another authority supervises the outsourced service provider supervisory
actions should be coordinated (refer to ICP 5).

13.8. The frequency of on-site inspections will take account of the risk profile of the insurer as it
appears from previous on-site inspections and off-site monitoring; an additional factor may be the
relative importance of the insurer in the market.

Essential criteria;

a By law, the supervisory authority has wide-ranging powers to conduct on-site inspections and
gather information deemed necessary to perform its duties.

b. The supervisory authority, external auditors or other suitably qualified parties verify
information in regulatory returns periodically through on-site inspections. Where parties other
than the supervisory authority verify information, then arrangements for communication with
the supervisory authority should be established.

c.  The supervisory authority may conduct on-site inspections on either a full scale, or a focussed
basis investigating areas of specific concern.

d. The supervisory authority promptly discusses findings and any need for corrective action with
the insurer and obtains appropriate feedback from the insurer.

e The supervisory authority follows up with the insurer to ensure that any required action has

been taken.

f. The supervisory authority can extend on-site inspections to obtain information from
intermediaries and companies that have accepted functions outsourced by the supervised
insurer.

ICP14 Preventive and corrective measur es

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

Explanatory note

14.1. Where insurers fail to meet supervisory requirements or where their continued solvency comes
into question, the supervisory authority must intervene to protect policyholders. To do so, the
supervisor authority needs to have the legal and operational capacity to bring about timely corrective
action. Depending on the nature of the problem detected, a graduated response may be required. In
instances where the detected problem is relatively minor, informal action such as an ora or written
communication to management may be sufficient. In other instances, more forma action may be

necessary.
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Essential criteria:

a The supervisory authority has available and makes use of adequate instruments to enable timely
preventive and corrective measures if an insurer fails to operate in a manner that is consistent
with sound business practices or regulatory requirements.

b. There should be a progressive escalation of action or remedial measures if the problems become
worse or if management of the insurer ignores more informal requests from the supervisory
authority to take corrective action.

c.  The supervisory authority has the capacity and standing to communicate with insurers, and
insurers comply with such communications, to ensure that relatively minor preventive or
corrective measures are taken.

d. If necessary the supervisory authority requires the insurer to develop an acceptable plan for
correction of problems. Corrective plans include agreed and acceptable steps to be taken to
resolve the issues raised and an acceptable timetable.

e. The supervisory authority initiates measures designed to prevent a breach of the legidation from
occurring, and promptly and effectively deals with non-compliance with regulations that could
put policyholders at risk or impinge on any other of the authority’s objectives.

ICP 15 Enfor cement or sanctions

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

Explanatory note

15.1. The supervisory authority must have the power to take remedia action in a timely manner
where problems involving licensed insurers are identified. The decison-making lines of the
supervisory authority should be structured so that action can be taken immediately in the case of an
emergency situation (refer to ICP 4 EC e).

15.2. The supervisory authority must have a range of actions available in order to apply appropriate
enforcement or sanctions where problems are encountered. Powers should be set out in legislation and
may include:
- redricting business activities

stopping the writing of new business

withholding approval for new activities or acquisitions

directing the insurer to stop practices that are unsafe or unsound

putting assets of the insurer in trust or restricting disposal of those assets

revoking the licence of an insurer

removing directors and managers

barring individuals from the business of insurance.

15.3. In some cases it may be appropriate to apply punitive sanctions against insurers or individuals.
Provided that the policyholders are not put at greater risk, provisions would normally apply to such
situations that would permit a right of appeal of decisions. For actions taken in good faith while
discharging their duties the law provides lega protection to the supervisory authority and its staff
against lawsuits (refer to ICP 3).
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15.4. This principle is directed at the overal protection of policyholders and the observance of
requirements. Matters involving individual customers are subject to ICP 25.

Essential criteria;

a

The supervisory authority can issue formal directions to companies to take particular actions or
to desist from taking particular actions. Failure to comply with a formal direction issued by the
supervisory authority has serious consequences for those that take such a step.

The supervisory authority has the power to prevent the insurer issuing new policies.

The supervisory authority can arrange for compulsory transfer of the obligations under the
policies from afailing insurer to another insurer that accepts this transfer (refer to ICP 8 EC ).

The supervisory authority can require capital levels to be increased, restrict or suspend dividend
or other payments to shareholders, restrict asset transfers and restrict an insurer’s purchase of its
own shares. It can also initiate action to restrict the ownership or activities of a subsidiary
where, in its opinion, such activities jeopardise the financial situation of the insurer.

The supervisory authority has effective means to address management problems, including the
power to have controlling owners, directors, and managers replaced or their powers restricted.
More generaly the supervisory authority in extreme cases, imposes conservatorship over an
insurer that isfailing to meet prudential or other requirements. The supervisory authority has the
power to take control of the insurer, or to appoint other specified officials or receivers for the
task, and to make such arrangements for the benefit of the policyholders as are necessary.

Once action has been taken or remedial measures have been imposed, the supervisory authority
periodicaly checks to determine that the insurer is complying with the measures.

The insurance legidation provides for sanctions by way of fines against individuals and insurers
where the provisions of the legidation are breached.

The insurance legidation provides for sanctions against individuals who withhold information
from the supervisory authority, provide information that is intended to mislead the supervisory
authority or fail to provide information to the supervisory authority in atimely fashion.
Individuals can be barred from acting in responsible capacities in the future.

The process of applying sanctions should not delay necessary preventive and corrective
measures and enforcement.

The supervisory authority takes action to withdraw the license of an insurer where appropriate.

The supervisory authority has the powers to protect one or more insurers within its jurisdiction
that belong to a group from the financia difficulties in other parts of the group.

The supervisory authority, or another responsible body in the jurisdiction, takes action to
enforce all the sanctions noted above.

The supervisory authority ensures consistency in the way insurers are sanctioned, so that similar
violations and weaknesses attract similar preventive and corrective measures.
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0.  The supervisory authority or other authority takes action against those individuas or entities
that are operating an insurance business without a licence.

ICP 16 Winding-up and exit from the market

The lega and regulatory framework defines a range of options for the orderly exit of
insurers from the marketplace. It defines insolvency and establishes the criteria and
procedure for dealing with insolvency. In the event of winding-up proceedings, the legal
framework gives priority to the protection of policyholders.

Explanatory note

16.1. An insurer may no longer be financialy viable or may be insolvent. In such cases, the
supervisory authority can be involved in resolutions that require a take-over by or merger with a
hedlthier institution. When all other measures fail, the supervisory authority should have the ahility to
close or assist in the closure of the troubled insurer.

16.2. The legidation should establish the priority that policyholders receive in winding-up an insurer.
However, it is also common in many jurisdictions that priority is given to other stakeholders, such as
employees or the fiscal authorities. In some jurisdictions, a policyholder protection fund provides
additional or alternative protection. Some jurisdictions may decide that protection provided through a
policyholder protection fund is not necessary for commercial policyholders.

Essential criteria:

a The legal and regulatory framework provides for the determination of the point at which it is no
longer permissible for an insurer to continue its business.

b. The procedures for deding with insolvency and the winding-up of the insurer are clearly set
forth in the law.

C. A high legd priority is given to the protection of the rights and entitlements of policyholders
and other policy beneficiaries in the event of an insurer becoming insolvent and winding-up.
This priority ensures that, as far as is practical, there is limited disruption to the provision of
benefits to policyholders.

ICP 17 Group-wide supervision

The supervisory authority supervises its insurers on a solo and a group-wide basis.

Explanatory note

17.1. Supervision of insurers, who are part of a wider insurance group or conglomerate, whether
domestic or international, should not be limited to the solo supervision of that insurer. The operations
of other group companies, including any holding companies if applicable, are taken into account in
assessing the totality of the risk exposures of the insurers, insurance groups and conglomerates. The
fact that such an insurer is part of a group generally alters, often considerably, its risk profile, its
financia pogtion, the role of its management, and its business strategy. As a consequence, there
should be lega provisions and effective supervision that adequately meet the changed profile of the
insurer, ensuring adequate group wide assessment and supervisory action as appropriate.
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17.2. Asafirst step, there should be legal certainty for all parties involved about what constitutes an
insurance group or conglomerate. For entities that are considered to be part of such a group, a group
mapping exercise should be undertaken that delineates the group structure, and identifies the
supervisory authorities involved. Supervisory tasks for the group and the congtituent parts should be
agreed upon by the supervisors involved or may be set out in legidation. This may cal for further co-
operation agreements between the various supervisory authorities often including supervisory
authorities from different jurisdictions and financia sectors.

17.3. Group-wide assessment and supervision should not be limited to financia indicators such as
capital adequacy and risk concentration, but also the management structure, fit and proper testing, and
legal issues. The groups should have information systems in place not only to serve their internal
information needs, but also to provide all information that the supervisory authority may require in an
adequate and timely manner.

17.4. The effective supervision of groups may require effort to ensure that the necessary supervisory
tools such as information collection and on-site inspections are able to address group-wide issues
effectively.

Essential criteria:

a What constitutes an insurance group and financial conglomerate is clearly defined so that
supervisors and insurers can determine:
- which groups are considered to be insurance groups or financial conglomerates
- which group or groups an insurer belongs to
- the scope of the supervision.

b. The supervisory authority ensures effective and efficient group-wide supervison. The
supervisory authorities co-operate to avoid unnecessary duplication.

C. Where different supervisory authorities are responsible for different parts of a group or
conglomerate appropriate co-operation and co-ordination exists. The supervisory
responsibilities of each authority are well-defined and leave no supervisory gaps.

d At a minimum, group-wide supervision of insurers which are part of insurance groups or
financia conglomerates includes, as a supplement to solo supervision, at a group level, and
intermediate level as appropriate, adequate policies on and supervisory oversight of:

- group structure and interrelationships, including ownership and management structure

- capital adequacy

- reinsurance and risk concertration

- intragroup transactions and exposures, including intra-group guarantees and possible lega
ligbilities

- interna control mechanisms and risk management processes, including reporting lines and
fit and proper testing of senior management.

e Host supervisory authorities avoid uncooperative behaviour with home supervisory authorities
S0 as not to hinder effective supervision of groups and conglomerates (refer to ICP 5 EC ).

f. The supervisory authority requires that insurance groups and financia conglomerates have
reporting systems in place that adequately meet the supervisory information demands.
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0.  Thesupervisory authority may deny or withdraw the license when the organisationa (or group)
structure hinders effective supervision (refer to ICP 6 and ICP 15).

6. Prudential requirements
15. Thissection sets out six principles addressing prudential requirements. Their common goal isto

ensure that insurers have the ability under all reasonably foreseeable circumstances to fulfil their
obligations as they fall due.

ICP18 Risk assessment and management

The supervisory authority requires insurers to recognise the range of risks that they face
and to assess and manage them effectively.

Explanatory note

18.1. Aninsurer should identify, understand, and manage the significant risks that it faces. Effective
and prudent risk management systems appropriate to the complexity, size and nature of the insurer’s
business should identify and measure against risk tolerance limits the risk exposure of the insurer on
an on-going basis in order to indicate potentia risks as early as possible. This may include looking at
risks by territory or by line of business.

18.2. Some risks are specific to the insurance sector, such as underwriting risks and risks related to
the evaluation of technical provisions. Other risks are similar to those of other financial institutions,

for example market (including interest rate), operationa, legal, organisational and conglomerate risks
(including contagion, correlation and counter-party risks).

18.3. Supervisors play acritical role in the risk management process by reviewing the monitoring and
controls exercised by the insurer. The supervisory authority develops prudentia regulations and
requirements to contain these risks. While the supervisor puts sich requirements in place with the
intention of ensuring enhanced practices by insurers, the ultimate responsibility for the development of
best practices and the proper operation of the insurer must always rest with the board of directors.

Essential criteria

a The supervisory authority requires and checks that insurers have in place comprehensive risk
management policies and systems capable of promptly identifying, measuring, assessing,
reporting and controlling their risks (refer to ICP 10 EC d).

b. The risk management policies and risk control systems are appropriate to the complexity, size
and nature of the insurer’s business. The insurer establishes an appropriate tolerance level or
risk limit for material sources of risk.

C. The risk management system monitors and controls al materia risks.
d. Insurers regularly review the market environment in which they operate, draw appropriate

conclusions as to the risks posed and take appropriate actions to manage adverse impacts of the
environment on the insurer’ s business.
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Advanced criteria

e Larger insurers establish arisk management function and a risk management committee.

ICP 19 I nsurance activity

Since insurance is a risk taking activity, the supervisory authority requires insurers to
evaluate and manage the risks that they underwrite, in particular through reinsurance,
and to have the tools to establish an adequate level of premiums.

Explanatory note

19.1. Insurers take on risks and manage them through a range of techniques including pooling and
diversification. Every insurer should have an underwriting policy that is approved and monitored by
the board of directors.

19.2. Insurers use actuarial, statistical, or financial methods for estimating liabilities and determining
premiums. If these amounts are materially understated, the consequences for the insurer can be
significant and in some cases fatal. In particular, premiums charged could be inadequate to cover the
risk and costs, insurers may pursue lines of business that are not profitable, and liabilities may be
understated, masking the true financia state of the insurer. There is a need to ensure that embedded
options have been identified, properly priced and an appropriate reserve has been established.

19.3. Insurers use a number of tools to mitigate and diversify the risks they assume. The most
important tool to transfer risk is reinsurance. An insurer should have a reinsurance strategy, approved
by its board, that is appropriate to its overall risk profile and its capital. The reinsurance strategy will
be part of the insurer’s overall underwriting strategy.

Essential criteria

a The supervisory authority requires insurers to have in place strategic underwriting and pricing
policies approved and reviewed regularly by the board of directors.

b. The supervisory authority checks that insurers evaluate the risks that they underwrite and
establish and maintain an adequate level of premiums. For this purpose, insurers should have
systems in place to control their expenses related to premiums and claims, including claims
handling and administration expenses. These expenses should be monitored by management on
an on-going basis.

C. The supervisory authority is able to review the methodology used by the insurer to set premiums
to determine that they are established on reasonable assumptions to enable the insurer to meet
its commitments.

d. The supervisory authority requires that the insurer has a clear strategy to mitigate and diversify
risks by defining limits on the amount of risk retained and taking out appropriate reinsurance
cover or using other risk transfer arrangements consistent with its capital position. This strategy
is an integral part of the insurer’s underwriting policy and must be approved and regularly
monitored and reviewed by the board of directors.

e. The supervisory authority reviews reinsurance arrangements to check that they are adequate and
that the claims held by insurers on their reinsurers are recoverable. This includes that:
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- the reinsurance programme provides coverage appropriate to the level of capita of the
insurer (taking into account the real transfer of risk) and the profile of the risks it underwrites

- thereinsurer’s protection is secure. This might be addressed through different means, such as
relying on a system of direct supervison of reinsurers or obtaining collateral (including
trusts, letters of credit or funds withheld).

f. The supervisory authority checks that risk transfer instruments are properly accounted for in
order to give atrue and fair view of the insurer’s risk exposure.

ICP20 Liabilities

The supervisory authority requires insurers to comply with standards for establishing
adequate technical provisions and other liabilities, and making allowance for reinsurance
recoverables. The supervisory authority has both the authority and the ability to assessthe
adequacy of the technical provisions and to require that these provisions be increased, if
necessary.

Explanatory note

20.1. Aninsurer must identify and quantify its existing and anticipated obligations. The establishment
of sufficient technical provisions, that is the amount set aside on the balance sheet to meet obligations
arising out of insurance contracts (including any related administration expenses, embedded options,
policyholder dividends or bonuses and taxes) is a cornerstone of a sound capital adequacy and
solvency regime.

20.2. Standards should be defined to be followed by the insurers in setting up their liabilities and, in
particular, their technical provisions. These standards should address what is to be included as
liabilities; for example, claims provisions — including provisions for claims incurred but not reported,
provisions for unearned premiums, provisions for unexpired risks, life insurance provisions and any
other liabilities or technical provisons. These standards should aso be consistent with other
components of the solvency regime. The standards should ensure the that technical provisions are
sufficient to cover all expected and some unexpected claims and expenses, make use of reliable and
objective methods, and allow a comparison across insurers. The supervisors must have both the power
and the ability to check the adequacy of the technical provisions vis-a-vis the established standards
and to require the provisions to be increased if, in the supervisor’s opinion, these are not sufficient.
This part of the supervisory process requires the use of appropriate actuarial skills.

Essential criteria

a Lega provisions are in place for establishing adequate technical provisions and other liabilities
based on sound accounting and actuaria principles.

b.  The supervisory authority prescribes or agrees to standards for establishing technical provisions
and other liabilities.

C. The supervisory authority in developing the standards considers:
- what isto beincluded as aliability
- the procedure and the interna control system that are in place to ensure reliable data (refer to
ICP 10)
- the methods and assumptions for assessing, on areliable, objective, transparent and prudent
basis, technical provisionsto cover all expected and some unexpected claims and expenses.
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d.  The supervisory authority reviews the sufficiency of the technical provisions through off-site
monitoring and on-site inspection (refer to ICPs 12 and 13).

e The supervisory authority requires the technical provisions to be increased if they are not
sufficient.

f. The supervisory authority ensures that standards stipul ate:

- genera limits for the valuation of the amounts recoverable under reinsurance arrangements
with a given reinsurer for solvency purposes, taking into account the ultimate collectability
and the real transfer of risk

- sound accounting principles for the booking of the amounts recoverable under reinsurance
arrangements

- the credit for technical provisions for amounts recoverable under reinsurance arrangements.
In that case, the amount recoverable is disclosed in the financia statement of the insurer by
reporting the respective gross and net figures in the accounts.

Advanced criteria
g. The supervisory authority requires that insurers undertake regular stress testing for a range of

adverse scenarios in order to assess the adequacy of capital resources in case technical
provisions have to be increased (refer to ICP 21 AC k and ICP 23 AC))).

ICP21 I nvestments

The supervisory authority requires insurers to comply with standards on investment
activities. These standards include requirements on investment policy, asset mix,
valuation, diversification, asset-liability matching, and risk management.

Explanatory note

21.1. Insurers must manage their investments in a sound and prudent manner. An investment portfolio
carries a range of investment-related risks that might affect the coverage of technical provisions and
the solvency margin.  Insurers need to identify, measure, report and control the main risks.

21.2. For insurers in many jurisdictions concentration risk arising from the limited availability of
suitable domestic investment vehiclesis area problem. By contrast, international insurers investment
dtrategies are potentially complex because often they need to manage and match assets and liabilities
in a number of currencies and different markets. In addition, the need for liquidity resulting from
potential large-scale payments may further complicate an insurer’ s investment strategy.

21.3. The supervisory authority ensures that standards are established for insurers in managing their
investment portfolios and inherent risks. The supervisory authority needs to have both the authority
and ability to assess these risks and their potential impact on technical provisions and solvency.
However, the detailed formulation of an insurer’s investment management policy and internal risk
control methodology is the responsibility of the board of directors.

Essential criteria
a Requirements regarding the management d investments are in place, either in the law or in

supervisory rules. These requirements address, but may not be limited to, the following:
- the mixture and diversification by type
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- limits or redtrictions on the amount that may be held in particular types of financia
instruments, property, and receivables

- the safekeeping of assets

- the appropriate matching of assets and liabilities

- thelevd of liquidity.

Investments are valued according to a method prescribed by or acceptable to the supervisory
authority.

The supervisory authority requires insurers to have in place an overal strategic investment

policy, approved and reviewed annually by the board of directors, that addresses the following

main elements:

- therisk profile of the insurer

- the determination of the strategic asset alocation, that is, the long-term asset mix over the
main investment categories

- the establishment of limits for the allocation of assets by geographical area, markets, sectors,
counterparties and currency

- the extent to which the holding of some types of assets is restricted or disallowed, for
exampleilliquid or volatile assets or derivatives

- the conditions under which the insurer can pledge or lend assets

- an overdl policy on the use of financial derivatives and structured products that have the
economic effect of derivatives (refer to ICP 22)

- clear accountability for all asset transactions and associated risks.

The risk management systems must cover the risks associated with investment activities that
might affect the coverage of technica provisions and/or solvency margins (capital). The main
risksinclude:

- market risk

- creditrisk

- liquidity risk

- failurein safe keeping of assets (including the risk of inadequate custodia agreements).

The supervisory authority checks that insurers have in place adequate internal controls to ensure
that assets are managed in accordance with the overal investment policy, as well as in
compliance with legal, accounting, and regulatory requirements. These controls should ensure
that investment procedures are documented and properly overseen. Normally the functions
responsible for measuring, monitoring, settling and controlling asset transactions are separate
from the front office functions (refer to |CP 10).

The supervisory authority requires that oversight of, and clear management accountability for,
an insurer’s investment policies and procedures remain ultimately with the board of directors,
regardless of the extent to which associated activities and functions are delegated or outsourced.

The supervisory authority requires that key staff involved with investment activities have the
appropriate levels of skills, experience and integrity.

The supervisory authority requires that insurers have in place rigorous audit procedures that
include full coverage of their investment activities to ensure the timely identification of interna
control weaknesses and operating system deficiencies. If the audit is performed interndly it
should be independent of the function being reviewed.
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I. The supervisory authority requires that insurers have in place effective procedures for
monitoring and managing their asset/liability position to ensure that their investment activities
and asset positions are appropriate to their liability and risk profiles.

J- The supervisory authority requires that insurers have in place contingency plans to mitigate the
effects of deteriorating conditions.

Advanced criteria
K. The supervisory authority requires that insurers undertake regular stress testing for a range of

market scenarios and changing investment and operating conditions in order to assess the
appropriateness of asset alocation limits (refer to ICP 20 AC g and ICP 23 AC)).

ICP 22 Derivativesand smilar commitments

The supervisory authority requires insurers to @mply with standards on the use of
derivatives and similar commitments. These standards address restrictions in their use
and disclosure requirements, as well as internal controls and monitoring of the related
positions.

Explanatory note

22.1. A derivative is a financia asset or liability whose value depends on (or is derived from) other
assets, liabilities or indices (the "underlying asset"). Derivatives are financia contracts and include a
wide assortment of instruments, such as forwards, futures, options, warrants, and swaps. These
features can be embedded in hybrid instruments (e.g., a bond whose maturity value is tied to an equity
index is a hybrid instrument that contains a derivative). Insurers choosing to engage in derivative
activities should clearly define their objectives, ensuring that these are consistent with any legidative
restrictions.

22.2. Given the nature of insurance operations, derivatives should be used preferably as a risk
mitigation mechanism. Supervisory authorities may restrict the use of derivatives to the reduction of
investment risk or efficient portfolio management. Derivatives should be considered in the context of
aprudent overall asset/liability management strategy.

22.3. This principle also applies to financia instruments that have the economic effect of derivatives
and could apply to commodity derivatives, where insurers are permitted to engage in these
transactions. Where a jurisdiction completely prohibits the use of derivatives and similar commitments
then the assessment criteria clearly do not apply. The prohibition of the use of derivatives is
particularly appropriate where a jurisdiction does not fully observe the conditions for effective
supervision (refer to ICP 1).

224, The criteria of transparent and structured decision-making procedures of policy-setting,
execution, monitoring, reporting and control apply equally to similar commitments that are not
derivatives transactions but which may be included in some jurisdictions as * off-balance sheet’ items.
Equivaent requirements and controls should be in place for commitments transacted through specia
purpose vehicles.

22.5. Derivatives, used appropriately, can be useful tools in the reduction of portfolio risk of insurers.
In monitoring the activities of insurers involved in derivatives, the supervisory authority must satisfy
itself that insurers have the ability to recognise, measure, and prudently manage the risks associated
with their use. The supervisory authority should obtain sufficient information on insurers policies and
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procedures on the use of derivatives and may request information on the purpose for which particular
derivatives are to be used and the rationale for undertaking particular transactions.

Essential criteria

a

Requirements regarding the use of derivatives are in place, ether in the law or in supervisory
rules. The requirements consider the risks in the use of derivatives and smilar commitments.

The supervisory authority establishes disclosure requirements for derivatives and similar
commitments.

The supervisory authority requires the board of directors to satisfy itself that collectively the
board has sufficient expertise to understand the important issues related to the use of
derivatives, and that al individuals conducting and monitoring derivatives activities are suitably
qualified and competent.

The supervisory authority requires insurers using derivatives to have in place an appropriate

policy for their use that must be approved and reviewed annually by the board of directors. This

policy should be consistent with the insurer’s activities, its overall strategic investment policy

and asset/liability management strategy, and its risk tolerance. It addresses at |east the following

elements:

- the purposes for which derivatives can be used

- the establishment of appropriately structured exposure limits for derivatives taking into
account the purpose of their use and the uncertainty caused by market, credit, liquidity,
operations and legal risk

- the extent to which the holding of some types of derivatives is restricted or not authorised;
for example, where the potential exposure cannot be reliably measured, the closing out or
disposal of the derivative could be difficult due to its lack of marketability (as may be the
case with over-the-counter instruments) or the illiquidity of the market, or where
independent (i.e. externa) verification of pricing is not available

- the delineation of lines of responsibility and a framework of accountability for derivatives
transactions.

The supervisory authority requires that insurers have in place risk management systems,

covering the risks from derivatives activities to ensure that the risks arising from al derivatives

transactions undertaken by the insurer can be:

- anaysed and monitored individualy and in aggregate

- monitored and managed in an integrated manner with similar risks arising from
nonderivatives activities so that exposures can be regularly assessed on a consolidated basis.

The supervisory authority requires that insurers have in place adequate interna controls to
ensure that derivatives activities are properly overseen and that transactions have been entered
into only in accordance with the insurer's approved policies and procedures, and legal and
regulatory requirements. These controls ensure appropriate segregation between those who
measure, monitor, settle and control derivatives and those who initiate transactions (refer to ICP
10).

The supervisory authority requires that insurers have in place personnel with appropriate skills
to vet models used by the front office and to price the instruments used, and that pricing follows
market convention. These functions should also be separate from the front office.
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h.  The supervisory authority requires that the board of directors ensure that the insurer has the
appropriate capability to verify pricing independently where the use of ‘over-the-counter’
derivatives is permitted under the insurer’s policy.

i. The supervisory authority requires that insurers have in place rigorous audit procedures that
include coverage of their derivatives activities to ensure the timely identification of internal
control weaknesses and operating system deficiencies. If the audit is performed interndly it
should be independent of the function being reviewed.

ICP23 Capital adequacy and solvency

The supervisory authority requires insurers to comply with the prescribed solvency
regime. This regime includes capital adequacy requirements and requires suitable forms
of capital that enable the insurer to absorb significant unforeseen losses.

Explanatory note

231. A sound solvency regime is essentiad to the supervison of insurance companies and the
protection of policyholders. Capital adequacy requirements are part of a solvency regime. A solvency
regime should take into account not only the sufficiency of technical provisionsto cover all expected
and some unexpected claims and expenses but aso the sufficiency of capital to absorb significant
unexpected losses - to the extent not covered by the technical provisions - on the risks for which
capital is explicitly required. It should aso require additiona capital to absorb losses from risks not
explicitly identified.

23.2. In order to protect policyholders from undue loss, it is necessary that a solvency regime
establishes not only minimum capita adequacy requirements, but also a solvency control level, or
series of control levels, which act as indicators or triggers for early supervisory action, before
problems become serious threats to an insurer’s solvency. The form of the solvency control level may
be based on capital levels or other financiad measures related to the solvency regime of the
jurisdiction.

23.3. Any dlowance for reinsurance in a capital adequacy and solvency regime should consider the
effectiveness of the risk transfer and make allowance for the likely security of the reinsurance
counterparty.

Essential criteria

a The solvency regime addresses in a cons stent manner:
- vauation of liahilities, including technica provisions and the margins contained therein
- quality, liquidity and valuation of assets
- matching of assets and liabilities
- suitable forms of capital
- capital adequacy requirements.

b. Any alowance for risk mitigation or transfer considers both its effectiveness and the security of
any counterparty.

C. Suitable forms of capital are defined.

d. Capita adequacy requirements are sensitive to the size, complexity and risks of an insurer’s
operations, as well as the accounting requirements that apply to the insurer.
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e The minimum capital adequacy requirements should be set at a sufficiently prudent level to give
reasonabl e assurance that policyholder interests will be protected.

f. Capital adequacy requirements are established at alevel such that an insurer having assets equal
to the total of liabilities and required capital will be able to absorb significant unforeseen losses.

s} Solvency control levels are established. Where the solvency position reaches or falls below one
or more control levels, the supervisory authority intervenes and requires corrective action by the
insurer or imposes restrictions on the insurer. The control level is set so that corrective action
can be taken in atimely manner (refer to ICP 14).

h. Inflation of capital — through double or multiple gearing, intra-group transactions, or other
financing techniques available as a result of the insurer’s membership in a corporate group — is
addressed in the capital adegquacy and solvency calculation (refer to ICP 17).

i. The solvency regime addresses the requirements placed upon an insurer operating through a
branch.

Advanced criteria

J- The solvency regime provides for periodic, forward-looking analysis (e.g., dynamic solvency/
stress testing) of an insurer’s ability to meet its obligations under various conditions (refer to
ICP20 AC gand ICP 21 ACK).

k. The supervisory authority assesses the structure of its solvency regime against structures of a
peer group of jurisdictions and works towards achieving consistency.

7. M arkets and consumers

16. The following principles address issues of market conduct that are an essential area of the
supervision in the insurance sector, and may have areputation risk or prudential impact on insurers.

ICP24 Intermediaries

The supervisory authority sets requirements, directly or through the supervision of
insurers, for the conduct of intermediaries.

Explanatory note

24.1. In many insurance markets, intermediaries serve as important distribution channels of insurance.
They provide the interface between consumers and the insurer. Their good conduct is essential to
protect consumers and promote confidence in insurance markets. For this reason, intermediaries
should be directly or indirectly supervised. Where intermediaries are supervised directly, then the
supervisory authority should be able to conduct on-site inspection when needed (refer to ICP 13 EC f).
24.2. Intermediariesinclude al those who are engaged in insurance intermediation activities.
Essential criteria

a The supervisory authority requires intermediaries to be licensed or registered.
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b. The supervisory authority requires intermediaries to have adequate general, commercia and
professiona knowledge and ability as well as having a good reputation.

C. If necessary, the supervisory authority takes corrective action, including applying sanctions,
directly or through insurers, and cancelling the intermediary’s licence or registration, when
appropriate.

d.  The supervisory authority requires an intermediary who handles client's money to have
sufficient safeguards in place to protect these funds.

e The supervisory authority requires intermediaries to give customers information on their status,
specifically whether they are independent or associated with particular insurance companies and
whether they are authorised to conclude insurance contracts on behalf of an insurer or not.

f. The supervisory authority or other authority must have powers to take action against those
individuals or entities that are carrying on insurance intermediation activity without license or
registration.

ICP 25 Consumer protection

The supervisory authority sets minimum requirements for insurers and intermediaries in
dealing with consumers in its jurisdiction, including foreign insurers selling products on a
cross-border basis. The requirements include provision of timely, complete and relevant
information to consumers both before a contract is entered into through to the point at
which all obligations under a contract have been satisfied.

Explanatory note:

25.1. Requirements for the conduct of insurance business help to strengthen consumer confidence in
the insurance market.

25.2. The supervisory authority requires insurers and intermediaries to treat their customers fairly,
paying attention to their information needs. With respect to consumers in their own jurisdiction, the
supervisory authority should set requirements with which insurers and intermediaries must comply.
The requirements applicable to cross-border sales should aso be clear.

25.3. A good claim resolution process is essentia for the fair treatment of consumers. For this
purpose, some jurisdictions have established extra judicial claim resolution mechanisms, such as
independent panels or arbitrators.

25.4. For alarge number of consumers, insurance products are difficult to understand and evaluate.
Insurers and intermediaries have a greater knowledge of insurance issues than the consumers.
Arrangements should therefore exist for potentia policyholders:
to have access to information needed to make an informed decision before entering into a contract
to be informed about their rights and obligations for the duration of the contract

25.5. These requirements should distinguish between particular types of customers. In particular,
detailed conduct of business rules may not be appropriate for reinsurance transactions or in respect of
professional customers. Nonetheless this does not relieve reinsurers of their duty to provide complete
and accurate information to the insurers with whom they deal.
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Essential criteria

a The supervisory authority requires insurers and intermediaries to act with due skill, care and
diligencein their dealing with consumers.

b. The supervisory authority requires insurers and intermediaries to have policies on how to treat
consumers fairly and to have systems and provide training to ensure compliance with those
policies by their employees and other sales collaborators.

C. The supervisory authority requires insurers and intermediaries to seek the information from
their consumers that is appropriate in order to assess their insurance needs, before giving advice
or concluding a contract.

d. The supervisory authority sets requirements for insurers and intermediaries with regard to the
content and timing of provision of information:
- on the product, including the associated risks, benefits, obligations, and charges
- on other matters related to the sale, including possible conflict d interest to existing or
potential policyholders.

e The supervisory authority requires insurers and intermediaries to deal with clams and
complaints effectively and fairly through a smple, easily accessible and equitable process.

Advanced criteria

f. The supervisory authority requires insurers and intermediaries to set rules on the handling of
customer information paying due regard to the protection of private information of customers.

0. The supervisory authority gives information to the public about whether and how loca
legidation applies to the cross-border offering of insurance, such as e-commerce. The
Supervisor issues warning notices to consumers when necessary in order to avoid transactions
with unsupervised entities.

h. The supervisory authority promotes the consumers' understanding of the insurance contracts.

ICP 26 Information, disclosure & transparency towards the market

The supervisory authority requires insurers to disclose relevant information on a timely
basis in order to give stakeholders a clear view of their business activities and financia
position and to facilitate the understanding of the risks to which they are exposed.

Explanatory note

26.1. Public disclosure of reliable and timely information facilitates the understanding by prospective
and existing stakeholders of the financia position of insurers and the risks to which they are subject,
regardless of whether they are publicly traded or not.

26.2. Supervisory authorities are concerned with maintaining efficient, fair, safe and stable insurance
markets for the benefit and protection of policyholders. When provided with appropriate information
markets can act efficiently, rewarding those insurers that operate effectively and penalising those that
do not. This aspect of market discipline serves as an adjunct to supervision.
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26.3. Regular disclosure can facilitate the smooth functioning of the insurance markets. For example,
when timely public disclosure exists market participants are less likely to overreact to negative
information about an insurer.

26.4. Greater disclosure entails increased costs, which may be direct or indirect. For example,
companies may experience a competitive disadvantage from increased disclosure of proprietary
information. These costs must be weighed against the potential benefit of increased disclosure required
by any standards.

26.5. The supervisory authority takes action, if necessary in coordination with other relevant bodies,
to ensure effective and relevant disclosure.

Essential criteria

a Insurers are required to disclose information on their financial position and the risks to which

they are subject. Specifically, information disclosed should be:
relevant to decisions taken by market participants

- timely so asto be available and up-to-date at the time those decisions are made

- accessible without undue expense or delay by the market participants

- comprehensive and meaningful so as to enable market participants to form a well-rounded
view of the insurer

- reliable as a basis upon which to make decisions

- comparable between different insurers

- consistent over time so as to enable relevant trends to be discerned.

b. Information includes quantitative and qualitative information on:
- financia position
- financial performance
and a description of:
- the basis, methods and assumptions upon which information is prepared (and comments on
the impact of any changes)
- risks exposures and how they are managed
- management and corporate governance.

C. Insurers are required to produce, at least annually, audited financia statements and make them
available to stakeholders.

d. The supervisory authority monitors the information disclosed by insurers and takes the
necessary actions to ensure the compliance with disclosure requirements.

Advanced criteria

e Information includes quantitative information of relevant risk exposures.

ICP27 Fraud

The supervisory authority requires that insurers and intermediaries take the necessary
measures to prevent, detect and remedy insurance fraud.
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Explanatory note

27.1. The supervisory authority has an important role to play n combating fraud in insurance in its
jurisdiction. It communicates with other supervisors in addressing such fraud across jurisdictions.

27.2. Fraud can be perpetrated by any party involved in insurance, e.g. insurers, insurerS managers
and staff, intermediaries, accountants, auditors, consultants, claims adjusters as well as policyholders.

27.3. Most jurisdictions have lega provisions against fraud in insurance. In many jurisdictions,
instances of fraud are crimina acts.

27.4. Fraud in insurance results in reputational as well as financial damage and social and economic
costs. That is why the supervisory authority requires that insurers and intermediaries address it
effectively.

Essential criteria

a.  Thesupervisory authority has the powers and resources to establish and enforce regulations and
to communicate as appropriate with enforcement authorities, as well as with other supervisors,
to deter, detect, record, report and remedy fraud in insurance.

b. L egidation addresses insurer fraud.
C. Claims fraud is a punishable offence.

d. The supervisory authority requires insurers and intermediaries to ensure high standards of
integrity of their business.

e.  The supervisory authority requires that insurers and intermediaries alocate appropriate
resources and implement effective pocedures and controls to deter, detect, record and, as
required, promptly report fraud to appropriate authorities. This function is under the
responsibility of senior staff of the insurer and intermediary.

f. As required, the supervisory authority ascertains that insurers take effective measures to prevent
fraud, including providing counter-fraud training to management and staff. The supervisory
authority promotes the exchange of information between insurers with respect to fraud and
those committing fraud including, as appropriate, through the use of databases.

0.  The supervisory authority co-operates with other supervisory authorities including, as
appropriate, in other jurisdictions in countering fraud.
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8. Anti-money laundering, combating the financing of terrorism

ICP28 Anti-money laundering, combating the financing of terrorism (AML/CFT)

The supervisory authority requires insurers and intermediaries, at a minimum those
insurers and intermediaries offering life insurance products or other investment related
insurance, to take effective measures to deter, detect and report money laundering and the
financing of terrorism consistent with the Recommendations of the Financial Action Task
Force on Money Laundering (FATF).

Explanatory note

28.1. In most IAIS member jurisdictions, money laundering and financing of terrorism are criminal
acts under the law. Money laundering is the processing of crimina proceeds to disguise their illegal
origin. The financing of terrorism involves the direct or indirect provison of funds, whether lawfully
or unlawfully obtained, for terrorist acts or to terrorist organisations.

28.2. Insurers and intermediaries, in particular those insurers and intermediaries offering life
insurance or other investment related insurance could be involved, knowingly or unknowingly, in
money laundering and financing of terrorism. This exposes them to legal, operational and reputational
risks. Supervisory authorities, in conjunction with law enforcement authorities and in co-operation
with other supervisors, must adequately supervise insurers and intermediaries for AML/CFT purposes
to prevent and counter such activities.

Essential criteria

a The measures required under the AML/CFT legidation and the activities of the supervisors
should meet the criteria under those FATF Recommendations applicable to the insurance
sector”

b. The supervisory authority has adequate powers of supervision, enforcement and sanction in
order to monitor and ensure compliance with AML/CFT requirements. Furthermore, the
supervisory authority has the authority to take the necessary supervisory measures to prevent
criminals or their associates from holding or being the beneficial owner of a significant or
controlling interest or holding a management function in an insurer or an intermediary.

C. The supervisory authority has appropriate authority to co-operate effectively with the domestic
Financia Intelligence Unit (FIU) and domestic enforcement authorities, as well as with other
supervisors both domestic and foreign, for AML/CFT purposes.

d.  The supervisory authority devotes adequate resources - financial, human and technical - to
AML/CFT supervisory activities.

e. The supervisory authority requires insurers and intermediaries, at a minimum those insurers and
intermediaries offering life insurance products or other investment related insurance, to comply
with AML/CFT requirements, which are consistent with the FATF Recommendations
applicable to the insurance sector, including:

® See FATF Recommendations 4-6, 811, 13-1517,21-23, 25 2932 and 40 as well as Special
Recommendations IV, V and the AML /CFT Methodology for a description of the complete set of AML/CFT
measures that are required.
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- performing the necessary customer due diligence (CDD) on customers, beneficia owners
and beneficiaries

- taking enhanced measures with respect to higher risk customers

- maintaining full business and transaction records, including CDD data, for at least 5 years

- monitoring for complex, unusua large transactions, or unusual patterns of transactions, that
have no apparent or visible economic or lawful purpose

- reporting suspicious transactions to the FIU

- developing interna programmes (including training), procedures, controls and audit
functions to combat money laundering and terrorist financing

- ensuring that their foreign branches and subsidiaries observe appropriate AML/CFT
measures consistent with the home jurisdiction requirements.
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Annex 1 - Referenced

Conditionsfor effective supervision

| ICP1 Conditions for effective insurance supervision

Thesupervisory system

ICP2 Supervisory objectives

ICP3 Supervisory authority

ICP4 Supervisory process

ICP5 Supervisory cooperation and information sharing

References:
- Principles No. 2. Principles Applicable to the Supervision of International Insurers and Insurance
Groups and their Cross-Border Business Operations (Approved December 1999)

Principles No. 6. Principles on Minimum Requirements for Supervision of Reinsurers (Approved
October 2002)

Supervisory Standard No. 6. Supervisory Standard on the Exchange of Information (Approved
January 2002)

Supervisory Standard No. 8. Standard on supervision of reinsurers (Approved October 2003)
Guidance Paper No. 2. A Model Memorandum of Understanding (to facilitate the exchange of
information between financia supervisors) (Approved September 1997)

IMF s Code of Good Practices on Transparency in Monetary and Financial Policies: Declaration
of Principles (September 1999 and July 2000)

Thesupervised entity

ICP6 Licensing

ICP7 Suitability of persons

ICP8 Changes in control and portfolio transfers
ICP9 Corporate governance

ICP 10 Internal control

References:

- Principles No. 2. Principles Applicable to the Supervision of Internationa Insurers and Insurance
Groups and their Cross-Border Business Operations (Approved December 1999)
Principles No. 6. Principles on Minimum Requirements for Supervision of Reinsurers (Approved
October 2002)
Supervisory Standard No. 1. Supervisory Standard on Licensing (Approved October 1998)
Supervisory Standard No.3. Supervisory Standard on Derivatives (Approved October 1998)
Supervisory Standard No.4. Supervisory Standard on Asset Management by Insurance
Companies (Approved December 1999)
Supervisory Standard No.7. Supervisory Standard on the Evaluation of the Reinsurance Cover
(Approved January 2002)
Supervisory Standard No. 8. Standard on supervision of reinsurers (Approved October 2003)
Guidance Paper No 1. Guidance on Insurance Regulation and Supervision for Emerging Market
Economies (Approved September 1997)

® Note: papers that are still in draft but whose adoption is anticipated at the October 2003 General Meeting are
listed in bold. Annual updating of this part of the document will be necessary.

IAIS- Insurance core principles Page 47 of 52
Approved in Singapore on 3 October 2003



Guidance Paper No. 2. A Modd Memorandum of Understanding (to facilitate the exchange of
information between financia supervisors) (Approved September 1997)

Guidance Paper No. 3. Guidance Paper for Fit And Proper Principles and their Application
(Approved October 2000)

Guidance Paper No. 7: The Use of actuaries as part of a supervisory model (Approved October

2003)

On-going Supervision

ICP11 Market analysis

ICP 12 Reporting to supervisors and off-site monitoring
ICP 13 On-site ingpection

ICP 14 Preventive and corrective measures

ICP15 Enforcement or sanctions

ICP 16 Winding-up & exit from the market

ICP 17 Group-wide supervision

References:
- Principles No. 6. Principles on Minimum Requirements for Supervision of Reinsurers (Approved
October 2002)
Supervisory Standard No. 2. Supervisory Standard on On-Site Inspections (Approved October
1998)
Supervisory Standard No. 5. Supervisory Standard on Group Coordination (Approved October
2000)
Supervisory Standard No. 7. Supervisory Standard on the Evaluation of the Reinsurance Cover
(Approved January 2002)
Guidance Paper No. 6: Solvency control levels (Approved October 2003)
Joint Forum papers pertaining to:
- coordination
- supervisory information sharing
- capital adequacy
- fit and proper tests
- intra-group transactions and exposures
- risk concentrations

Prudential requirements

ICP 18 Risk assessment and management
ICP 19 Insurance activity

ICP 20 Liabilities

ICP21 Investments

ICP 22 Derivatives and similar commitments

ICP 23 Capita adequacy and solvency

References:
Principles No. 5. Principles on Capital Adequacy and Solvency (Approved January 2002)
Principles No. 6. Principles on Minimum Requirements for Supervision of Reinsurers (Approved
October 2002)
Supervisory Standard No. 3. Supervisory Standard on Derivatives (Approved October 1998)
Supervisory Standard No. 4. Supervisory Standard on Asset Management by Insurance
Companies (Approved December 1999)
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Supervisory Standard No. 7. Supervisory Standard on the Evaluation of the Reinsurance Cover
(Approved January 2002)

Supervisory Standard No. 8. Standard on supervision of reinsurers (Approved October 2003)
Guidance Paper No. 7: The Use of actuaries as part of a supervisory model (Approved October
2003)

Guidance Paper No. 6: Solvency control levels (Approved October 2003)

Guidance Paper No. 8: Stress testing (Approved October 2003)

Discussion Paper Quantifying and Assessing Insurance Liabilities - January 2003

Marketsand consumers

ICP24 Intermediaries
ICP 25 Consumer protection

ICP 26 Information, disclosure & transparency towards the market
ICP 27 Fraud
References:

Principles No. 3. Principles for the Conduct of Insurance Business (Approved December 1999)
Principles No. 4. Principles on the Supervision of Insurance Activities on the Internet (Approved
October 2000)

Guidance Paper No. 4. Guidance Paper on Public Disclosure by Insurers (Approved January
2002)

Anti-money laundering/ Combating the Financing of Terrorism

| ICP 28 Anti-money laundering/ Combating the Financing of Terrorism

References:
Guidance Paper No. 5. Anti-Money Laundering Guidance Notes for Insurance Supervisors and
Insurance Entities (Approved January 2002)
Methodology for Assessing Compliance with Anti-Money Laundering and Combating the
Financing of Terrorism Standards (prepared IMF, World Bank, Financial Action Task Force and
approved by at an FATF plenary meeting October 2002)
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Annex 2 - Assessment methodology

1 This annex sets out factors that should be considered when carrying out an assessment of a
jurisdiction or authority’ s observance of the Insurance core principlesand criteria

2. The IAIS strongly encourages implementation of the framework for effective supervision
described by the Insurance core principles Assessments can facilitate implementation by identifying
the extent and nature of any weaknesses in a jurisdiction’s supervisory framework -- especially those
aspects that could affect policyholder protection and market stability -- as well as recommending
possible remedies.

3. The framework described by the Insurance wre principles is general. Supervisors have
flexibility in adapting it to the domestic context (e.g., depending on the market structure and stage of
development). The explanatory notes and criteria provide more guidance on what is expected in order
to implement each principle. They also facilitate assessments that are comprehensive, precise and
consistent. While the results of the assessments may not always be made public, it is still important for
their credibility that they are conducted in a broadly uniform manner from jurisdiction to jurisdiction.

Scope

4. Assessments against the Insurance core principles can be conducted in a number of contexts

including:

- self assessments performed by insurance supervisors themselves, sometimes with the assistance
of other experts
reviews conducted by third parties and, in particular, those conducted in the context of the IMF
and World Bank Financial Sector Assessment Program (FSAP).

5. Assessments can be limited to the responsibilities of a particular insurance supervisory authority
or relate to the jurisdiction as a whole. Whatever the case, this should be clearly understood by all
parties concerned. FSAP reviews are always done with respect to the jurisdiction as a whole. Where
more than one authority is involved in the supervisory process then the interaction of supervisory roles
should be clearly described in the assessment.

Conduct of independent assessments - assessment by experts

6. The process of assessing each principle requires a judgmental weighing of numerous elements
that only qualified assessors with practical and relevant experience can provide. Normaly an
independent assessment would be conducted by at least one expert. Assessors not familiar with the
insurance sector, while possibly providing a fresh perspective, could come to incorrect or misleading
conclusions due to their lack of sector specific knowledge.

Conduct of independent assessments - access to information

7. When conducting an independent assessment, prior consent from the relevant local authorities is
required so that assessors can have access to a range of information and people. The required
information may include not only published information such as the laws, regulations and
administrative policies but aso non-published information, such as self-assessments, operational
guidelines for insurance supervisors, and the like. The information should be provided as long as it
does not violate confidentiality requirements. The assessor will need to meet with various individuals
and organisations, including the insurance supervisor or supervisors, other domestic supervisory
authorities, any relevant government ministries, insurance companies and insurance industry
associations, actuaries, auditors, and other financial sector participants.
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Assessment categories

Assessment of essential criteria

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

0. For a criterion to be considered observed, it is usually necessary that the authority has the legal
authority to perform its tasks and that it exercises this authority to a satisfactory standard. Where the
supervisory authority sets requirementsit should also ensure that these requirements are implemented.
Having the necessary resources is essentia for the supervisory authority to effectively implement the
requirements. Just to accept the power in the law is insufficient for full observance to be recorded
againg a criterion except where the criterion is specificaly limited in this respect. In the event that the
supervisor has a history of using a practice for which it has no explicit legal authority, the assessment
may be considered as observed if the practiceis clearly substantiated as common and undisputed.

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

11.  Assessments are based solely on the laws, regulations and other supervisory requirements or
practices that are in place at the time. Proposed improvements can be noted in the assessment report by
way of additional comments so as to give credit for efforts that are important but at the time the
assessment is made, have yet to be fuly implemented. Similarly, laws that do not meet with a
satisfactory level of observance in practice cannot be recorded as “observed”. As a result, it is
important to recognise when the assessment is conducted and to record this in the report.

12.  For a criterion to be considered as largely observed, it is necessary that only minor
shortcomings exist which do not raise any concerns about the authority’s ability to achieve full
observance with the criterion. A criterion will be considered partly observed whenever, despite
progress, the shortcomings are sufficient to raise doubts about the authority’s ability to achieve
observance. A criterion will be considered not observed whenever no substantive progress toward
observance has been achieved.

13. A criterion would be considered not applicable whenever:

- the criterion does not apply given the structural, lega and ingtitutional features of a jurisdiction’
an assessment is conducted in the context of the individual supervisory authority and the criterion
is the responsibility of other authorities in the jurisdiction (for example for ICP 1). In this
instance, the relevant authority should be clearly identified in the assessment report.

14.  In the assessment of ICP 1 the assessor may refer to recent assessments or studies on these
matters by public international institutions where available.

7. An example of this situation isif ajurisdiction prohibits the use of derivatives and similar commitments.

In such acase, most, if not al, of the criteriaunder ICP 22 would be noted as not applicable.
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Assessment of advanced criteria

15.  With respect to the advanced criteria set forth in this document, these may or may not be
assessed depending on the objectives and views of those sponsoring the exercise. Even when they are
included, however, the results will not be a factor in coming to an overall view on observance with a
principle. Instead, the assessment of the advanced criteria is recorded in the description and informs
the comments and recommendations as appropriate. For consistency only essentia criteria are taken
into account in the assessment of the overal core principle.

Assessment of principles

16. As noted above, the level of observance for each principle reflects the assessments of the
essential criteria. A principle will be considered observed whenever al the essential criteria are
considered to be observed or when all the essentia criteria are observed except for a number that are
considered not applicable. A principle will be considered to be not applicable when the essential
criteria are considered to be not applicable.

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

18. Whileit is generaly expected that full observance of a principle would be achieved through the
observance of the essentia criteria, there may be instances, where a jurisdiction can demonstrate that
observance with a principle has been achieved through different means. Conversaly, due to specific
conditions in ajurisdiction, meeting the essential criteria may not be sufficient to achieve observance
of the objective of aprinciple. In these cases, additional measures are needed in order for observance
of the particular principle to be considered effective.

Reporting

19. The IAIS does not prescribe the precise format or content of reports that result from an
assessment against the Insurance core principles. It does, however, consider that the report should:
- beinwriting
include both the assessment of observance itself and any additional information referred to in this
section
identify the scope and timing of the assessment
identify the assessors
in the case of an external assessment, refer to the infamation reviewed and meetings conducted,
and note when any of the necessary information was not provided and the impact that this may
have had on the accuracy of the assessment
in the case of an externa assessment, include prioritised recommendations for achieving
improved observance of the Insurance core principles recognising that the assessment should not
be considered as an end in itself.
in the case of an externa assessment, include the formal comments provided by the authoritiesin
response to the assessment.

20. Thequestion of publication of the results of an assessment is a matter for the local authorities.
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