Comparison of previous (2000) and new (2003) ICPs

2000

2003

Covered as Preconditions for effective insurance
supervision in Core Principles Methodolody

ICP 1 Conditions for effective insurance

supervision

Insurance supervision relies upon
a policy, institutional and legal framework
for financial sector supervision
a well developed and effective financial
market infrastructure
efficient financial markets.

Principle 1: Organisation of an Insurance
Supervisor

The insurance supervisor of a jurisdiction must be
organised so that it is able to accomplish its
primary task, i.e. to maintain efficient, fair, safe
and stable insurance markets for the benefit and
protection of policyholders. It should at any time
be able to carry out this task efficiently in
accordance with the Insurance Core Principles. In
particular, the insurance supervisor should:

a. be operationally independent and
accountable in the exercising of its
functions and powers;

b. have adequate powers, legal protection and
financial resources to perform its functions
and exercise its powers;

c. adopt a clear, transparent and consistent
regulatory and supervisory process;

d. clearly define the responsibility for
decision making; and

e. hire, train and maintain sufficient staff with
high professional standards who follow the
appropriate standards of confidentiality.

ICP2 Supervisory objectives

The principal objectives of insurance supervision
are clearly defined.

ICP3 Supervisory authority

The supervisory authority:

- has adequate powers, legal protection and
financial 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.

ICP 4 Supervisory process

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

Coordination and
Cooperation

Increasingly, insurance supervisors liaise with
each other to ensure that each is aware of the
other’s concerns with respect to an insurance
company that operates in more than one
jurisdiction either directly or through a separate
corporate entity.

Principle 16:

In order to share relevant information with other
insurance supervisors, adequate and effective
communications should be developed and

ICP 5 Supervisory cooperation and

information sharing

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

In developing or implementing a regulatory
framework, consideration should be given to
whether the insurance supervisor:

a. is able to enter into an agreement or
understanding with any other supervisor
both in other jurisdictions and in other
sectors of the industry (i.e. insurance,
banking or securities) to share
information or otherwise work together;

b. is permitted to share information, or
otherwise work together, with an
insurance supervisor in another
jurisdiction. This may be limited to
insurance supervisors who have agreed,
and are legally able, to treat the
information as confidential;

c. should be informed of findings of
investigations where power to investigate
fraud, money laundering, and other such
activities rests with a body other than the
insurance supervisor; and

d. is permitted to set out the types of
information and the basis on which
information obtained by the insurance
supervisor may be shared.

Principle 17: Confidentiality

All insurance supervisors should be subject to
professional secrecy constraints in respect of
information obtained in the course of their
activities, including during the conduct of on-site
inspections.

The insurance supervisor is required to hold
confidential any information received from other
insurance supervisors, except where constrained
by law or in situations where the insurance
supervisor who provided the information provides
authorisation for its release.

Jurisdictions whose confidentiality requirements
continue to constrain or prevent the sharing of
information for supervisory purposes with
insurance supervisors in other jurisdictions, and
jurisdictions where information received from
another insurance supervisor cannot be kept
confidential, are urged to review their

also see ICP 3
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requirements.

Principle 2: Licensing

Companies wishing to underwrite insurance in the
domestic insurance market should be licensed.
Where the insurance supervisor has authority to
grant a license, the insurance supervisor:

a. in granting a license, should assess the
suitability of owners, directors, and/or
senior management, and the soundness of
the business plan, which could include
pro forma financial statements, a capital
plan and projected solvency margins; and

b. in permitting access to the domestic
market, may choose to rely on the work
carried out by an insurance supervisor in
another jurisdiction if the prudential rules
of the two jurisdictions are broadly
equivalent.

ICP6 Licensing

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

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.

Principle 3: Changes in Control

The insurance supervisor should review changes
in the control of companies that are licensed in
the jurisdiction. The insurance supervisor should
establish clear requirements to be met when a
change in control occurs. These may be the same
as, or similar to, the requirements which apply in
granting a license. In particular, the insurance
supervisor should:

a. require the purchaser or the licensed
insurance company to provide
notification of the change in control
and/or seek approval of the proposed
change; and

b. establish criteria to assess the
appropriateness of the change, which
could include the assessment of the
suitability of the new owners as well as
any new directors and senior managers,
and the soundness of any new business
plan.

ICP 8 Changes in 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 authority approves the portfolio
transfer or merger of insurance business.

Principle 4: Corporate Governance

It is desirable that standards be established in the
jurisdictions which deal with corporate
governance. Where the insurance supervisor has
responsibility for setting requirements for

ICP 9 Corporate governance

The corporate governance framework recognises
and protects rights of all interested parties. The
supervisory authority requires compliance with
all applicable corporate governance standards.
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corporate governance, the insurance supervisor
should set requirements with respect to:

a. the roles and responsibilities of the board
of directors;
b. reliance on other supervisors for

companies licensed in another
jurisdiction; and

c. the distinction between the standards to
be met by companies incorporated in his
jurisdiction and branch operations of
companies incorporated in another
jurisdiction.

Principle 5: Internal Controls

The insurance supervisor should be able to:

a. review the internal controls that the board
of directors and management approve and
apply, and request strengthening of the
controls where necessary; and

b. require the board of directors to provide
suitable prudential oversight, such as
setting standards for underwriting risks
and setting qualitative and quantitative
standards for investment and liquidity
management.

ICP 10 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 allow the board
and management to monitor and control the
operations.

ICP 11 Market analysis

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

Principle 12: Financial Reporting

It is important that insurance supervisors get the
information they need to properly form an
opinion on the financial strength of the operations
of each insurance company in their jurisdiction.
The information needed to carry out this review
and analysis is obtained from the financial and
statistical reports that are filed on a regular basis,
supported by information obtained through
special information requests, on-site inspections
and communication with actuaries and external
auditors.

A process should be established for:

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.
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a. setting the scope and frequency of reports
requested and received from all
companies licensed in the jurisdiction,
including financial reports, statistical
reports, actuarial reports and other

information;

b. setting the accounting requirements for
the preparation of financial reports in the
jurisdiction;

c. ensuring that external audits of insurance

companies operating in the jurisdiction
are acceptable; and

d. setting the standards for the establishment
of technical provisions or policy and
other liabilities to be included in the
financial reports in the jurisdiction.

In so doing a distinction may be made:

a. between the standards that apply to
reports and calculations prepared for
disclosure to policyholders and investors,
and those prepared for the insurance
supervisor; and

b. between the financial reports and
calculations prepared for companies
incorporated in the jurisdiction, and
branch operations of companies
incorporated in another jurisdiction.

also see ICP 13

Principle 13: On-site Inspection

The insurance supervisor should be able to:

a. carry out on-site inspections to review the
business and affairs of the company,
including the inspection of books,
records, accounts, and other documents.
This may be limited to the operation of
the company in the jurisdiction or, subject
to the agreement of the respective
supervisors, include other jurisdictions in
which the company operates; and

b. request and receive any information from
companies licensed in its jurisdiction,
whether this information be specific to a
company or be requested of all
companies.

ICP 13 On-site inspection

The supervisory authority carries out on-site
inspections to examine the business of an insurer
and its compliance with legislation and
supervisory requirements.
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ICP 14 Preventive and corrective

measures

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

Principle 14: Sanctions

Insurance supervisors must have the power to

take remedial action where problems involving

licensed companies are identified. The insurance
supervisor must have a range of actions available
in order to apply appropriate sanctions to
problems encountered. The legislation should set
out the powers available to the insurance
supervisor and may include:

a. the power to restrict the business
activities of a company, for example, by
withholding approval for new activities or
acquisitions;

b. the power to direct a company to stop
practices that are unsafe or unsound, or to
take action to remedy an unsafe or
unsound business practice; and

c. the option to invoke other sanctions on a
company or its business operation in the
jurisdiction, for example, by revoking the
licence of a company or imposing
remedial measures where a company
violates the insurance laws of the
jurisdiction.

ICP 15 Enforcement or sanctions

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

ICP 16 Winding up & exit from the

market

The legal and regulatory framework defines a
range of options for 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.

Cross-border Business
Operations

Principle 15:

Insurance companies are becoming increasingly
international in scope, establishing branches and

ICP 17 Group-wide supervision

The supervisory authority supervises its insurers
on a solo and a group-wide basis.
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subsidiaries outside their home jurisdiction and
sometimes conducting cross-border business on a
services basis only. The insurance supervisor
should ensure that;

a. no foreign insurance establishment
escapes supervision;
b. all insurance establishments of

international insurance groups and
international insurers are subject to
effective supervision;

c. the creation of a cross-border insurance
establishment is subject to consultation
between host and home supervisors; and

d. foreign insurers providing insurance
cover on a cross-border services basis are
subject to effective supervision.

(note some aspects now covered by ICP 5 & 6)

ICP 18 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.

ICP 19 Insurance 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.

Principle 7: Liabilities

Insurance supervisors should establish standards

with respect to the liabilities of companies

licensed to operate in their jurisdiction. In
developing the standards, the insurance
supervisor should consider:

a. what is to be included as a liability of the
company, for example, claims incurred
but not paid, claims incurred but not
reported, amounts owed to others,
amounts owed that are in dispute,
premiums received in advance, as well as
the provision for policy liabilities or
technical provisions that may be set by an

actuary;
b. the standards for establishing policy
liabilities or technical provisions; and
C. the amount of credit allowed to reduce

ICP 20 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 assess the adequacy of the
technical provisions and to require these
provisions be increased, if necessary.
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liabilities for amounts recoverable under
reinsurance arrangements with a given
reinsurer, making provision for the
ultimate collectability.

Principle 6: Assets

Standards should be established with respect to

the assets of companies licensed to operate in the

jurisdiction. Where insurance supervisors have

the authority to establish the standards, these

should apply at least to an amount of assets equal

to the total of the technical provisions, and should

address:

a. diversification by type;

b. any limits, or restrictions, on the amount
that may be held in financial instruments,
property, and receivables;

c. the basis for valuing assets which are
included in the financial reports;

d. the safekeeping of assets;

e. appropriate matching of assets and
liabilities, and

f. liquidity.

ICP 21 Investments

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.

Principle 9: Derivatives and ‘off-balance sheet’
items

The insurance supervisor should be able to set

requirements with respect to the use of financial

instruments that may not form a part of the

financial report of a company licensed in the

jurisdiction. In setting these requirements, the

insurance supervisor should address:

a. restrictions in the use of derivatives and
other off-balance sheet items;

b. disclosure requirements for derivatives
and other off-balance sheet items; and

c. the establishment of adequate internal
controls and monitoring of derivative
positions.

ICP 22 Derivatives and similar

commitments

The supervisory authority requires insurers to
comply 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.

Principle 8: Capital Adequacy and Solvency

The requirements regarding the capital to be
maintained by companies which are licensed, or
seek a licence, in the jurisdiction should be
clearly defined and should address the minimum
levels of capital or the levels of deposits that
should be maintained. Capital adequacy

ICP 23 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 unforseen losses.

TAIS - Insurance core principles
Draft - 7 October 2003

Comparison of previous and new ICPs
Page 8 of 10




2000

2003

requirements should reflect the size, complexity,
and business risks of the company in the
jurisdiction.

Principle 11: Market Conduct

Insurance supervisors should ensure that insurers
and intermediaries exercise the necessary
knowledge, skills and integrity in dealings with
their customers.

Insurers and intermediaries should:

a. at all times act honestly and in a
straightforward manner;

b. act with due skill, care and diligence in
conducting their business activities;

c. conduct their business and organise their
affairs with prudence;

d. pay due regard to the information needs
of their customers and treat them fairly;

e. seek from their customers information

which might reasonably be expected
before giving advice or concluding a

contract;

f. avoid conflicts of interest;

g. deal with their regulators in an open and
cooperative way;

h. support a system of complaints handling
where applicable; and

1. organise and control their affairs
effectively.

ICP 24 Intermediaries

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

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.

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 financial position and to
facilitate the understanding of the risks to which
they are exposed.

ICP 27 Fraud

The supervisory authority requires that insurers
and intermediaries take the necessary measures to
prevent, detect and remedy insurance fraud.
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ICP 28 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).

Principle 10: Reinsurance

Insurance companies use reinsurance as a means
of risk containment. The insurance supervisor
must be able to review reinsurance arrangements,
to assess the degree of reliance placed on these
arrangements and to determine the
appropriateness of such reliance. Insurance
companies would be expected to assess the
financial positions of their reinsurers in
determining an appropriate level of exposure to
them.

The insurance supervisor should set requirements
with respect to reinsurance contracts or
reinsurance companies addressing:

a. the amount of the credit taken for
reinsurance ceded. The amount of credit
taken should reflect an assessment of the
ultimate collectability of the reinsurance
recoverables and may take into account
the supervisory control over the reinsurer;
and

b. the amount of reliance placed on the
insurance supervisor of the reinsurance
business of a company which is
incorporated in another jurisdiction.

See ICP 19 & 20

also note that the ICPs now apply to reinsurers as
well as insurers
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