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December 20, 2004      
 
 
 
Mr. Yoshihiro Kawai  
Secretary General 
International Association of Insurance Supervisors 
c/o Bank for International Settlements 
CH-4002 Basel 
Switzerland 
(Email:  iais@bis.org) 
 
Dear Mr. Kawai, 
 
Re: IAA comments on the new IAIS Framework for Insurance Supervision 
 
In response to the request for comments on the new IAIS Framework for Insurance Supervision, 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 
NEW IAIS FRAMEWORK FOR INSURANCE SUPERVISION 

Released by the International Association of Insurance Supervisors:  October 2004 
 

 
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  
Anthony Bice    Institute of Actuaries
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
Angie Felipe Checa    Col.legi d'Actuaris de Catalunya 
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
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
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 October 
2004 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 is very supportive of the overall approach taken in the paper.  In particular, the IAA 
agrees that the clear articulation of the three “blocks” of issues and the commitment to 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.  The proposed framework takes a broader view than the Basel II framework (for 
banking supervision) while still maintaining compatibility with supervision in other financial 
sectors and thus facilitating communication across sectors. 
 
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. 
 
Paragraph 6, fifth bullet point 
“Regulatory arbitrage” is identified in the fifth bullet point in paragraph 6 (and perhaps also in 
paragraph 9 to some extent).  It may be worth pointing out that when insurers and other financial 
institutions offer similar products, a frequent objective is that the capital requirements associated 
with these products should be similar irrespective of the nature of the institution issuing the 
product.  This is especially important for financial conglomerates that include insurance 
companies.  However, there are a number of reasons why the capital requirements may differ. 
 
By necessity, any regulatory capital system is an approximation of the ideal capital levels.  Given 
current tools and approaches, we cannot be perfectly precise in capital requirements.  Thus, by 
necessity, any regulatory capital system will introduce certain errors in the amount of capital 
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required.  These will be both type I and type II errors (i.e., some firms will be required to hold 
too much capital relative to the economic optimum, and some firms will be required to hold too 
little).  One of the objectives in the design of a regulatory capital system should be to minimize 
the economic costs of these errors, and the final solution will be a function of the population over 
which you are minimizing the errors.  To the extent there are other differences between banking 
and insurance, the optimum solution may not be the same for both.   
 
Due to correlation between the risks in different products, the aggregation of risks within a line 
of business and across companies may result in different levels of risk for “identical” contracts 
issued by different institutions.  For example, an insurer may combine the sale of pure life 
insurance products with life annuities to reduce the risks related to mortality even where these 
products were sold to different groups of people (though possibly reduce them to a lesser extent, 
if for example the groups have different age profiles).  Hence, the theoretical capital needs for an 
annuity product can be different in an entity selling only annuities compared with an entity also 
selling life insurance products. 
 
Another reason for the optimal capital requirements to differ between banking and insurance 
relates to the extent that there are differences in approach to the determination of asset and/or 
liability values for similar risks between the two types of financial institutions.  Differing levels 
of conservatism in the assets or liabilities between the two institutions will require different 
capital requirements. 
 
Finally, different regulatory jurisdictions may have specific legal and regulatory reasons for 
valuing/weighting a specific risk differently from another risk.  
 
Paragraph 6, seventh bullet point 
The seventh bullet point identifies “reducing reporting and compliance costs”.  We believe that 
the key point is that the information that is reported should be valuable information for the 
insurer as well as the supervisory authority and that it should be sufficiently material for 
solvency purposes to justify the need to report.   
 
Paragraph 13 
The first sentence could be more clearly stated as “…effective insurance supervision can only be 
implemented if there is a clearly defined set of principles, a set of supervisory objectives…”  The 
fourth bullet point refers to the need for hiring, training and maintaining sufficient staff with high 
professional standards.  The paragraph does not refer to the possible use of and reliance upon 
professionals, such as actuaries, to augment the skills within the supervisory authority.  The IAIS 
has published, in October 2003, Guidance Paper No. 7, The Use of Actuaries as Part of a 
Supervisory Model.  The conclusions in that guidance paper support the use of actuaries as part 
of a supervisory model.  In particular, Conclusion #4 states:  “Where a responsible actuary model 
is adopted, the actuary should have clearly-defined tasks and responsibilities, as well as rights 
and obligations under the law.”   We suggest adding a bullet to reflect this sentiment.  One 
possible wording is:  “… has access to professionals, such as actuaries and other independent 
experts, outside its staff to augment its own expertise.”   
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Paragraph 16  
The IAA feels that in addition to meeting regulatory requirements, the framework should provide 
incentives for insurers to use advanced approaches, such as internal models, to assess their own 
solvency and capital adequacy.  The references to “requirements” throughout this paragraph and 
throughout the document do not give a sense that the IAIS would like insurers to improve their 
risk measurement and management practices to reflect company-specific risk profiles better.  
(Assessment of the insurer’s risk profile is mentioned in Paragraph 17, but it is the assessment of 
the supervisor.)   We recommend that the document be amended to reflect this. 
 
Paragraph 16, first bullet point 
The IAA notes that significant work by the IAA’s Insurer Solvency Assessment Working Party 
has already been done in its monograph, A Global Framework for Insurer Solvency Assessment, 
which was prepared for consideration by the IAIS.   

Paragraph 16, second bullet point 
The second bullet point includes the phrase “administrative, organisation and internal controls, 
including risk management”.  In the context of the full bullet point, it may appear that the term 
“risk management” refers to qualitative processes.  We feel that it would be helpful to add the 
words “both qualitative and quantitative” immediately before the words “risk management”.   
 
Paragraph 17 
In the same spirit as the above point, the supervisory review in assessing individual insurers can 
be enhanced through the use of responsible actuaries who are subject to high professional 
standards and who have a deep understanding of the insurer’s risk profile.  For the same reasons, 
the use of the responsible actuary can enhance tailoring remedial actions to the specific 
circumstances of the insurer.  
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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 & Actuaries  (United States) 
Casualty Actuarial Society  (United States) 
Conference of Consulting Actuaries  (United States) 
Society of Actuaries  (United States) 
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