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

Insurance refers to the business of insurers and reinsurers, including

captives
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Revised Insurance Core Principles (ICPs)
present a modern framework for the
supervision of the insurance sector. The focus
and direction of the ICPs (and standards) is
• to promote good risk management,
• corporate governance and
• risk based capital management for insurance
companies.

This session will highlight some of the changes
and trends in risk based supervisory
approaches to address the changes in
international best practices.
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IAIS’ Insurance Core Principles (ICPs)
introduced in 2000 updated 2003 and then in
October 2011
Global standard for prudential regulation and
supervision of insurance companies
Initially comprised of 17 principles for
effective regulation and supervision now 26
ICPs see - www.iaisweb.org



Perceived mis-management
◦ Corporate governance
◦ Risk-management
◦ Risk-based capital



Interconnected, dynamic and volatile
environment
◦ Group-wide supervision
◦ Cross border resolution



Lack of big picture
◦ Macroprudential supervision
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 Renewed

focus on principles
 Proportionality
 Corporate Governance
 Risk Management
 Risk Based Capital
 Group-wide Supervision
 Macroprudential Surveillance
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A globally accepted framework for the
supervision of the insurance sector.
 A hierarchy of supervisory material
1. ICP statements – numbered and presented
in a box with bold font
2. Standards – linked to an ICP statement
3. Guidance material – linked to a particular
ICP statement and/or standard.
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Core

Principle
Standards
Guidance
10

2003 ICP 5 with 10
essential criteria covered:


Information sharing
and confidentiality



Cooperation and
Coordination



Crisis management







2011 ICP 3 - Information
Sharing and Confidentiality
with 12 standards
2011 ICP 25 - Supervisory
Cooperation and
Coordination in with 8
standards and significantly
more guidance
2011 ICP 26 - Cross-border
Cooperation and
Coordination on Crisis
Management with 12
standards
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The ICPs apply to insurance supervision in all
jurisdictions
◦ Appropriate to attain the supervisory objectives
◦ Tailor according to nature, scale and complexity of
individual insurers – Proportionality Principle
◦ Tailor according to risks to insurance sector and
financial system – Risk Based Supervision



ICPs apply to insurance supervision of all
insurers
◦ Certain exceptions for re-insurers & intermediaries
noted.
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ICPs are applied within the jurisdiction by all
authorities in accordance with their respective
responsibility in relation to the supervision of
the insurance sector.
The supervisor must operate in a transparent
and accountable manner.
◦ Consultation on new supervisory policies, rules and
regulations
◦ Timelines and work plans
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The supervisor requires insurers to establish and implement a
corporate governance framework which provides for sound and
prudent management and oversight of the insurer’s business and
adequately recognizes and protects the interests of policyholders.
1. Objectives and strategies of the insurer
2. Allocation of oversight and management responsibilities
3. Structure and governance of board
4. Duties of individual Board members
5. Risk management and internal control systems and functions
6. Remuneration policy and practices
7. Reliable and transparent financial reporting
8. Transparency and communications
9. Duties of Senior Management – day to day management and
reporting
10. Supervisory review – insurer to demonstrate effectiveness
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ICP 16 – Enterprise Risk Management for
Solvency Purposes
◦ The supervisor establishes enterprise risk

management requirements for solvency purposes
that require insurers to address all relevant and
material risks.

◦ 16 standards
◦ Application – The ICP does not directly apply to
non-insurance entities within an insurance group,
but does apply to insurance legal entities and
insurance groups with regard to the risks posed to
them by non-insurance entities.
18
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The ICP focuses on the link between risk
management and management of capital adequacy
and solvency.
Insurers should integrate their ERM framework in
their overall corporate governance framework as
described in ICP 8 – Risk Management and Internal
Controls.
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Documented (ICP 16.2) Risk management policy:
◦ Outlines how all relevant and material categories of risk are

◦

◦

◦
◦

managed and linked to capital– 16.3
Describes the relationship between the insurer’s tolerance
limits, capital requirements and methods for monitoring
risk -16.4
Asset-liability management (ALM) policy which clearly
specifies the nature, role and extent of ALM activities and
their relationship with product development, pricing
functions and investment management. - 16.5
Investment policy – 16.6
Underwriting risk management -16.7
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Establish and maintain a risk tolerance statement
which sets out its overall quantitative and
qualitative risk tolerance levels and defines risk
tolerance limits which take into account all relevant
and material categories of risk and the
relationships between them.
Make use of its risk tolerance levels in its business
strategy.
Embed its defined risk tolerance limits in its dayto-day operations via its risk management policies
and procedures.
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Insurer to perform its own risk and solvency
assessment (ORSA) regularly to assess the
adequacy of its risk management and current, and
likely future, solvency position.
Board and Senior Management to be responsible
for the ORSA.
ORSA to encompass all reasonably foreseeable and
relevant material risks including, as a minimum,
underwriting, credit, market, operational and
liquidity risks and additional risks arising due to
membership of a group.
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The supervisor establishes capital adequacy
requirements for solvency purposes so that
insurers can absorb significant unforeseen
losses and to provide for degrees of
supervisory intervention.
◦ 18 standards
◦ Application – The ICP does not directly apply to
non-insurance entities within an insurance group,
but does apply to insurance legal entities and
insurance groups with regard to the risks posed to
them by non-insurance entities.
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Capital adequacy in context of a total balance sheet approach
Establishing regulatory capital requirements
Structure of regulatory capital requirements
◦ Solvency Control Levels
◦ Triggers for Supervisory Intervention in the Context of Legal Entity and
Group-wide Capital Adequacy Assessment
◦ Approaches for Determining Regulatory Capital Requirements








Variation of regulatory capital requirements
Identification of capital resources potentially available for
solvency purposes
Criteria for the assessment of the quality of suitability of
capital resources
Provisions on the use of an internal models
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The supervisor requires that a total balance sheet
approach is used in the assessment of solvency to
recognize the interdependence between assets,
liabilities, regulatory capital requirements and
capital resources and to require that risks are
appropriately recognized.
◦ Total balance sheet approach is an overall concept rather
than implying use of a particular methodology.
◦ Group level focus, legal entity focus and hybrid focus
◦ Group level focus – Consolidated versus aggregation
methods
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The supervisor establishes regulatory capital
requirements at a sufficient level so that, in
adversity, an insurer’s obligations to
policyholders will continue to be met as they
fall due and requires that insurers maintain
capital resources to meet the regulatory
capital requirements.
◦ In the context of its ORSA - going concern
perspective but also a run-off and/or winding-up
perspective (where applicable)
◦ Insurance group capital requirements for the group
as a whole in addition to legal entity focus (solo)
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Solvency control levels 17.3

The regulatory capital requirements include
solvency control levels which trigger different
degrees of intervention by the supervisor with
an appropriate degree of urgency and
requires coherence between the solvency
control levels established and the associated
corrective action that may be at the disposal
of the insurer and/or the supervisor.
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Regulatory capital requirements as triggers for supervisory
intervention


In the context of insurance legal entity capital adequacy
assessment, the regulatory capital requirements establish:
◦ a solvency control level above which the supervisor does not
intervene on capital adequacy grounds. This is referred to as the
Prescribed Capital Requirement (PCR). The PCR is defined such
that assets will exceed technical provisions and other liabilities
with a specified level of safety over a defined time horizon.
◦
◦ a solvency control level at which, if breached, the supervisor
would invoke its strongest actions, in the absence of
appropriate corrective action by the insurance legal entity. This is
referred to as the Minimum Capital Requirement (MCR). The MCR
is subject to a minimum bound below which no insurer is
regarded to be viable to operate effectively.
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Figure 17.2: Solvency control levels and regulatory capital
requirements
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Supervision of total group
◦ All ICPs and standards apply to groups unless
otherwise specified (see para 13 of introduction to
ICPs)



Supervision of insurance group should
include:
◦
◦
◦
◦

Holding company
Other regulated entities
Non-regulated entities
Special purpose entities
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Group-wide Supervisory and Regulatory Requirements

Extension of Legal
Group-wide supervision
Entity
Environment
Requirements
Group-wide
Governance

Group-wide
Solvency

Group-wide
Market
Conduct

Crossborder
cooperation

Legal Entity
and groupwide

Financial
Conglomer
-tes

Nonregulated
Entities
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Risk Based Supervision
Corporate Governance
Enterprise wide risk management
Risk Based Capital
Disclosure and Accountability
Cross-border Cooperation
Group-wide risk management & supervision
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Stress Testing is a tool for assessing risk
management
 Risk assessment and measurement
 Ascertaining whether tolerance limits remain
acceptable
 Assessing systemic impacts on industry
 Capital Adequacy and solvency assessments

Thank you!
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