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Mr. Yoshihiro Kawai  
Secretary General 
International Association of Insurance Supervisors 
c/o Bank for International Settlements 
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Switzerland 
 
Dear Mr. Kawai, 
 
Re: IAA comments on the IAIS draft Cornerstones Paper 
 
In response to the request for comments on the February 11, 2005 IAIS draft Cornerstones Paper 
(Towards a common structure and common standards for the assessment of insurer solvency – 
Cornerstones for the formulation of regulatory financial requirements), I am pleased to transmit 
on behalf of the International Actuarial Association (IAA) our comments and recommendations. 
 
These comments have been prepared by a subcommittee of the Insurance Regulation Committee 
of the IAA.  If, upon reading these comments, you identify any points that you would wish to 
pursue, please do not hesitate to contact the chairperson of the Solvency Subcommittee, Stuart 
Wason, or any of the other members of the subcommittee.  The IAA will be pleased to develop 
these ideas further with you. 

 
Yours sincerely, 
 
 
 
Yves Guérard 
Secretary General 
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A Commentary on the 
CORNERSTONES FOR THE FORMULATION OF REGULATORY FINANCIAL REQUIREMENTS 

Released by the International Association of Insurance Supervisors:  February 2005 
 

 
International Actuarial Association 
The International Actuarial Association (the “IAA”) represents the international actuarial 
profession.  Our fifty Full Member actuarial associations represent more than 95% of all 
actuaries practicing around the world.  The Full Member associations of the IAA are listed in an 
Appendix to this statement.  The IAA promotes high standards of actuarial professionalism 
across the globe and serves as the voice of the actuarial profession when dealing with other 
international bodies on matters falling within or likely to have an impact on the areas of expertise 
of actuaries.  The IAA appreciates the opportunity to provide comments on this IAIS document. 
 
Due Process 
These comments have been prepared by the Solvency Subcommittee of the Insurance Regulation 
Committee, the members of which are listed below by name and association.  The response has 
been circulated to the Insurance Regulation Committee for additional input.  It has also been 
subject to the due process required for it to constitute a formal view of the IAA, and will be 
posted to the IAA’s official web site. 
 
Members of the IAA Solvency Subcommittee 
Stuart Wason      Chairperson  
Rolf Stölting      Vice-Chairperson  
H.W.M. Van Broekhoven     Vice-Chairperson  
Allan Brender Canadian Institute of Actuaries
Tenny Siu Pong Chong    Actuarial Society of Hong Kong
Anthony Coleman    Institute of Actuaries of Australia
John Norman Darvell    Faculty of Actuaries
R Kannan    Actuarial Society of India
Toshihiro Kawano   Institute of Actuaries of Japan
Philipp Keller    Association Suisse des Actuaires
Christoph Krischanitz    Aktuarvereinigung Österreichs (AVÖ)
Glenn Meyers    Casualty Actuarial Society
Teus J. Mourik Het Actuarieel Genootschap
Harry H Panjer    Society of Actuaries
Manuel Peraita Huerta    Instituto de Actuarios Españoles
Frank Rasmussen    Den Danske Aktuarforening
Maria Jesus Romero Santo-Tomas Col.legi d'Actuaris de Catalunya  
Norma Alicia Rosas    Colegio Nacional de Actuarios A.C.
Richard Roth    Conference of Consulting Actuaries
Arne Sandström    Svenska Aktuarieföreningen
Nino Savelli    Istituto Italiano degli Attuari
Tim Sheldon Institute of Actuaries
Johanna Elizabeth Van Heerden    Actuarial Society of South Africa



  

Members of the IAA Solvency Subcommittee (cont.)  
Therese Vaughan   American Academy of Actuaries
Eret Võsa    Eesti Aktuaaride Liit
Roberto Westenberger    Instituto Brasileiro de Atuária (IBA)
 
Special Contributors  
Felix Arias Bergada   
Hans-Peter Boller  
Kris D DeFrain  
Dave Finnis 
Donald M Gambardella 
Helen Martin 
Hans Waszink 
Robert F Wolf 
 
IAA Comments 
The Solvency Subcommittee of the International Actuarial Association has reviewed the 
February 11, 2005 draft of the captioned paper and offers the following comments.         
 
General remarks 
The IAA appreciates the opportunity to respond to this paper at a draft stage.  We also appreciate 
that the IAA has been mentioned in paragraph 9 as one of the organisations whose developments 
the IAIS has noted.  
 
The IAA remains very supportive of the overall approach taken in the paper for the rationale and 
contents of a framework for insurance supervision.  The IAA was pleased to offer its supportive 
comments on an earlier (October 2004) IAIS consultation paper titled, “A new framework for 
insurance supervision, towards a common structure and common standards for the assessment of 
insurer solvency.”   
 
The IAA agrees that the development of a common structure and common standards for the 
assessment of insurer solvency (such as that pictured in Figure 1 in paragraph 5) as well as the 
development of broadly accepted cornerstones will lead to significantly greater transparency, 
consistency and precision in the assessment of insurer solvency both within and across 
jurisdictions.  We welcome the gradual approach proposed in paragraph 4.  The proposed 
framework takes a comprehensive view while still maintaining compatibility with supervision in 
other financial sectors and thus facilitating communication across sectors.  The development of 
an international IAIS solvency framework is very important in reinforcing and supporting 
supervisory best practices for the benefit of all.  
 
The following are our detailed comments.  These comments are intended to be constructive in 
nature and intended for future consideration by the IAIS in this important area of work. 
 
Paragraphs 12-14 
The IAA is very supportive that the common structure and standards for solvency assessment be 
princples-based. 
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The IAA is in full agreement with the IAIS that risk management is integral to the operation of 
insurance.  Sound risk management is consonant with good governance.  We believe that sound 
risk management is in the best interest of most insurance company stakeholders.  Nevertheless, 
we recognize there can be a tendency for some companies to view the satisfaction of supervisory 
requirements (especially as they might relate to solvency assessment) as representing 
compliance.  The IAA would be pleased to work with the IAIS to ensure that risk management is 
viewed as a fundamental element of running a business, and not simply a compliance exercise. 
 
Paragraphs 20-24 
We note that these paragraphs indicate that solvency assessment requires a broader view of an 
insurer than can be provided solely by financial analysis.  The IAA agrees with this and is 
supportive of the examples shown in paragraphs 21-24.  However, we note that much of the 
discussion of risk management in paragraphs 22-23 might be better positioned after paragraph 
14.   
 
Paragraph 25 
The IAA is most supportive of the development of clearly articulated cornerstones and we 
believe that they will be most helpful in defining and narrowing the range of accepted practice. 
 
The bullet for Cornerstone I points out the need to consider not only an insurer’s current 
financial position but also its future financial condition.  We note that some jurisdictions have 
successfully required the use of a future financial condition report as a tool for reporting to the 
insurer’s board on the impact of various adverse scenarios on the future financial strength of the 
insurer.  Typically such reports are also available to the supervisor and are strictly confidential.  
Such a tool can be most useful in illuminating an insurer’s risks and the manner in which they 
are managed.  It also affords the supervisor and insurer an additional opportunity to assess 
solvency.  We suggest that paragraph 26 be enhanced to make this point. 
 
The bullet for Cornerstone II could be improved to say, “Cornerstone II outlines the need for a 
solvency regime to be sensitive to the main risks faced by an insurer and their possible impact 
while recognizing the way in which they are managed and mitigated.”  
 
To avoid confusion, we suggest that the word “insurance” be inserted in the 5th bullet 
(Cornerstone V) between the last two words of that bullet (i.e. “other insurance liabilities”). 
 
The IAA believes that a “total balance sheet” approach to solvency assessment (such as that 
described in the 2004 IAA report entitled A Global Framework for Insurer Solvency Assessment) 
has considerable merit.  This important concept appears to be covered by paragraph 18 but is not 
directly included within the current Cornerstones (although Cornerstone I may come the closest 
to doing so).  We suggest an additional Cornerstone be crafted to state that the solvency regime 
must provide a high degree of assurance that the assets will be adequate to provide for the 
obligations of the insurer. 

4 



 
Paragraph 26  
While the IAA recognizes the need to keep the description of each Cornerstone relatively 
general, we suggest the fourth sentence be replaced and made more specific.  For example, it 
might be replaced by, “The solvency regime should impose requirements for companies to be 
resilient in the short term with a very high degree of confidence to near term shocks as well as to 
longer deterioration of experience.”  To reflect future financial condition analysis, another 
sentence might say, “The solvency regime should encourage companies to demonstrate their 
ability to withstand adversity through examination of their future financial condition over a 
period of a few years.” 
 
We suggest that the last sentence in paragraph 26 needs some clarification since it is not clear in 
what direction “have due regard to possible pro-cyclical … risks” is intended to point.  For 
instance, in the UK a fall in the prices of equities leads insurers who have issued with-profits 
policies to sell equities (and buy bonds) which in turn leads to further downward pressure on the 
prices of equities, and so on.  In these circumstances a supervisor may want to do either or both 
of the following:  (a) design the solvency regime to require even greater strength of insurers in 
case there is a self-feeding fall in equity prices, or (b) design the solvency regime so that it 
minimizes the self-feeding effect.  The effect of (a) tends to be to make the regime more 
demanding, while that of (b) tends to be a carefully selected relaxation of the regime.  We 
suggest saying:  “Where possible, the regime should also avoid creating new pro-cyclical risks or 
magnifying existing ones.” 
 
Paragraph 27 
In line with part of the IAA’s comments on Paragraph 25, we believe that the wording of 
Cornerstone II should be changed by replacing the opening sentence with:  “The solvency regime 
should be sensitive to the risks faced by an insurer and their possible impact while recognizing 
the way in which they are managed and mitigated by an insurer.”  The existing first sentence (i.e. 
“The insurer is faced…”) would no longer be needed. 
 
Within the descriptive paragraph, the IAA believes it important to add a third sentence with the 
words “Embedded options, guarantees, risk management and risk mitigation (e.g. reinsurance)  
should be explicitly valued.” 
 
Paragraph 28 
We suggest that the wording of Cornerstone III is not clear.  The IAA believes the focus should 
be placed on the assessment of risks at the aggregate level for an insurer.  We therefore suggest 
that the Cornerstone be reworded as:  “The solvency regime is explicit on how, for the 
combination of risks faced by an insurer, the requirements for prudence are reflected.  In some 
instances, a regime may also want to specify the degree of prudence for individual risks.”   
 
The IAA notes that the distinction between Cornerstone III and Cornerstone VIII may be 
obscured by some of the text associated with Cornerstone III (i.e. the text with both Cornerstones 
appears to refer to the pros and cons of advanced versus standardized models).  We suggest that 
the text with Cornerstone III focuses on the need for the solvency regime to be explicit about 
each risk, how it is dealt with in the solvency regime and the overall level of prudence expected.  
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Cornerstone VIII could then focus on the variety of approaches, both advanced and standardized, 
that can be used in a solvency regime.  Without such a change, the text with Cornerstone III is 
not as supportive as it should be of Cornerstone III’s requirement that prudence be reflected in 
the combination of risks faced by an insurer. 
 
Paragraph 29 
The IAA believes that two types of consistency requirements should be mentioned, namely a) 
consistency between the way assets and liabilities are valued and b) consistency with generally 
available information.  We are concerned that while we believe a) to be at least as important as 
b), only b) is addressed in Cornerstone IV.  Further, the first paragraph of that Cornerstone’s 
associated text should also contain a direct reference to a). 
 
We do not believe that it is necessarily appropriate for “generally available information” to be 
used “as far as possible” in deriving the valuation.  The IAA suggests that “generally available 
information” (lines 2-3) should be used only where it is appropriate.  Insurer data should also be 
considered to the extent it is credible and appropriate.  We offer the same comment with respect 
to similar words used later in the paragraph on line 9 and 10.  Sometimes an insurer’s own data 
will differ from that of insurers in general (in the same country) for reasons (such as its customer 
base) that are likely to remain applicable for a long time.  We suggest that “as far as possible” be 
replaced by “as far as appropriate”. 
 
We also suggest an improvement in the use of the word “equal” in the third last sentence of the 
first paragraph.  We presume the reference in this sentence is to the same assumptions being used 
by different insurers, rather than equal over time or equal for different types of risk.  We suggest 
that the words “used in the valuation methods” are replaced by “used by different insurers in 
their valuation methods”.  The words “where appropriate” would still be there, to cover the point 
that prudence does not always point in the same direction for different insurers. 
 
It might also be appropriate to suggest greater clarity for the words “mismatch risk” at the end of 
the first paragraph.  Perhaps “asset/liability” might be placed before “mismatch risk.” 
 
Paragraph 30 
As mentioned in our comments with respect to Paragraph 25, the IAA concurs that an important 
cornerstone of any solvency regime is the adequate determination of the technical provisions.  
The IAA understands that the term “technical provisions” has a long-standing history within the 
insurance industry and we are not surprised to see reference to them in Cornerstone V.   
 
However, the IAA believes that the continued use of this term in Cornerstone V (and more 
generally in other areas of the paper) is confusing and should be carefully reviewed.  For 
example, the term is defined in lines 3-4 of the text associated with this Cornerstone in relation to 
the term “balance sheet.”  However, it is not clear whether balance sheet refers to a GAAP, 
statutory or tax statement.  The bases for valuing the assets and liabilities in the balance sheet are 
also not defined.  It is also possible for there to be confusion as to whether “technical provisions” 
include the value of all embedded options and guarantees.  As a result of these very significant 
differences in the relative strength of “technical provisions” from one jurisdiction to another, the 
IAA recommends that the future use of the term “technical provisions” be reconsidered and that 
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an alternate approach, based on economic principles, such as the “total balance sheet” approach 
to solvency assessment has considerable merit and should be considered as the preferred 
approach for achieving this additional Cornerstone. 
 
Paragraph 31 
The IAA is very supportive of the spirit of Cornerstone VI that we need to start from some sort 
of best estimate valuation.  This is an active topic of interest to the IAA and we would be pleased 
to discuss it further with you. 
 
Unfortunately, the words used with this Cornerstone will be confusing and perhaps have 
different meanings for different readers.  Some of these words would include:  “expected cost (in 
the statistical sense)”, “estimation on a realistic basis” and making “full use of the information on 
the financial markets to determine appropriate discount rates”.  Each of these expressions could 
lead to different numerical results.  There may not yet be any international consensus on what is 
meant by best estimate. 
 
The IAA believes that the sentence containing the specific reference to risk-free discount rate 
should be deleted from Cornerstone VI.  The use of such rates is one possible means to an end 
(the end here being a best-estimate valuation) but it is not an end in itself.  We note that there is 
still ongoing debate as to the relative merits in some situations of real-world” (with consistent 
deflators) and “risk-neutral” assumptions used in stochastic models.  We are concerned that some 
readers might infer that the second sentence of Cornerstone VI and the less explicit references to 
discount rate in the first paragraph of the associated text were intended to make a conclusive 
determination of the “proper” approach to use. 
 
However, if in spite of our comments, the second sentence were to remain, the IAA recommends 
that Cornerstone VI make reference to the wider term, “risk free yields available”, rather than to 
the narrower term, “risk free interest rates.”  We note also that the second sentence of 
Cornerstone VI incorrectly suggests in its opening words (i.e. “the discount rate”) that future 
liability obligations should be discounted using a sole interest rate (i.e. one number such as 5%).  
Perhaps the first sentence can be extended (and the second sentence eliminated) with the words 
“… determined by reference to the risk free yields available on the financial markets.” 
 
Paragraph 33 
We suggest that in the second last line, the words “at regular intervals” be added after 
“evaluated” and before “in the overall legal”. 
  
Paragraphs 37-38 
The IAA welcomes the opportunity to work more closely with the IAIS on the initiatives stated 
in these paragraphs (and on any others, if desired) in any manner that makes sense.  We suggest 
the continued (or expanded) use of observers on each others’ committees, participation in 
possible joint working groups and/or participation on panels at each others’ conferences.   
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Appendix

Full Member Associations of the IAA 
Consejo Profesional de Ciencias Económicas de la Ciudad Autónoma de Buenos Aires (Argentina) 
Institute of Actuaries of Australia  (Australia) 
Aktuarvereinigung Österreichs (AVÖ)  (Austria) 
Association Royale des Actuaires Belges  (Belgique) 
Instituto Brasileiro de Atuária (IBA)  (Brazil) 
Canadian Institute of Actuaries/Institut Canadien des Actuaires  (Canada) 
Cyprus Association of Actuaries  (Cyprus) 
Ceská Spolecnost Aktuárù  (Czech Republic) 
Den Danske Aktuarforening  (Denmark) 
Egyptian Society of Actuaries  (Egypt) 
Eesti Aktuaaride Liit  (Estonia) 
Suomen Aktuaariyhdistys  (Finland) 
Institut des Actuaires  (France) 
Deutsche Aktuarvereinigung e. V. (DAV)  (Germany) 
Hellenic Actuarial Society  (Greece) 
Actuarial Society of Hong Kong  (Hong Kong) 
Magyar Aktuárius Társaság  (Hungary) 
Félag Islenskra Tryggingastærðfræðinga  (Iceland) 
Actuarial Society of India  (India) 
Society of Actuaries in Ireland  (Ireland) 
Israel Association of Actuaries  (Israel) 
Istituto Italiano degli Attuari  (Italy) 
Institute of Actuaries of Japan  (Japan) 
Japanese Society of Certified Pension Actuaries  (Japan) 
Latvijas Aktuaru Asociacija  (Latvia) 
Lebanese Association of Actuaries  (Lebanon) 
Persatuan Aktuari Malaysia  (Malaysia) 
Colegio Nacional de Actuarios A. C.  (Mexico) 
Het Actuarieel Genootschap  (Netherlands) 
New Zealand Society of Actuaries  (New Zealand) 
Den Norske Aktuarforening  (Norway) 
Actuarial Society of the Philippines  (Philippines) 
Polskie Stowarzyszenie Aktuariuszy  (Poland) 
Instituto dos Actuários Portugueses  (Portugal) 
Academia de Actuarios de Puerto Rico  (Puerto Rico) 
Singapore Actuarial Society  (Singapore) 
Slovensko Aktuarsko Drustvo  (Slovenia) 
Actuarial Society of South Africa  (South Africa) 
Col.legi d'Actuaris de Catalunya  (Spain) 
Instituto de Actuarios Españoles  (Spain) 
Svenska Aktuarieföreningen  (Sweden) 
Association Suisse des Actuaires  (Switzerland) 
Actuarial Institute of the Republic of China  (Taiwan) 
Faculty of Actuaries  (United Kingdom) 
Institute of Actuaries  (United Kingdom) 
American Academy of Actuaries  (United States) 
American Society of Pension Professionals and Actuaries  (United States) 
Casualty Actuarial Society  (United States) 
Conference of Consulting Actuaries  (United States) 
Society of Actuaries  (United States) 
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