
Final – November 17, 2006 
 

MINUTES OF THE JOINT MEETING OF  
THE INSURANCE ACCOUNTING COMMITTEE,  

INSURANCE REGULATION COMMITTEE AND SOLVENCY SUBCOMMITTEE 
Friday, May 26, 2006 – Paris, France 

 
 
 
Attendees 
Felix Arias Bergadà (Spain-Col.legi), Ralph Blanchard (U.S.), Allan Brender (Canada), Guy 
Castagnoli (Switzerland), Andrew Chamberlain (U.K.), Mo Chambers (Canada), Estella Chiu 
(Chair - China Subcommittee), Michael Codron (South Africa), John Darvell (U.K.), Maria de 
Nazaré R. E. Barroso (Portugal), Peter Diethelm (Switzerland), Rianto Djojosugito (Indonesia), 
Stefan Engeländer (Germany), Rob Esson (IAIS), Joubert Ferreira (South Africa), Jiri Fialka, 
(Czech Republic), Rainer Fürhaupter, (Germany), Jeremy Goford (U.K.), Dave Hartman (U.S.), 
Pat Healy (Ireland), Norbert Heinen (Germany), William Hines (U.S.), Stephen Humphreys 
(Canada), Hiroyuki Iijima (Japan), Burton D. Jay (U.S.), Alan Joynes (U.K.), Tom Karp 
(Australia), Toshihiro Kawano (Japan) Liyaquat Khan (India), Ad Kok (Netherlands), Armand 
Kplé (Côte d'Ivoire), Kurt Lambrechts (Belgium), Barbara Lautzenheiser (U.S.), Mustapha 
Lebbar (Morocco), Steven Lehmann (U.S.), Chris Lewis (Australia), Shu-Yen Liu (U.S.), Mike 
Lombardi (Canada), Helge-Ivar Magnussen (Norway), Klaus Mattar (Germany), Paul 
McCrossan (Vice-Chair - Insurance Accounting), Glenn Meyers (U.S.), Jim Milholland (U.S.), 
Mukesh Mittal (U.K.), Eberhard Müller (Germany), Tomio Murata (Japan), Thomas Myers 
(U.S.), Naoya Ogawa (Japan), Alexander Omanadze (Association of Actuaries and Financial 
Analysts), Markku Paakkanen (Finland), David Paul (U.K.), Thierry Poincelin (France), John 
Poole (India), Tatjana Racic-Zlibar (Croatia), Jukka Rantala (Chair - Insurance Regulation), 
Frank Rasmussen (Denmark), Edward L Robbins (U.S.), Richard Roth (U.S.), Helen Rowell 
(Chair – Professionalism), Fred Rowley (Australia), Francis Ruygt (Vice-Chair - Insurance 
Accounting), Dave Sandberg (Vice-Chair - Insurance Regulation), Arne Sandström (Sweden), 
Masaaki Shigehara (Japan), Kenneth Shih (Taipei), John Laurence Smith (New Zealand), Rolf 
Stölting (Vice-Chair - Solvency Subcommittee), Shigeru Taguchi (Japan), Alkis Tsimaratos 
(France), Simon Van Vuure (Netherlands), Henk Van Broekhoven (Vice-Chair - Solvency 
Subcommittee), Charles Vincensini (France), Tuomo Virolainen (Sweden), Derek Wright 
(U.K.), Eng Kim Yeoh, (Canada), Hideyuki Yoshida (Japan), Cynthia Ziegler (U.S.)  
 
 
Agenda 

1. Introductions and Review of Agenda 
2. Approval of minutes from last Joint Meeting in Rio (November, 2005) 
3. Report of the Risk Margin Working Party 
4. The use of internal models 
5. The role and relationship between actuaries, auditors and regulators 

 
Introduction of Joint Meeting 
An overview of the joint meeting was given by Francis Ruygt, Vice-Chair of Insurance 
Accounting Committee.  The attendees introduced themselves. 
 

 



 

The minutes of the prior joint meeting (in Rio De Janeiro, November 17, 2005) were approved 
without change. 
 
Report of the activities of the ad hoc Risk Margin Working Group 
Henk van Broekhoven, Co-Chair of the working group, gave an overview of the group’s 
activities.   

• The group has held several face to face meetings, including two during the IAA meetings 
in Paris, as well as several conference calls.   

• The working group gave input to the IAIS in drafting their Second Liabilities paper, 
particularly the preliminary research into current estimates and risk margins. 

• The working group reviewed draft IAA comments to the IAIS on the second liabilities 
paper. 

 
Paul McCrossan, Co-Chair of the working group, introduced the research of the group to date.   

• The working group is developing research on three life insurance policies, three general 
insurance policies, and additional work on asbestos liabilities, a liability for which there 
is no market, a “toxic” liability.   

• The research develops examples of the use of current estimates and risk margins for these 
products or, in the case of the asbestos liability, identifies issues that arise when no 
market exists for the liability. 

• The goal is to develop a first draft of the paper one month from now based on the results 
to date, and a second paper when the research is more complete.  The group expects the 
first draft to create new questions resulting in somewhat of an iterative process. 

 
Henk van Broekhoven led the research on two products:  term insurance and single life annuity.  
He presented an overview of his research to date concentrating on the development of risk 
margins. 
 
Allan Kaufman presented the results of studies on Casualty projects 

• In response to IAA/ACLI work, the US Casualty Actuarial Society put out an Request for 
Proposal (RFP).  Went with 2 firms rather than one.  Required use of actual data, not 
theoretical. 

• Both chose to use cost of capital methods 
• Produced reports using own approaches using same data sources. 
• Calibrated in different ways but same general methods 
• Results were not that close for some products 

Products studied 
• Short tail line – motor liability 
• Worker Comp – long tail, but stable 
• Medical malpractice liability 

 
General Conclusion – even with current state of art – two knowledgeable firms that use similar 
methods and same data produced materially different results (perhaps not reliable).  Calibration 
or professional guidance is needed for comparability. 
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Claims run-off of asbestos liability – discussed theoretically not with real examples.   
 
Two reports: 

1. Letter to IAIS last Friday – enable IAIS to make submission to IASB; suggestions on 
common liability base 

2. Provide advice to solvency committee of IAIS around current estimates and risk margins 
 
Jukka thanked Henk and Paul for the good work of the Risk Margin Working Party. 
 
Use of Internal Models 
Rolf Stölting introduced subject.  Allan Brender discussed progress to date: 

• Moving towards entity specific models (for large sophisticated well diversified 
companies) 

• In Canada, added modeling to test impact of other issues, e.g., lapses, Segregated Fund 
guarantees. 

• Coming into United States in 2005 in NAIC Risk-Based Capital C-3 Phase II. 
• Internal models are being used in several places, anticipated in many places.   

o Basel II contemplates it.   
o IAIS view of the future contemplates it.   
o CRO Forum thinking of standards for such models. 

• Canada – embarking on project – to add advanced company specific model based 
required capital. 

• Financial Services Authority (FSA, United Kingdom) – Individual Capital Assessment.  
Every company must make its own capital assessments.  The FSA is working to review 
these, working through the industry, and giving feedback.  Telling them whether the 
company needs to hold more capital or not. 

o There are guidelines from the FSA, and Standards from the actuarial profession 
for life insurance only.  

o This is a step along the way toward a Basel II type model. 
• IAIS asked IAA for help; Solvency Subcommittee looking to develop an international 

actuarial standard of practice on internal models.  They are developing a template and the 
target completion date is the November meeting in Edinburgh. 
Subjects in papers include: 

1. IAA – responsibility in terms of knowledge of the model (software purchased 
from a vendor).  Could be based on United States Standard 38 on use of outside 
experts. 
Use of vendor systems may be good as it may be better tested. 

2. Quality of data – Banks are spending large amounts of money to properly track 
the data needed for their models.  Insurance industry may need to do something 
similar.  Example: mortality study 

3. Requirement documents relating to Approval of models (by regulators) – ability 
of regulators to know models,  and manage the approval process.  

 
• Risk management is the first line of defense – prevent trouble from happening 
• Capital is the second line of defense – pay for trouble when it happens 
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• Solvency II 
o Internal models will be recognized.  Uncertain how this will be done. 
o Allowing use of internal models is predicated on the idea that it fosters better risk 

management within the company. 
o Trade-off is lower capital than standard formula. 

 
Role of Actuaries, auditors and regulators 
Jukka Rantala provided some background: 

• An IAA document on the role of the actuary in prudential supervision was issued in 2001 
– it may be partly outdated 

• Legislation may define some roles for actuary and auditor separately, but not how they 
should interact. 

• In the United States – a new review of actuarial profession is being undertaken 
• Morris review 
• IAIS document – Use of actuary as part of supervision (2002) – may be updated soon 
• International Accounting and Attestations Standards Board (under the umbrella of the 

International Federation of Accountants) – standard on use of experts 
• Professional issues – in non-financial reporting, auditing roles, e.g., banking industry 

 
The issues cut across many IAA committees.  To address them, the IAA is starting a new 
working group to investigate the roles of actuaries especially regarding supervisors, accountants, 
auditors. 

• Ad Kok will chair working group.   
• Three persons from Insurance Regulation 
• Additional members from Insurance Accounting, Professionalism, Pension & Employee 

Benefits committees 
• Goal is paper by next IAA meeting. 

 
Ad Kok described the work at the Groupe Consultatif: 
Committee of European Insurance and Occupational Pensions Supervisors (CEIOPS) – defined 
what is required for actuarial work – just needs to be competent, not necessarily an actuary.  
There is conflicting information in supervisory documents.  Actuarial does not mean it is solely 
in the actuarial realm.   
 
What does the supervisor think of an actuary – is it a person, a role? 
 
Observations: 

• Inconsistent approach to actuarial function 
• Position of actuary unclear 
• Actuarial undefined 
• Inconsistent use of responsible appointed advising actuary 
• Traditional approach to actuarial function 

 
Groupe Consultatif developing: 
Stage 1 – What should be framework 
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Stage 2 – Who should be qualified to do it – skills and competencies – from syllabus 
Stage 3 – Blueprint of what to produce – Financial Condition Report 
 
IAASB 
Jim Milholland discussed the IAASB project on the use of experts (including actuaries):  

• Clarifying that auditors can not rely on internal experts, must review work and give own 
opinion 

• Put use of expert in context of a risk approach to audit (risk to financial statements) 
• Auditor needs to decide what type of assistance is needed in review – if part of audit team 

(internal) then must adhere to all audit requirements; if external then auditor must satisfy 
himself as to scope and objectivity of outside expert. 

Expect finalization of standard later this year or early next year.  Jim will check to see if he can 
distribute a draft of standard to the IAA committees. 
 
Rob Esson 
Expressed his thanks to the IAA for work in assisting the IAIS under tight time deadlines. 
 
It was noted that microphones are needed for presenters as participants can not hear. 
 
 
Respectfully submitted 
 
William Hines 
Member, Insurance Accounting Committee 
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