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Draft: 4/13/21
International Insurance Relations (G) Committee
Virtual 2021 Spring National Meeting
April 7, 2021
The International Insurance Relations (G) Committee met April 7, 2021. The following Committee members participated: Gary
D. Anderson, Chair (MA); Bruce R. Ramge, Vice Chair (NE); Evan G. Daniels (AZ); Andrew N. Mais (CT); Karima M. Woods
(DC); David Altmaier (FL); Doug Ommen (IA); James J. Donelon (LA); Kathleen A. Birrane (MD); Anita G. Fox (MI); Chlora
Lindley-Myers (MO); Marlene Caride (NJ); Andrew R. Stolfi (OR); Jessica K. Altman (PA); and Raymond G. Farmer (SC).
1.

Adopted its March 25, 2021; Feb. 3, 2021; Jan. 6, 2021; and 2020 Fall National Meeting Minutes

The Committee met March 25, 2021; Feb. 3, 2021; Jan. 6, 2021; and Dec. 9, 2020, and took the following action: 1) approved
submission of NAIC comments on the International Association of Insurance Supervisors’ (IAIS) draft Application Paper of
Supervision of Control Functions, Application Paper of Resolution Powers and Planning, and Consultation on the Development
of Liquidity Metrics; 2) approved submission of NAIC comments on the joint Sustainable Insurance Forum (SIF) and IAIS
draft Application Paper on the Supervision of Climate-Related Risks in the Insurance Sector; 3) heard an update on upcoming
IAIS committee meetings and activities; and 4) heard an update on the SIF, Organisation for Economic Co-operation and
Development (OECD), and other supervisory cooperation activities.
Commissioner Anderson noted that the Committee also met Feb. 16 in regulator-to-regulator session, pursuant to paragraph 8
(consideration of strategic planning issues) of the NAIC Policy Statement on Open Meetings, to discuss strategy and planning
related to international issues, bilateral and regional outreach, and member educational efforts over the course of 2021.
Commissioner Caride made a motion, seconded by Commissioner Mais, to adopt the Committee’s March 25, 2021 (Attachment
One), Feb. 3, 2021 (Attachment Two), Jan. 6, 2021 (Attachment Three) and Dec. 9, 2020 (see NAIC Proceedings – Fall 2020,
International Insurance Relations (G) Committee) minutes. The motion passed unanimously.
2.

Heard an Update on Key 2021 Projects and Priorities of the IAIS

Commissioner Anderson reported on recent IAIS activities, starting with an overview of the first set of committee meetings in
2021 that took place in March. Regarding implementation assessment activities related to the holistic framework for systemic
risk, the first-phase baseline assessment (BLA) report has been finalized, and the second-phase targeted jurisdictional
assessment is now underway. He then provided an update on the insurance capital standard (ICS) monitoring period, noting
that IAIS members: 1) discussed results of the 2020 data collection; 2) received an update on the aggregation method (AM);
and 3) discussed the public consultation comments received on the draft definition and high-level principles and the plan to
develop criteria to assess whether the AM provides comparable outcomes to the ICS. Development of the criteria will take
place throughout 2021, with a consultation expected by year-end.
Commissioner Anderson said another important area of work underway are strategic discussions on the IAIS role, activities
and priorities related to climate risk and sustainability. Lastly, he said the IAIS will also continue to monitor the ongoing global
impact of COVID-19 on supervisors and the insurance sector.
Conor Donaldson (IAIS) added that with respect to the BLA, the internal IAIS report has been uploaded for members, and a
public version of the report is expected to be published in the next month. He said the IAIS expects to publish its Application
Paper on climate risk before its June committee meetings. Mr. Donaldson noted continued work on Multilateral Memorandums
of Understanding (MMoU) as an essential tool to enable supervisory cooperation, and the importance of having a strong chair
from the NAIC for the work. The IAIS recently welcomed Argentina as its latest MMoU signatory.
Steve Broadie (American Property Casualty Insurance Association—APCIA) asked about IAIS plans to publish a final version
of the high-level principles for assessment of AM comparability and the IAIS’ resolution of comments from the public
consultation. Ryan Workman (NAIC) noted that the IAIS is in the process of drafting a thematic high-level summary of
comments received, which will be made public once finished.
Commissioner Anderson thanked interested parties for their comments and encouraged them to attend the IAIS Secretariat
question-and-answer (Q&A) session following the Committee meeting.
3.

Heard a Presentation on Scalar Methodologies from the Academy

© 2021 National Association of Insurance Commissioners

1

Draft Pending Adoption
Steve Jackson (American Academy of Actuaries—Academy) gave an update on the Academy’s work looking at scalar
methodologies, the proposal for which was presented to the Committee at the NAIC’s 2020 Summer National Meeting. He
noted that the Executive Summary has been released for the Academy’s paper, Aggregating Regulatory Capital Requirements
Across Jurisdictions: Theoretical and Practical Considerations (Attachment Four), and he presented the main findings and
conclusions of the paper. Mr. Jackson noted that the full paper would be made available in the coming days.
Commissioner Anderson thanked the Academy for its efforts and asked whether there were any surprises or challenges during
the work looking at scalars. Mr. Jackson noted that the whole project was more challenging than originally expected and that
one surprise is that the probability of negative outcomes methodology appears to be more plausible than expected.
4.

Heard an Update on International Activities
a.

Regional Supervisory Cooperation

Director Ramge reported that following the success of last fall’s International Fellows Program, the NAIC will once again offer
the program in a fully virtual format this spring, April 19–23. He said while there is no substitute for the hands-on experience
that fellows receive during the weeks they spend hosted by state insurance departments and meeting with NAIC staff, the NAIC
is grateful to be able to offer international colleagues an opportunity for technical growth and relationship building virtually.
Director Ramge noted more than 100 participants are set to join from most major regions, including Western and Eastern
Europe, Latin America, the Caribbean, Asia, Africa, and the Middle East.
Director Ramge said the NAIC met virtually on Dec. 10, 2020, with the Financial Services Agency (FSA) of Japan for a
biannual bilateral dialogue. The NAIC and FSA discussed various regulatory and supervisory topics and developments,
including: responses to COVID-19; updates on 2020 initiatives; and a preview of priorities for 2021.
Director Ramge said the NAIC held a virtual bilateral dialogue with representatives from the European Insurance and
Occupational Pensions Association (EIOPA) and European Union (EU) member states on Dec. 18, 2020. He said NAIC
representatives provided updates on a variety of initiatives, including: race and insurance, climate and resilience, the
Macroprudential Initiative, the group capital calculation (GCC), and responses to COVID-19. Ongoing dialogue and
discussions through the EU-U.S. Insurance Dialogue Project and its various workstreams has also continued.
Director Ramge reported that Dean L. Cameron, Director of the Idaho Department of Insurance (DOI) and NAIC PresidentElect, participated in the 7th Annual Casablanca Insurance Meeting, organized in part by the Moroccan Supervisory Authority
of Insurance and Welfare, with whom the NAIC has as a memorandum of understanding. He explained that Director Cameron
spoke on a panel focused on changes necessary to foster innovation and inclusivity within insurance, noting the NAIC’s
commitment to supporting the creation of innovative products, the importance of consumer education, and the continued work
of the NAIC’s Special (EX) Committee on Race and Insurance.
Director Ramge said the Financial Stability Institute (FSI), the Association of Insurance Supervisors of Latin American and
the IAIS will hold a joint webinar this month providing a platform for several Latin American authorities to exchange views
on the main insurance risks that currently concern supervisors in the region. He noted that Nina Chen, Chief Sustainability
Officer for the New York Department of Financial Services (DFS), will represent the NAIC on a panel on the supervisor’s role
in addressing risks from climate change.
Director Ramge noted that a virtual bilateral meeting with the Bermuda Monetary Authority (BMA) is set to take place later
this month, which will build on previous meetings and include discussions on the ICS and other timely topics.
Director Ramge said that with the United Kingdom’s (UK’s) exit from the EU, the NAIC is beginning to establish a closer
working relationship with the Bank of England’s Prudential Regulation Authority (PRA) and the Financial Conduct Authority
(FCA). Discussions have begun regarding the creation of recurring bilateral discussions, with the first expected to take place
later this summer.
b.

OECD

Director Ramge reported the OECD’s Insurance and Private Pensions Committee (IPPC) held a two-day virtual event in later
March on addressing the protection gap for pandemic risk. Director Ramge highlighted topics of focus during the virtual
meeting, including: 1) research showing how COVID-19 highlighted important coverage gaps for pandemic risk; 2) research
showing that the magnitude of potential losses and high levels of correlation make pandemic risk challenging to insure; and
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3) conclusions on loss-sharing arrangements between governments and insurers/reinsurers for future pandemics. Director
Ramge noted the OECD’s Environment Directorate is organizing a virtual workshop for regulators on reducing and managing
the risk of losses and damages from climate change, and that the next meeting of the IPPC will be held virtually in mid-June.
c.

SIF

Director Ramge said the NAIC, alongside individual state SIF members—California, New York and Washington—participated
in the first virtual call of 2021 in March. He noted that the SIF has a new chair, Anna Sweeney from the Bank of England, and
that the Federal Insurance Office (FIO) also recently joined the SIF. The meeting included discussions on the start of the three
workstreams agreed to in the SIF’s work plan: 1) impacts of climate-related risks on insurability of assets; 2) broader
sustainability issues beyond climate; and 3) climate risks in the actuarial processes.
5.

Discussed Other Matters

Commissioner Anderson noted that the NAIC’s 2021 International Insurance Forum will take place virtually and be
livestreamed May 25–26, with morning and afternoon sessions. He said the Committee’s next meeting is scheduled for
May 5 to review and approve the submission of NAIC comments on the IAIS draft Application Paper on Macroprudential
Supervision.
Robert Neill (American Council of Life Insurers—ACLI) noted that ACLI President Susan Neely will be participating in a
panel at the NAIC’s International Insurance Forum. He offered the ACLI’s assistance to continue to engage in constructive
dialogue on work related to liquidity metrics. Lastly, he noted climate risk as a top issue being addressed domestically and
internationally, and said that the Financial Stability Oversight Council is looking at these issues as well. As work continues by
federal agencies and the states on such matters, the ACLI welcomes constructive discussions with the inclusion of its members
to avoid any redundancies.
Having no further business, the International Insurance Relations (G) Committee adjourned.
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Attachment One
International Insurance Relations (G) Committee
4/7/21
Draft: 3/29/21
International Insurance Relations (G) Committee
Virtual Meeting
March 25, 2021
The International Insurance Relations (G) Committee met March 25, 2021. The following Committee members participated:
Gary D. Anderson, Chair (MA); Bruce R. Ramge, Vice Chair (NE); Evan G. Daniels (AZ); Andrew N. Mais (CT); Karima M.
Woods (DC); David Altmaier (FL); Doug Ommen (IA); James J. Donelon (LA); Kathleen A. Birrane (MD); Anita G. Fox
(MI); Chlora Lindley-Myers (MO); Marlene Caride (NJ); Andrew R. Stolfi (OR); Jessica K. Altman (PA); and Raymond G.
Farmer (SC).
1.

Discussed NAIC Comments on the IAIS Draft Application Paper on Supervision of Control Functions

Commissioner Anderson explained that the International Association of Insurance Supervisors (IAIS) draft Application Paper
on Supervision of Control Functions aims to help supervisors address issues related to the supervision of control functions as
described in Insurance Core Principles (ICPs) and the Common Framework for the Supervision of Internationally Active
Insurance Groups (ComFrame)—in particular, material from ICP 8 (Risk Management and Control Functions), but also
relevant to ICP 5 (Suitability of Persons) and ICP 7 (Corporate Governance).
Ryan Workman (NAIC) gave an overview of the NAIC’s comments on the draft application paper, noting that some were
editorial or for clarification. He provided more detail on those comments that were more substantial.
David Snyder (American Property Casualty Insurance Association—APCIA) noted agreement with the NAIC comments and
said that the APCIA will submit their own comments. He stated that overall insurer corporate governance and insurance
regulation has shown the stability of the sector throughout multiple crises. He commented that it is important that the application
paper: 1) recognize the notion of proportionality; 2) reflect that the way insurance groups can effectively organize their control
functions may vary based on the business model of the group; and 3) appropriately characterize the role of the supervisor when
it comes to insurer governance areas such as renumeration, outsourcing, attendance at board meetings and succession planning.
Commissioner Caride made a motion, seconded by Director Farmer, to approve submission of the NAIC comments
(Attachment A). The motion passed.
Having no further business, the International Insurance Relations (G) Committee adjourned.
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Attachment One-A
International Insurance Relations (G) Committee
4/7/21

March 23, 2021
IAIS Draft Application Paper on the Supervision of Control Functions – NAIC Approved Comments
Section/Paragraph
Comment
1
Typo: The work performed by controls functions…
10
At the end of the paragraph, it is not clear what “need” is being referred to – to add to the checks and balances and provide
assurances to the Board or to have the control functions covered in ICP 8? Suggest clarifying.
11
For clarification and consistency:
Regardless of the organisational model adopted…
13
Should use a comma rather than semicolon:
There was a consistent view among survey participants that actuaries developing products and setting prices; and
actuaries assessing the adequacy of technical provisions for those products, should be independent from each other.
21
This paragraph does not really address independence and could provide a better introduction to points covered by the rest
of the section (similar to what para 35 does); suggest:
The central role of control functions and their level of independence may be adversely impacted depending how these
functions are considered, established, and positioned in the reporting structure within the insurer. Additionally,
remuneration practices and processes for dealing with conflicts of interest may affect the independence of control functions.
In this regard, the supervisor should assess how well an insurer’s control functions align with good practices and are
compliant with governance requirements.
25
Suggest revising the start of the paragraph to better reflect that the bullets are examples and not the only indicators:
There may be a variety of signs that the independence of an insurer’s control functions may be compromised, such as
include the following indicators:

28
41
42
58

Last bullet, it may not be clear what “weak status” refers to – lacking independence or weak stature or both? Suggest using
terminology used elsewhere in the paper may make this clearer.
It is not clear what or whose “independence criteria” is being referred to; suggest:
Another challenging situation for meeting the with independence criteria could be created
Typo: most supervisors responded that they use a combination of methods
Second bullet, should “control function” be plural? Or both: “Periodic review of the control function(s)…”
Suggest revising the start of the paragraph to better reflect that the bullets are examples and not the only indicators:
There may be a variety of The following could be indicators of problems related to effectiveness of the internal audit
function, such as:
1
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61
62
67

68

78
82

86
88
89
91
93

March 23, 2021
As paragraph 62 describes what the supervisor should consider and what the insurer should demonstrate, it is not really
describing what would be exceptional circumstances, so suggest deleting “as described below”. Plus, as the text of the two
paragraphs logically flow together, there is not a need to direct the reader.
Typo: …assessing whether combination of the internal audit function with second line of defence control function…
Suggest revising the start of the paragraph to better reflect that the bullets are examples and not the only methods:
Supervisors that use the work of the internal audit function use a variety of the following methods to assess the
effectiveness of the internal audit function overall and specifically its ability to provide appropriate assurance on the work
performed by other control functions, such as:
Typo: A decision about a combining control functions…
If the last sentence is illustrating proportionality, should it read:
whereas in the case of smaller and less complex insurers, it may be appropriate for more than one function to be carried
out by a single person or organisational unit.
Last bullet, it seems this is referring to things the insurer would put in place, not the supervisor. If so, using “regulations”
may not be the correct wording, but rather something like “policies and processes”.
Second bullet, the rest of the paper does not refer to prudential and conduct supervision, plus some supervisors supervise
both. This seems more of an offhand comment and could be deleted:
The assessment of the effectiveness of the outsourced control functions, which is one of the main challenges for both
prudential and conduct of business supervisors; and
Third bullet, suggest clarifying whether this is intended to mean outsourced to third parties in other jurisdictions or
outsourced to another legal entity within a group in another jurisdiction. Or both?
Typo: Supervisors address these challenges in various ways, including by
Suggest revising the last sentence to better reflect that the bullets are examples and not the only ways:
Group-wide supervisors may address these challenges in the following ways various ways, including by:
Typo: …or the insurance legal entity’s level control functions…
Suggest revising the last sentence to better reflect that the bullets are examples and not the only ways:
These challenges can be addressed in the following ways various ways, including by:
Suggest revising the start of the paragraph to better reflect that the bullets are examples and not the only actions:
Supervisors may take the following various actions to address challenges created by outsourcing of control functions within
the group, such as:
The first bullet is a bit confusing; suggest considering more straightforward wording.
Third bullet, suggest “a combination” rather than “accumulation”.
2
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Fourth bullet, it is not clear which Key Person and which legal entity “this” is referring to; suggest clarifying.
Fifth bullet, for clarification: In case of outsourcing of a group-wide control function to an insurance legal entity, assess
whether the team assigned to the within that insurance legal entity is performing adequately the coordination tasks
belonging to a that group-wide control function;
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Attachment Two
International Insurance Relations (G) Committee
4/7/21
Draft: 4/1/21
International Insurance Relations (G) Committee
Virtual Meeting
February 3, 2021
The International Insurance Relations (G) Committee met Feb. 3, 2021. The following Committee members participated: Gary
D. Anderson, Chair (MA); Bruce R. Ramge, Vice Chair (NE); Evan G. Daniels (AZ); Andrew N. Mais (CT); Karima M. Woods
(DC); David Altmaier (FL); Doug Ommen (IA); James J. Donelon (LA); Kathleen A. Birrane (MD); Anita G. Fox (MI); Chlora
Lindley-Myers (MO); Marlene Caride (NJ); Jessica K. Altman (PA); and Raymond G. Farmer (SC).
1.

Discussed NAIC Comments on the IAIS Draft Application Paper on Resolution Powers and Planning and Consultation
on the Development of Liquidity Metrics

Commissioner Anderson explained that the International Association of Insurance Supervisors’ (IAIS’) draft Application Paper
on Resolution Powers and Planning aims to provide guidance on supervisory practices related to resolution, which the IAIS
defines as “actions taken by a resolution authority towards an insurer that is no longer viable, or is likely to be no longer viable,
and has no reasonable prospect of returning to viability.”
Ryan Workman (NAIC) provided a detailed overview of the NAIC’s comments on the draft application paper, which were
mostly editorial or for clarification.
Commissioner Anderson explained that the consultation on the development of liquidity measures is part of the IAIS’
development of its broader holistic framework for systemic risk that will serve as a tool for assessing insurers’ liquidity
exposures and will help the IAIS to identify trends in insurers and the insurance-sector.
Mr. Workman provided a detailed overview of the NAIC’s responses on the consultation questions, including changes that
were made in light of input received from interested parties in advance of the meeting (Attachment B).
Director Daniels questioned whether the NAIC response to the first consultation question was meant to be read as the NAIC
seeing the several metrics being developed as duplicative or complementary and suggested that clarification could be helpful.
Ralph Blanchard (Travelers) provided an overview of Travelers’ comments on the consultation, as well as on the draft NAIC
responses, which highlighted flaws in some of the assumptions and approaches being used in Phase 1 of the liquidity metrics
development process, including those that do not adequately reflect non-life insurance business. He suggested the need to
address certain areas now instead of holding off until the Phase 2 consultation.
Director Ramge asked how the liquidity metrics being developed took into account different accounting treatments.
David Leifer (American Council of Life Insurers—ACLI) noted that the ACLI will be submitting its own comments,
recommending that the IAIS needs to do more analysis on the differences of policy behavior, specifically in life annuities. He
noted that the ACLI’s comments largely aligned with the NAIC’s comments.
Commissioner Anderson thanked Committee members and interested parties for their comments and asked Tim Nauheimer
(NAIC) to respond to the points and questions raised. Mr. Nauheimer said that the NAIC response to the first consultation
question was intended to convey that several metrics could provide different ways to achieve a similar outcome, not that they
were duplicative, in part because the NAIC is supportive of the cash-flow approach being developed in Phase 2. He stated the
points raised by Travelers were helpful as the IAIS liquidity metrics work progresses and encouraged Travelers to submit its
own consultation responses. However, he noted the challenge of creating one ratio for both life and non-life insurers that would
accurately be indicative of liquidity risk. Mr. Nauheimer acknowledged the concern that life insurance policies and annuities
should be treated differently and would take it up as work continues within the IAIS. He also commented that different account
treatments should not affect the liquidity metrics.
Commissioner Anderson suggested clarifying the NAIC’s response to the first question, to which Mr. Workman suggested
revising the response to: “Yes, we agree with the IAIS phased approach to develop liquidity metrics for monitoring as different
metrics may achieve the same goal and be comparable.”
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Commissioner Caride made a motion, seconded by Director Ramge, to submit the NAIC’s comments as drafted on the
Application Paper on Resolution Powers and Planning and to submit the NAIC’s responses, including the revisions proposed
during the meeting, on the liquidity metrics consultation (Attachment A). The motion passed unanimously.
Mr. Workman noted the IAIS had released another public consultation on its draft Application Paper on the Supervision of
Control Functions, with comments due March 26. He noted that the internal review process is underway and that a Committee
meeting will be scheduled accordingly prior to the submission date to review and approve the submission of any NAIC
comments.
Having no further business, the International Insurance Relations (G) Committee adjourned.
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Attachment Two-A
International Insurance Relations (G) Committee
4/7/21

IAIS Draft Application Paper on Resolution Powers and Planning – NAIC Approved Comments

February 2, 2021

Section/Paragraph
Comment
16
(editorial) Such a situation generally occurs when to a troubled insurer that is no longer viable, or is likely to be no longer
viable, and has no reasonable prospect of returning to viability in its current form.
20
(editorial) This however does not mean that policyholders will be fully protected under all circumstances and does not
exclude the possibility that losses could be absorbed by policyholders, to the extent they are not covered by PPSs or other
mechanisms.
22
(editorial) Finally, resolution should seek to minimise any the reliance on public funding.
27
Box 1, first sub-bullet, there should be a semi-colon rather than a period at the end of the bulleted text, for consistency.
32
Table 3 – some of the bullets are not capitalized, they should be capitalized for consistency.
32
(editorial) While some resolution powers could be allocated to more than one group, this grouping is purely aimed at
facilitating the reading by avoiding avoids repetition in describing the powers and their benefits and uses.
66
(editorial) The resolution authority may want to consider whether policyholder premiums should be adjusted post-writedown to reflect the write-down of their liabilities. The the resolution authority should consider both protected and
unprotected policyholders in line with the levels of protection provided to policyholders in their jurisdiction by the PPS, if
applicable.
86
The second bullet states: “The existence of a PPS may affect timing of liquidation”
The paper should provide more explanation of how a PPS can affect the timing of liquidation.
100
Suggest the procedures for effectuating the NCWOL principle include the potential impact of a PPS.
103
Second sentence, change “staggered” to “proportional” for alignment with section heading.
108
First bullet in second set of bullets – recommend this be written in US dollars for consistency with other IAIS documents.
111
Add a semi-colon after the last bullet in the first set of bullets for consistency.
114
(editorial) An analysis of the impact of the failure of the insurance group on other parts of the financial system, or on the
real economy, including the identification of any financial and economic functions that need to be continued to achieve the
resolution objectives;
115
Include the following edits to improve clarity and grammatical flow: “In such cases, the group-wide supervisor and/or
resolution authority should provide oversight, review and non-objection or approval of the resolution plan. including a The
process that should require requires correction of any deficiencies.”
139
Include the following edits to improve clarity and grammatical flow: “In such cases, the group-wide supervisor and/or
resolution authority should provide oversight, review and non-objection or approval of the resolution plan. including a The
process that should require requires correction of any deficiencies.”
1
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Annex

February 2, 2021
The Annex contains examples of legislation in four jurisdictions. It would be helpful to provide a more in-depth discussion of
these laws, and how they function.

IAIS Development of Liquidity Metrics: Phase 1 – Exposure Approach – NAIC Approved Comments
1

Question / Response
Do you agree with the IAIS’ plan for the development of liquidity metrics for monitoring? If not, please explain what changes you recommend
and why.
Yes, we agree with the IAIS phased approach to develop liquidity metrics for monitoring as different metrics may achieve the same goal and
be comparable.

2

Should the IAIS consider any other approaches or alternatives when developing liquidity metrics? If so, please explain.
No. We are happy to see the plan includes development of a company projection approach in Phase 2.

3

Should the IAIS develop additional liquidity metrics that examine other time horizons? If so, how should these metrics differ from the
proposed metric?
Phase 2 should consider other time horizons as well as asset maturity and trading volumes over a period more consistent with the chosen
time horizon.

4

Do you agree with the exclusion of separate accounts from the ILR? If not, how should separate accounts be incorporated?
Yes. However, we agree further metrics should be considered in the future. For certain products, the IAIS should review any potential
residual risk in the general account.

5

Do you agree with the proposed factors for liquidity sources? If not, please explain.
No, we feel the asset factors are too low. We suggest they be based on empirical evidence such as market size, daily average trading
volumes, and price volatility to determine appropriate factors, especially as the asset categories relate to each other. Absent empirical
evidence, we are hesitant to recommend a percentage, but look to the factors used by S&P as a logical starting point. In addition, the IAIS
should take into account if the insurer has a diversified asset portfolio across business sectors. If an insurer’s investments have been
concentrated on certain business sectors such as energy or financial services and not well diversified, then an overall haircut adjustment
may be warranted.

6

Do you agree with the treatment of investment funds? If not, please explain and suggest an alternative treatment.
Yes, we agree to exclude them, but should review periodically if that is appropriate based on market conditions.
2
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Do you agree with the treatment of premiums? If not, please explain how premiums and excluded expenses should be treated in the ILR.
Yes. However, premiums, expenses and other cash flow items should be considered in Phase 2 development of a liquidity metric.
Additionally, the IAIS should consider various insurer business models as the surrender characteristics are different depending on policy,
such as non-life and type of life insurance.

8

How should instruments issued by financial institutions be treated within the ILR?
We agree with the plan to assess the treatment of instruments issued by financial institutions in 2021. We recommend the assessment
include a study of historical defaults, loss given defaults and correlation with a broad market downturn of these instruments compared to
other issuer categories to determine if there is any empirical evidence to suggest treating them differently.

9

Do you agree with the inclusion of certain encumbered assets as liquidity sources within the ILR or should the IAIS alternatively exclude
these encumbered assets and measure certain the related liquidity needs on a net basis? Should any additional liquidity needs be included
in the calculation because encumbered assets are included as a liquidity source?
We believe encumbered assets should be included in the ratio as a liquidity source as long as the cash received in connection with the
securities financing transaction is also included as a liquidity source and the liability to return the cash is included as a liquidity need in the
denominator of the ratio. We believe treatment of collateral (i.e., cash, investment funds, or securities issued by financial institutions) should
be applied consistently for different securities financing transactions.

10 Do you agree with the treatment of liquidity risk from surrenders and withdrawals from insurance products in the ILR? If not, please explain
how this could be improved.
We agree and support the plan for the IAIS to conduct further sensitivity analysis on these factors in 2021. The IAIS may need to consider
impact of non-catastrophic, but significant random fluctuation of insurance experience such as higher than expected death and health claims
from COVID 19.
11 How should the IAIS capture liquidity needs from policy loans? Should these be incorporated into the ILR or be an alternative metric?
If policy loans are included, then care must be taken to avoid overcounting surrender, withdrawal, and loan on the same policy.
12 Do you agree with the factors applied to retail insurance products being half of the factors applied to institutional products? How should the
factors applied to retail and institutional policies differ?
We agree and support the plan for the IAIS to conduct further sensitivity analysis on these factors in 2021, but see no statistical evidence
that supports 50% factor to be applied as a difference between retail and institutional policyholders. The IAIS should study historical
surrender rates to derive appropriate factors. Given regional differences in insurance products, regional factors may need to be developed.
13 Do you agree with the treatment of unearned premiums in the ILR? If not, how can it be improved?
3
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Yes, but suggest conducting sensitivity analysis could be helpful.

14 Should the IAIS apply standardised factors to insurers projected ultimate catastrophe losses or rely on company projections for the speed of
catastrophe payments and reinsurance recoveries?
We recommend using the companies 1/250 PML or 1/100 PML as an alternative for Phase 1 due to the ease of uniform data collection.
Phase 2 should consider company projections.
15 Do you agree with the proposed treatment of catastrophe insurance claims? If not, how can it be improved?
Yes, but suggest conducting further analysis could be helpful; for example, an analysis of payouts within a year of a cat event may help
improve requested data, especially for Phase 2.
16 Should the proposed treatment of deposit liabilities include more or less granularity? If so, what additional dimensions (eg the presence of
an effective deposit insurance scheme) should be captured or left out?
We agree with the proposed treatment, with a less granular approach preferred.
17 Should the proposed factors be modified? If so, please explain how and why.
No, they look appropriate
18 Should insurance contracts without significant exposure to insurance events be captured by these factors, or included with other policyholder
liabilities?
Yes, we believe such contracts warrant being captured by these factors and not just captured by other policyholder liabilities as the purpose
is to capture the entire liquidity risk to insurer. For example, the exposure of the insurer to guaranteed investment contracts with no insurance
riders attached to the contract should be captured.
19 Do you agree with the treatment of derivatives? If not, please explain and suggest an alternative treatment.
Yes, but suggest further historical analysis could be helpful.
20 How should the ILR treat debt with financial covenants that may be triggered under stress?
We believe that treating all (100%) of the category as being called, not rolled or not available under stress is too conservative. All debt that is
short-term (i.e. commercial paper or long-term debt with maturity of less than a year) should be included. The stress event should be clearly
defined. Any debt with covenants or collateral calls that are triggered by that specific stress event should only be included if there are
provisions in the financial contracts that exclude them from the jurisdiction’s bankruptcy code. The 100% factor on LT Debt appears too high
as it is highly unlikely all the debt would be accelerated at once.
21 How should the ILR assess potential liquidity needs from a downgrade?
4
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We agree with 100% of the category affected by the downgrade, but “downgrade” needs to be clearly defined. We believe that a credit rating
downgrade of the holding company of significant magnitude that triggers debt covenants and posting of higher collateral requirements for
derivatives, securities lending, and repurchase agreements would be appropriate as a definition. In contrast, an insurers’ underlying debt or
subsidiaries as well as investments are subject to frequent up and downgrades and thus should be excluded.
22 Do you agree with the discussed limitations and mitigations of the ILR? What other limitations should the IAIS consider and how can these
be mitigated when the IAIS monitors liquidity risk?
Yes. The paper describes only one approximate measure of liquidity risk and such risk may be measured better with a cash flow approach,
to be developed in Phase 2. Currently, renewal premiums, future claims from in force business and new business are not included. As these
factors may affect the insurer’s liquidity position, one caveat of the current metric is that it will require more analysis of the insurer, on an ongoing basis, by the IAIS and the supervisor. Another issue the IAIS should consider is how to differentiate between a resolution with an
orderly run-off, which will typically result in all claims being paid, and a liquidation due to a lack of liquidity.
23 General comments on the Public Consultation Document on the Development of Liquidity Metrics: Phase 1 – Exposure Approach
None.
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NAIC International Insurance Realtions (G) Committee
February 3, 2021
Conference Call

We’d like to offer the following comments:
The proposed Insurance Liquidity Ratio (ILR) for Phase 1 has serious flaws and the NAIC
should point these out in its response. The flaws are:
• The use of only balance sheet values when looking at “Liquidity Sources” and
“Liquidity Needs” over a one-year time horizon. Liquidity sources over a one-year
time horizon include premiums, investment income and investment maturities, even
before consideration of asset sales. By focusing solely on the balance sheet the IAIS
proposal is looking only at asset sales. Liquidity needs (claim liability runoff, new
claims, expenses) offset some of those sources, but the degree to which that happens
varies materially by company. Those that are in runoff or partial runoff (such as via exit
of a long-tail line) might expect needs to consume most of the sources. Those that are
going concerns or start-ups would expect sources to be greater (possible much greater)
than needs, generating high levels of positive operating cash flows. In short, the use of
only an exposure-based approach is materially inconsistent with a one-year time horizon.
o We note that the Q22 response partially reflects this issue, but from a life
insurance perspective as it makes no mention of the payout in the next 12 months
of current claim liabilities, and focuses on “in force” business. We believe that
response is insufficient as a result.
• The use of only enterprise-wide calculations. The use of only enterprise-wide
calculations ignores the location of the liquidity sources vs. the needs. The paper points
out on page 24 that the location of the funds matters, yet this is ignored in the design of
the ratio. As a result, the proposed ILR is likely to propose false negatives (i.e., indicate
that no liquidity concerns exist) in situations where liquidity concerns do exist.
• Ignoring asset duration in its evaluation of liquidity sources. In evaluating the degree
to which asset values are available as liquidity sources, no reflection is made of the asset
maturity. We believe that assets maturing in a shorter time frame would be more fully
realizable in a crisis than those maturing in a longer timeframe.
• Treatment of unearned premium as a liquidity need based partly on an archaic case
study, and using an inadequately defined classification inconsistent with the
available data. The proposal would treat a certain portion of unearned premiums as a
liquidity need, based partly on a 1933 case study for a surety insurer based in New
York. A case study from 87 years ago is not relevant, given the changes in the
environment (consumer, regulatory, financial, legal) since then. The proposed factors
also vary for “retail” versus “institutional”. Such a classification is not sufficiently
defined nor captured in the data for U.S. property/casualty insurers for it to be usable.
• The catastrophe scenario is overly conservative with regard to the percent payout
for an extreme event. For property/casualty coverages affected by a catastrophe, the
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larger the event the slower the payout. The 1-in-250 year scenario suggested would be
larger than any recent event, and the largest recent events have payouts of over 12
months. Assuming that the event did not occur on January 1, the scenario suggested
would have a payout of less than 12 months, making the suggested approach even more
conservative. The result is an estimated liquidity need that is unrealistic. In addition, the
longer the return period forecasted by catastrophe models, the more uncertain (if not
speculative) the estimates become, making the quantification of this need unreliable.
Suggested edits to the NAIC response:
• Question 1 – Answer “No, as we believe that operating cashflow also needs to be
considered, not just balance sheet values. In addition, we advise against enterprise-wide
approaches that assume full fungibility of funds within a group.”
• Question 2 – Answer “Yes. We recommend recognizing operating cash flow consistent
with the chosen time horizon, and investigating the use of entity-specific ratios rather
than enterprise-wide ratios.”
• Question 3 – Modify the currently proposed answer to add consideration of asset maturity
and trading volumes over a period more consistent with the chosen time horizon.
• Question 7 – Answer “No. We believe that recent historic operating cash flows should be
reflected in the calculation. Such an approach is more consistent with the chosen time
horizon, and reflects how many non-life insurers that do not have callable liabilities are
currently managed.”
• Question 13 – Answer “We are not ready to agree or disagree until more information is
collected with regard to recent situations. We do not believe the 1933 case study is
sufficiently relevant to current times and, in addition, believe that the retail vs.
institutional split proposed is not feasible or sufficiently defined for the U.S.
property/casualty market.”
• Question 15 – Answer “No, as the percentage payout (i.e., 100%) is faster than that
observed from the most extreme events in the relatively recent past. We also believe that
catastrophe models are more reliable the shorter the return period, and conversely less
reliable the longer the return period, such that estimates using a 1-in-250 year return
period may not be sufficiently reliable. We recommend looking at percentage payouts
within the year of occurrence from recent events, as well as investigating the reliability of
catastrophe estimates for longer return periods. (The latter might be accomplished by
comparison of various model estimates for various return periods.)”
• Question 19 – We believe that the proposed approach to derivatives is overly
conservative, and recommend that the NAIC response reflect its experience with AIG’s
derivatives during the 2008 financial crisis.

Attachment Three
International Insurance Relations (G) Committee
4/7/21
Draft: 1/7/21
International Insurance Relations (G) Committee
Virtual Meeting
January 6, 2021
The International Insurance Relations (G) Committee met Jan. 6, 2021. The following Committee members participated: Gary
D. Anderson, Chair (MA); Bruce R. Ramge, Vice Chair (NE); Andrew N. Mais (CT); Karima M. Woods (DC); David Altmaier
(FL); Doug Ommen (IA); James J. Donelon (LA); Anita G. Fox (MI); Chlora Lindley-Myers (MO); Marlene Caride (NJ);
Andrew R. Stolfi (OR); Jessica K. Altman (PA); and Carter Lawrence (TN).
1.

Discussed NAIC Comments on the Joint SIF and IAIS Draft Application Paper on the Supervision of Climate-Related
Risks in the Insurance Sector

Commissioner Anderson explained that the joint Sustainable Insurance Forum (SIF) and International Association of Insurance
Supervisors (IAIS) application paper aims to provide background and guidance on how the IAIS supervisory material can be
used to manage the challenges and opportunities arising from climate-related risks. Following an internal review, including by
the Climate and Resiliency (EX) Task Force, draft NAIC comments were circulated on Dec. 15, 2020. He noted that no
additional input from state insurance regulators or interested parties was received in advance of the conference call.
Ryan Workman (NAIC) provided a detailed overview of the NAIC’s comments on the draft application paper.
David F. Snyder (American Property Casualty Insurance Association—APCIA) thanked the NAIC for its continued efforts at
the international level and engagement with interested parties. He provided an overview of the APCIA’s climate core principles,
which guided its comments on the public consultation, highlighting core principles the APCIA would like the IAIS to focus
on; and he relayed support for the NAIC’s comments as drafted.
Robert Neill (American Council of Life Insurers—ACLI) noted that the ACLI is working on its environmental, social and
governance (ESG) principles, and he suggested that the IAIS work in this area should focus on how climate risks affect the
IAIS’s core objectives related to insurance supervision, and broader policy decisions should be left to individual jurisdictions.
He also stressed that IAIS guidance should remain flexible.
Commissioner Mais made a motion, seconded by Commissioner Caride, to approve the NAIC’s comments (Attachment A).
The motion passed unanimously.
Commissioner Anderson noted that the next calls of the Committee will be held on Jan. 21 and Feb. 3 to discuss additional
IAIS public consultations.
Having no further business, the International Insurance Relations (G) Committee adjourned.
W:\National Meetings\2021\Spring\Cmte\G\Gmin_0106
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Joint SIF - IAIS Draft Application Paper on the Supervision of Climate-related Risks in the Insurance Sector – NAIC Approved Comments
Section/Paragraph
Comment
3
Suggest taking the opportunity to elaborate here:
Climate change presents not only risks but also opportunities for the insurance sector, such as being a driver for innovation.
11
Bottom of paragraph 11, suggest providing a footnote to A2ii and IDF work/initiatives in this area to provide additional
reference and context for the reader.
Table 2
There is a missing period at the end of the table.
33
Last sentence; editorial, suggest:
Also, the evolution of the non-financial performance of investee companies can be a relevant indicator for the variable
remuneration.
77
Suggest avoiding paraphrasing of ICP 20 (this is the principle statement, not an objective) and for additional clarity:
The objective of According to ICP 20 (Public Disclosure) is to the supervisor requires insurers to disclose relevant and
comprehensive information on a timely basis in order to give policyholders and market participants a clear view of their
business activities, risks, performance and financial position which enhances market discipline. Public disclosures on
emerging(ed) risks, including climate change, are of primary relevance to this objective. In establishing disclosure
requirements for climate risks, the supervisor should take into account existing relevant requirements as well as proprietary
and confidential information that could negatively influence the competitive position of an insurer if made available to
competitors.
88
Fourth sentence; editorial, suggest:
They should also describe the actions taken as reaction in response to climate change risks
After page 90 in
Suggest as an update:
Box 5 Examples of Insurers were encouraged to incorporate FSB TCFD guidelines when answering the survey in the Reporting Year 2018
supervisory
NAIC Climate Risk Disclosure Survey 2019 which could effectively align the survey with the TCFD guidelines. For the
practice on
Reporting Year 2019 NAIC Climate Risk Disclosure Survey, due from insurers in August 2020, participating insurers were
disclosure
allowed to submit a TCFD report. Eight groups and eight individual insurers submitted a TCFD report in the Reporting Year
requirements 2019 NAIC Climate Risk Disclosure Survey.
United States

1

APRIL 2021

Attachment Four
International Insurance Relations (G) Committee
4/7/21

AGGREGATING REGULATORY CAPITAL
REQUIREMENTS ACROSS JURISDICTIONS:
THEORETICAL AND PRACTICAL CONSIDERATIONS
American Academy of Actuaries
Research Paper 2021, No. 1
ACTUARY.ORG

EXECUTIVE SUMMARY

Attachment Four
International Insurance Relations (G) Committee
4/7/21

This research paper was written primarily by Steve Jackson, Ph.D., assistant director for research (public policy), American
Academy of Actuaries (“Academy”). The paper was sponsored by Tom Wildsmith, Academy international secretary with advice
and guidance from Academy members Elizabeth Brill, Maryellen Coggins, and William Hines. The paper also benefited from
discussions with and helpful comments by Carmen Suro-Bredie, Qamar Islam, Ned Tyrrell, Matt Walker, and members of the
Academy’s Solvency Committee.
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Aggregating Regulatory Capital
Requirements across Jurisdictions:
Theoretical and Practical Considerations
Especially since the financial crisis of 2007–08, regulators in the U.S. and around the world
have recognized that the solvency of insurance groups as well as that of their individual legal
entities needs to be examined. Efforts toward global regulatory convergence were launched by
the International Association of Insurance Supervisors (IAIS), initiated by the Financial Stability
Board (FSB). These efforts include the negotiation of a group solvency capital standard for all
Internationally Active Insurance Groups (IAIGs): Insurance Capital Standard 2.0 (ICS 2.0). The
approach the IAIS has taken with the International Capital Standard has been largely resisted by
regulatory and industry stakeholders in the United States (and some other countries) based on the
nature of its current regulatory structures. The IAIS has agreed to consider an alternative approach
based on comparability with ICS 2.0—referred to as the aggregation method (AM).
The AM was born of practical necessity. In the United States, the Dodd-Frank Wall Street
Reform and Consumer Protection Act (Dodd-Frank) requires the Federal Reserve Board
(FRB) to regulate holding companies, which include banks and insurance companies. In
2016, an FRB paper proposed a building block approach (BBA) to regulate the capital of
these mixed entities. As banks and insurance companies do not “share any common capital
assessment methodology,” the FRB proposed relying on the existing methodologies for each
sector and to aggregate capital requirements across regulatory frameworks with the use of a
“translating mechanism” called a “scalar.”1
This paper is offered to help clarify the objectives, both conceptual and practical, of a scalar
methodology. It assembles an inventory of possible methodologies. It derives a set of criteria
for the evaluation of methodologies from existing discussions of possible methodologies
and from standard statistical principles. It evaluates each of the methodologies according to
the specified criteria.

1 Board of Governors of the Federal Reserve System, “Comparing Capital Requirements in Different Regulatory Frameworks,” 2019, page iii.
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Scalars are designed to allow regulators in a jurisdiction to have access to a metric of the
capital adequacy of an insurance group—or more generally, of a financial services group—
based on the capital adequacy metrics of its individual components, including those entities
regulated in other jurisdictions. While scalars might be developed for all kinds of entities,
the focus of this paper is on scalars for entities regulated by jurisdictions that specify a
measure of capital adequacy based on the ratio of some measure of available capital to some
measure of the risk inherent in their operations. This measure of inherent risk (which is also
referred to as “required capital” in this paper) might vary: for insurance, it might express
the capital required to account for asset, interest rate, underwriting and/or other risks; for
banking, it might express a risk-weighted measure of assets.
The ideal form of scalars is one where an entity in one jurisdiction hypothetically calculates
its available and required capital as if it operated in the originating jurisdiction while
adjusting (or controlling for) other factors that might affect the safety of the group’s ongoing
operations. Of course, this conceptual “ideal” may be impractical requiring, as it would, each
entity with ownership in a different jurisdiction to maintain two sets of books: one with
accounting principles and solvency measures calculated according to local requirements and
a second one aligning with the principles and practices of the jurisdiction of its ownership.
This ideal might also require adjusting for all other relevant factors, and doing so in a
manner that recognizes the possibility that different accounting practices and/or different
levels of safety inherent in calculations of required capital might already reflect awareness by
jurisdictional regulators of some or all of these other factors.
As this analysis examines possible scalar methodologies, four independent general criteria
for assessment are introduced: validity, reliability, ease of implementation, and stability
of parameters. Translating these criteria to explicitly apply to scalars and elaborating on
specific factors that might be assessed under each of these four general criteria make the
report’s assessments more comparable and more useful.
Four families of methodology for estimating scalars are assessed: No Scalars, Capital Ratios,
Equivalence of Two Points, and Probability of Negative Outcomes. One of these families—
Equivalence of Two Points—turns out to be a generalization of two other families. Each of
the three distinct families include multiple variants. Two variants from each of two families
are specifically assessed and the variants of the third family are assessed as a group. The
evaluation of these methodologies by the criteria just suggested presents issues to consider,
sometimes applying to all branches of a family and sometime applying to one branch but not
others.
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The assessments presented here suggest not only that any scalar methodology will be
imperfect; they also suggest that the extent to which the results produced will vary from
the “ideal” is itself variable, depending on the circumstances (e.g., how much of a company’s
business is accounted for by entities in other jurisdictions). As a result, a final determination
on preferred scalar methodologies likely will vary due to circumstances.
To summarize roughly the assessments of the five methodologies which are assessed in
detail, it is useful to conceptualize two dimensions based on our four criteria of assessment:
1) validity; and 2) simplicity. Validity includes both conceptual validity as discussed in the
paper and the lack of validity that follows from a lack of reliability. Simplicity includes both
conceptual simplicity (discussed as part of validity) as well as ease of implementation. The
best scalar methods would be very simple and highly valid. Unfortunately, none of the
methods assessed here fit that description. Indeed, there is an ordinally inverse relationship
between validity and simplicity, as can be seen in Figure A.

Figure A: Validity and Simplicity of Scalar Methodologies
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Four issues arise to a greater or lesser extent for all of the methodologies assessed, and it
seems prudent to highlight them before concluding. Those issues are:
1. The application of these methodologies to entities in different industries:
Jurisdictions differ by geography and/or by industry. The regulatory regime in a given
geographic unit defines a jurisdiction. Most of the comments in this paper apply
to scalars for entities in different jurisdictions, whether the basis for the difference
is geography, industry, or both. However, it is true for all methodologies (with the
exception of one of the No Scalar methods) that when the entities are in different
industries, a second scalar element is required.
2. The dependence of the anchors for these methodologies on regulatory actions and company
responses (the “problem of endogeneity”):
For all methods discussed in this paper (with the exception of one of the two No Scalar
approaches), the anchors of these methods (e.g., the Capital Adequacy ratio, or the
Probability of Default), are the result, in part, of companies acting under regulatory
requirements. As illustrated in this paper, scalars may adjust for the differences in those
requirements. However, anchors also reflect the actions of regulators within the various
regulatory systems, and the responses of companies to those actions. The anchors then
are products both of the different requirements (for which scalars aim to adjust) and the
responses of regulators and companies to those anchors.
3. The dependence of stability and validity of results on jurisdictional regime stability:
For all methods discussed here, and likely for any other methods that might be
contemplated, the validity of the results, and their stability over time, depends on
regime stability.
4. The value of sensitivity testing in selecting a most desirable method:
In discussing the role of sensitivity testing throughout this paper, two different
dimensions of sensitivity have been implied: 1) sensitivity of results to changes of
parameters within a model; and 2) sensitivity of results to differences in methods of
calculating scalars.
This paper provides a discussion of these issues in more detail as well as possible responses.
As with scalars themselves, there are no perfect solutions.
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While the Academy offers the considerations presented in this paper to be taken into
account by regulators as they consider adoption of scalars as part of the group capital
regulation process, the Academy does not make any specific recommendations in favor of or
against any particular methodology. However, three conclusions do seem to follow from the
analysis presented here:
1.

Methodologies based on observable data are preferable to methodologies based on
assumption, other things being equal. Only the approaches discussed under the
Probability of Negative Outcomes are defined by reference to the analysis of observable
data, and thus deserve heightened attention in any regulatory environment. However,
as discussed, with the advantage of reliance on data come several challenges—many
of them directly related to the reliance on available data. As such, regulators should
consider whether adoption of this methodology, the Probability of Negative Outcomes,
is advisable especially after careful consideration.

2. Almost all methodologies will be prone to increased imperfection if regulatory regimes
change in a manner affecting capital adequacy standards after scalars have been
estimated. While there might be attempts to develop methods by which to calculate
adjustments to scalars based on the changes observed, the optimal way to adjust scalars
for regime change and other changes in relevant conditions is to recalculate the scalars
periodically. Hence, it may be advisable for a periodic recalculation to be made as an
intrinsic element of any methodology adopted.
3. All of the methodologies discussed here are and will be imperfect. While factors that
might be addressed to reduce some of those imperfections have been identified, it is
impossible to find perfect solutions given the criteria of validity, reliability, ease of
implementation, and stability of parameters and results. The question facing regulators
then involves balancing degrees of validity (i.e., how imperfect the measures are, given
what they would be if ideally conceptualized and measured) against degrees of reliability,
ease, and stability. The only reliable way in which to regard those degrees, and to
provide meaningful information with which to select a methodology based on some
optimization of the criteria, is through the application of sensitivity testing as described.
Hence, it may be advisable that the information required to examine the impact of each
selected methodology under varying parameters, and to compare the impact of differing
methodologies, be collected by regulators in order to allow them, at least initially, to rely
on sensitivity testing to determine the best scalars in a particular jurisdiction.
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The complete version of this research
report will be released in the coming
days; you will be able to access the
report at actuary.org/scalars.
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