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IAIS-OECD Survey on Corporate Governance of Insurers
QUESTIONNAIRE FOR OTHER RESPONDENTS

Deadline for responses:

Supervisors: 3 October 2008
All other respondents: 31 October 2008

If you are a Trade Association or Other party:
Name of Trade Association or Other party
Jurisdiction

Contact person (contact details and e-mail)

}

For Trade Associations  Self-regulatory function

If you are a Supervisor:

Name of Supervisor
Jurisdiction
Contact person (contact details and e-mail)

¢

Chinese Taipei

[please select]

If you are a Governmental body (non-supervisory):

Governmental body

Jurisdiction

Contact person (contact details and e-mail)




QUESTIONNAIRE

(Please answer all questions that apply or are relevant to you. Please note that the numbering of questions corresponds
with the numbering in the questionnaire addressed to insurers; there may therefore be gaps in the numbering.)

1. GENERAL
2

In your opinion, what are the key strengths and
weaknesses of insurers’ governance?

3a  Within your jurisdiction, are you aware of any
failure (or near failure) of an insurer directly
attributable to poor corporate governance
standards or practices. Please identify the main
triggers of the (near) failure and, where possible,
provide further references (e.g., formal public
hearings, investigations or commissions
undertaken).

3b  What conditions provide the basis for high-quality
insurer corporate governance and what factors
might be detrimental?

4a .
How have the corporate governance practices of

insurers evolved over the last five years, and what .

future developments are expected?

4b  Please provide copies of any documented

practices on corporate governance applicable to

Strengths: enforced self-regulated corporate governance
conduct, adopting the requirements of the independent
board directors and supervisors

Weaknesses: the quality of professionalisms of
controlling owners, and some family-running insurance
companies conduct weak governance practices

There is a non-life insurance company with financial
deterioration in 2005, which involved frauds of taking
the advantages of the leak of cash flow processes to
transact company’s money into personal accounts.

Board composition, fit and proper

The requirement of independent board directors,
encouraging the insurers to take external auditions,

: educational courses held by the authority for related
staffof the companies

| as attached

insurers in your jurisdiction (please attach to your

response to the questionnaire).

2. GOVERNANCE STRUCTURE

Governance structure refers to the organisation of decision-making and oversight in an entity and includes related

arrvangements and practices.

The governance structure includes both the governing body (i.e., one- or two-tier board of directors) and the
system in which it operates (e.g., shareholder meetings). It involves the assignment of rights and responsibilities
across the organisation and other parties (e.g., shareholders, policyholders, auditors, actuaries).

Elemenis of the governance structure may include: role, structure, and responsibilities of the governing body and
any sub-bodies; linkages with related institutions (conglomerate); shareholder and policyholder oversight
mechanisms (e.g., annual meetings, election of directors), and roles of the actuary and auditor.

General

5 Which of the following factors have an important and specific impact on the governance structure of insurers?
(Please rank each factor with “great importance” [3], “medium importance” [2] or “low importance” [1], or “low

importance”[0]).



Nature of insurance activities and contracts

Policyholder rights and interests

Supervisory requirements for prudent behaviour and proper market conduct

Connections with related parties and controlling shareholders _ i

Expectations of corporate so<:1a1 respon31b111ty

2

2

3
Investments relating to unit-linked insurance products o 2 o

2

3

Other factors (please specify) Transparency and |nformat|on dlsclosure :

Establishment of committees

[please select]

[please select]

6a

\ What board committees are necessary to ensure a

‘ sound and effective system of corporate
governance? Which board committees are
currently required and are new requirements being
considered?

6b

How should the members of these committees be
nominated?

Rlsk management committee, Audit committee

: There is no explicit requirement for the companies to set
up committees within the board. Yet the insurers are
required to facilitate necessary internal controlling
infrastructures and to report to the board of directors or

the competent authority periodically or when necessity.

" The members of the committees should be nominated
i by the board of directors for that the board of directors
| should take the ultimate responsibility of governance.

6¢c  What should the responsibilities of these
committees be?

Internal controls and risk management

The board of directors should audit and be responsible

7 Is a risk management function required by
regulation? Please specify the scope of this
requirement.

There are comﬁa“r'is;wide ﬁgigmanagement requlrements
as for underwriting risk, market risk, operation risk,
legal risk, investment risk, etc.

8 How have internal control and risk management
systems and practices of insurers evolved in
recent years? To what extent were these changes
in response to regulatory developments?

Required the company to facilitate risk modeling, cash
flow testing, etc. More and more companies to have
CROs, qualification requirements for underwriters,

claim adjusters, actuaries, legal personnel, investors, etc.

9 Are specific internal controls and risk
management practices needed with respect to
policyholder funds and accounts (e.g., participating
policyholders or policyholders with unit-linked
products)? Please explain.

The account is required to separate for the insured’s
funds from investment-linked policies. The assets are
required to segment for participating policies, universal
life and interest sensitive annuity.

Conflicts of interest

1la What mechanisms should be in place to manage the following potentlal conflicts of interest:

i

~ Related party transactions

. By the requlrements of the insurance law there are strict regulations '

A




11b

lic

11d

towards the loans and investments with related parties. '

The appointed actuary should submit a profit distribution report to
Determination of policy dividends the board of directors for approval, which suggests the amount of
distributable earnings and the sharing portion of the applicants.

The following situations might introduce interest conflicts: same
Other potential conflicts (please independent board directors in different non-affiliated companies, the
specify) executive manager to be the CEO and chairman in the same time, the
appointed actuary to be the CEQ, etc.

Are there requirements for specific independent
functions? If so, which ones? Are the Yes, for instance, the appointed actuary, internal
requirements for specific independent functions controlling unit and external auditors like accountants

applied across all insurers or only o certain types  are required to be functioning independently.
of insurers or in certain circumstances?

Do laws, regulations, guidance, or self-regulation
establish rules to address conflicts of interest that
are applicable to insurers and the members of the
board of directors?

Yes, for instance, there’re conditions and restrictions in
* the insurance law towards the loans to related parties as
well as the ownership of other entity.

There’re conditions and restrictions in the insurance law
- towards the loans to related parties as well as the
- ownership of other entity. There’re fit and proper
Are there any other measures that are imposed on  requirements for the executive managers of an insurance
the board of directors and/or senior management  company to ensure their integrity and professionalism.

for the purpose of avoiding situations where the The relatives of an internal supervisor cannot be the
quality of corporate governance might be at risk board member or manager of the insurance company.
(e.g., lending to members of the board of . The information of the remunerations of the board
directors, specific remuneration policies)? - directors should be disclosed to the regulators in the

regulatory annual report. The transactions between
 related parties and controlling owners are required to
 declosed to the public in the annual report.

Separation of functions

12a

12b

Which specific functions (e.g., risk management,
actuarial valuations, internal audit and
compliance) are required for insurers to operate
independently?

. The internal control unit, legal compliance unit and risk!
management mechanism are required to operate
independently and to report to the board of directors and
( the supervisory authority.

How should the independence of those functions (e.g., risk management (RM), actuarial valuations (AV),
and internal audit and compliance (IA&C)) be ensured?

RM AV IA&C
Independence of budget g |

Is]
O

Independence of personnel
(e.g., prohibiting persons from taking independent positions because of

-y

prior position or experience with an insurer, supervisory review of [ o
dismissal by the board of directors)

Independence of performance evaluation X | X
Direct reporting to the board of directors, supervisors and/or X x X

8



general meeting

Participation in meetings of the board of directors X X | H ,
Access to the external auditors : H: X | ‘E |
Oversight by board members and/or supervisors 1 ' IZ] X
Others (please describe) RM - o
AV
TA&C o -
12¢ ‘ | We have measures in place to insure the 1ndependen<:1es

of these functions. For instance, the appointed actuary
: should be independent of personnel and the companies
~ should report to the authority upon appointment and

| dismission of an appointed actuary.

Please describe any requirements or measures to
promote the independence of these functions.

[Transparency

nt disclosures towards the

! ownership structure due to the ownership of legal

. entities, which increases the difficulties of tracing the
real controlling shareholders.

13 Are there any specific problems or issues | Yes, there are in
regarding the transparency of governance

structure of insurers?

Mutual insurers
15a Within mutual insurers, how would you evaluate T

the effectiveness of oversight functions at N/A. There’s no mutual insurer in our jurisdiction.
policyholder meetings? :

15b How can it be ensured that such oversight

functions reflect a majority of policyholders’ N/A. There’s no mutual insurer in our jurisdiction. :
interests? !

. 5¢  Please explain how mutual insurer governance :
requirements help to ensure that policyholders’ ' é
interests are appropriately reflected in
management decisions.

Group and conglomerate

16a Do you have the legal authority to review the

governance, internal control and/or risk Yes, the Financial Supervisory Commission is ;
management functions within the head of the responsible for the review. - j
goup?

16b No, legally we only have financial holding vgémpanies,

“which are supervised by the Financial Supervisory
Commission. That means all entities within a group
headquartered in our jurisdiction are financial
institutions and hence are all regulated by the Financial

Do you have the legal authority to review the
internal operations of a non-regulated entity
within a group headquartered in your jurisdiction?

.

Supervisory Commission.

B




16c  What are some of the challenges with supervising
the corporate governance, internal controls and/or
risk management functions within a
group/conglomerate?

Complex inter-group transactions and cross holdings
increase the difficulties to understand the risks held by
the group.

3. STAKEHOLDERS
Policyholders

17a  What arrangements, if any, could protect
policyholder interests within the governance
system of an insurer (e.g., voting rights, management
decision-making, special meetings, election of The introduction of the independent board directors
members of the board, arrangements for participating could be regarded as to represent the policyholders’
policyholder funds)? If arrangements for right in the board of directors.
policyholders with governance related rights (such
as voting rights) and policyholders without such
rights should be different, please explain.

17b Please describe any significant differences (within
an insurer and across different types of insurers,
e.g., shareholding and mutual companies, life and
non-life companies) between policyholders in
terms of duties owed to them, their rights (e.g.,
differences in their rights to receive policy No significant differences.
distribution of surplus, in their ability to elect
directors representing policyholders), and their
role in the governance structure. Please explain
the main rationale for the differences, including
any relevant background information.

17c The manager of legal compliance should assess the
To what extent is policyholder claims i progress of internal control system including claims
management a relevant issue from the perspective : handling and disputes mediation and should report to
of corporate governance? the board of directors and supervisory regulators
annually.

17d  For unit-linked products, what arrangements, if
any, should be established within the governance
structure for the funds associated with unit-linked
insurance products to ensure the appropriate
treatment of these funds (e.g., investment policy,
pricing, equal treatment of policyholders in
redemptions, etc)?

For unit-linked product, the conditions such as
investment policy and pricing are predetermined and

| disclosed to the policyholder and they cannot be altered
| by the decision of the board of directors.

17e Has your jurisdiction established any special
governance rules in respect of the funds
associated with unit-linked insurance products?

The account is required to be separated for the insured’s
; funds associated with unit-linked insurance products.

Redress

here’re private and govermental organizations such as

18a What redress mechanisms are and should be ! Tl
the Non-life Insurance Association, Taiwan Insurance

available to policyholders and/or other g

10



stakeholders? 'mstitiite; Consumers’ Fundations, Consumer Protection
; Committee, etc. to provide free-of-charge services to the
 policyholders to mediate claim disputes.

18b . 2 . Insurers are required to report to the authority semi-
Are insurers or supervisors required to analyse : .
. . . . © annually the number of claim disputes they have had
and disclose information on policyholder : Y . . .
. . . and the handling time of each case. The information will
complaints (e.g., number of complaints, main ’ . ! ,
; be disclosed to the public on the Insurance Bureau’s
contents, etc.)? ; .
' website.
18¢c . The performance of handling policyholder complaints

Is an insurer required to improve its business i has been deployed as a risk factor within Risk-based
. P . | Capital system, also it is an index for the authority’s
practices based on the results of such analysis? i . .2 ey , .
- consideration to approve the non-life insurers’ operation

 into new business scope of short-term health insurance.

Participating policyholders

20a i We have no explicit requirement towards the handling

!

|
How should participating policyholder : . S o
funds/profits (including distribution of surplus) be i_ofpohcyholder s funds/pmﬁts within cqrporate
addressed within the governance structure of an | governance, yet we have introduced various measures of -

insurer with participating policies?

20b How can it be ensured that the distribution of
surplus policy reflects the majority of
policyholders’ interests and is not unduly
influenced by shareholders and/or management?
Please describe practical challenges associated
with coordinating policyholder interests, if any.

_ participanting policy should be determined ex ante and
. submitted to the authority. It is required to disclose to
the potential clients, too. The challenge is the ex post
review, which is of practical difficulty. ‘

20c Do participating policyholders have any
governance rights (e.g., board representation) in
shareholding companies? Are there regulatory
requirements or guidance addressing governance
arrangements and practices surrounding
participating policyholder funds and related
profits/distribution of surplus? Please describe
any relevant issues or experiences.

No. Although there’re explicit protection measures
adopted surrounding participating policies, but the
policyholders are not present in the process.

20d For participating contracts, are policies on future
distribution of surplus required to be made
sufficiently clear so that policyholders can
develop reasonable expectations regarding the Yes, the distribution of surplus is required to indicate :
future stream of distribution of surplus? Must clearly in the policy and disclose to the potential clients. '
insurers seek policyholders’ views on how the ;
source of future distribution, such as unrealised
gains and retained earnings, should be treated?

20e Are there situations where policyholders may not

be appropriately informed of the existence of a No, for there is disclosure requirement in place and we
participation clause (e.g., only the beneficiary is have few complaints in this issue.
informed)?

,1,1 - -




4. FUNCTIONS AND RESPONSIBILITIES OF THE BOARD OF DIRECTORS AND SENIOR

MANAGEMENT
Policies

21  In which main areas regarding the conduct of
insurance business (e.g. risk management,
investment, underwriting, reinsurance,
introduction of new products, related party
transactions etc) are the boards of insurers

required to develop and maintain a written board
policy?

Board independence

222 What practices, arrangements and/or structures

should help to promote the independence of the
board of directors and its committees?

22b
To what extent should members of the board or its
committees (e.g., audit) be non-executive (i.e., not
an employee) and, in the context of a
conglomerate, not be affiliated with related
institutions?

22c What factors, conditions, or incentives tend to

weaken the independence of the board of directors

22d
set in laws, regulation, guidelines, etc.? Please

The boards of the insurers are required to setup internal
control process guidance paper with content related to
companywide operations, risk management, legal
compliance, etc.

The introduction of independent board directors,
internal supervisors, and audit committee would help to
promote the independence of the board of directors.

The board should at least have one fifth and minimum
two independent board members. The independent
board directors should not be the employees of the
company or affiliated entities. One person cannot
present as an independent board director for more than

three companies.

There is no limitation for the number or portion of

or of individual mermbers of the board of insurers? _*eCV® SIET Wifhin & board of directors.

Is there any specific definition for “independence . No, there are only qualification requirements for the
outline the definition/criteria. | independent board directors

-~ R —

Are there any requirements on the number of
independent directors within the board and/or its
committees?

! The board should at least have one fifth and minimum

. two independent board directors. The independent board
- directors should not be the employees of the company or
 affiliated entities. One person cannot present as an

- independent board member for more than three

t
i

companies.

Ethical conduct and corporate social responsibility

23a  Are boards of directors required or encouraged to
set ethical standards (for themselves and possibly
also management) or standards for corporate

Can the promotion of ethical conduct, standards, :
and values have any appreciable impact on the i

| Nl

social responsibility? L

Yes, it can be promoted via the setup of self-regulation
ethic standard and continuing education. The promotion

12



governance of insurers? If so, how best can these
been promoted within the board and the insurer
more generally? Are there specific standards or
values that deserve special attention within an
insurer?

23c¢  Please provide any concrete examples where such
ethical standards and/or corporate social
responsibility standards have been applied and
have changed the behaviour of an insurer.

Functions and responsibilities of senior management

24a

What should be the main functions of senior
management in the corporate governance
framework of insurers?

How should the board hold senior management
accountable?

Are there requirements or practices pertaining to
reports to the board of directors, such as the
content, frequency and relevance of management
information (e.g., reporting against the policies
and strategies set by the board of directors)?

_Reporting

25  What type(s) of reporting systems should be
established within an insurer (e.g., committees to
the board, management to the board and/or
committees, board to shareholders, external

below on auditors)?

26  Please describe how it should be ensured that the
board of directors (especially independent
members of the board) can access and/or receive
all relevant information to fulfil their expected
roles appropriately and thoroughly (e.g., can
attend all board meetings and other relevant
meetings, can interview any business unit without
notification, have an independent budget allowing
them to employ external consultants).

of social liability and microinsurance deserve special
attention.

N/A

The board of directors should setup high ethical

_ standards and the senior managers should facilitate clear
. and practical processes in corporate governance to
. ensure an on-going, appropriate, and effective process

of adherence to those standards.

The employments and dismissions of senior mangers
are approved by the board and the senior managers
should report to the board on corporate governance and
be reviewed by the board for their dicision making and
efforts.

Yes, we have several reporting requirements such as

* daily report for the fair values of the invested derivative
products, monthly report for the net and gross amount of

_ effective insurance policies and the assessment of the
hedge of derivative products, and yearly report for the

- progress of internal control mechanism.

| The reporting systems such as management to the board, -

! board to shareholders, internal audit to board, and

insurer.

1

! external auditor to board should be established within an .
auditor to committees and/or board) (see questions : ’

It is common practices in our jurisdiction that the

i all board and other meetings, interview any business
unit without notification, and have an independent
budget to employ external consultants.

i independent board directors can have the rights to attend "




Accountability

27
What is the best way to make members of the
board and the board as a whole accountable with
respect to their duties and responsibilities?

Review

28

According to the company act, the board and the
members of the board are legally responsible for their
decisions and operations under the principle of authority
and responsibility.

Internal reviews should be built up for reviewing the

deviations between company’s operations and the pre-

What should be the nature and frequency of
internal and external reviews of corporate
governance structures and practices?

Fitness and qualifications

29a

29b

29¢

29d

29e

How should insurers ensure that individual board
members and the board collectively have enough
knowledge to monitor and oversee the activities of
the insurer appropriately, particularly where
specific expertise is needed?

Are there any specific requirements for the
compositions of members of a board of directors
in terms of qualification of directors, board size,
maximum age of directors, maximum years of
tenure, minimum or maximum years of
experience in specific areas, maximum number of
board memberships each board member can hold,
etc? Please describe any specific requirements
established in order to promote the quality of :
decision-making by the board of directors. '

]
|
|
i
|

setup goal on a higher frequency of every one year.

External reviews are to examine the structure and
operations of the company in an independent and
professional point of view on a lower frequency that can
be longer than every one year.

The professionalisms, ethics, and experiences
requirements for the independent board directors and
specific minimum portion of other board members will
be helpful for the board to fulfill its duties.

+ We have specific requirements on the professionalisms,
- ethics, and experiences of the independent board

i directors and minimum portion of one fifth of board

| members. The board should at least have one fifth and

| minimum two independent board directors. The

independent board directors should not be the
employees of the company or affiliated entities. One
person cannot present as an independent board member °
for more than three companies.

Are there specific criteria for evaluating the
fitness and propriety of owners (e.g., main
shareholders), members of the board of directors,
and senior management? When do such
evaluations take place—before or during their
term?

There are professionalisms, ethics, and experiences
requirements for the board directors and executive
managers before the appointments, and will be reviewed
when necessary during their terms.

Are insurers required to notify their supervisor of
any changes of owners (e.g., main shareholders),

members of the board of directors, and senior |
management?

Who has the responsibility to report these

i
|
changes? {

f CEO or chairman of the insurer

Yes, for the revisions of appointed actuary, CEO, and

| managers of internal auditors and legal compliance, the

company should report to the authority and disclose the
information on their websites.
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Remuneration and benefits

30a How should incentives be aligned such that senior
management and directors fulfil their functions
appropriately with the long-term interests of the
insurer in mind?

30b

What disclosures should be made regarding
remuneration and benefits?

5. ACTUARY OR THE ACTUARIAL FUNCTION
J

General

3la Are insurers required to have an actuary {or an
actuarial function)?

The compensation and performance should be
connected and disclosed.

The remuneration and benefits should be approved in
the shareholders’ meeting and report to the authority. -

- The insurer is also required to disclose the calculating

methodology and related information in their annual

report.

Yes.

' In general, the actuary or appointed actuary should be

responsible or partially responsible for the followings:
pricing and valuation of the insurance products,
suggesting the profit sharing of participating policies,

- asset liability management, risk management, giving

* opinions to the investment policies, assessing the

solvency of the insurer, reporting any abnormalities to
the CEO or the authority, etc.

. There had been rules of punishments adopted for

violating the regulations towards appointed actuaries

" since 2008.

The appointed actuary is responsiblé for reserves
. decision and portions of profit sharing of participating

. policies.

31b
What are the powers, responsibilities, and duties
of actuaries in your jurisdiction as set out in
legislation or regulation and have these changed
in recent years? Do actuaries have any duties to
policyholders?

31c

Who is responsible for appointing the actuary (or
the person in charge of the actuarial function)?
Are there qualification requirements for actuaries? :

i

' The nomination of an appointed actuary shouldbe

approved by more than half of the presenting board
directors while more than half of total board directors

* should be presenting in the meeting.

- Yes, to be an actuary, one should meet the following

qualifications: having related work experiences for more

i than five years, registered as a fellow of domestic or

© admitted foreign actuary’s association, and attending the

- ethics course.

31d Are insurers required to set transparent and fair

qualification/selection criteria and selection
processes for actuaries? Please describe them. Are

No, the insurers just follow related regulations and the
: name of their appointed actuaries will be disclosed on

~such criteria and processes disclosed to

| their websites.
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policyholders?

3le
Are actuaries in your jurisdiction
required/expected to play a supervisory role? If
yes, please describe this role.

31f  Are there differences between life and non-life
insurers with respect to regulatory requirements
and standards?

Quality

32a .
Is there a system of regulatory oversight of the
actuarial profession in your jurisdiction, or is
there a system of self-regulation? Do these
systems include an independent peer-review
process?

32b How effective are these systems?

6. EXTERNAL AUDITOR

General

33a
Who is responsible for appointing the external
auditor(s)?

33b
Are there qualification requirements for external
auditors? What are the powers, responsibilities,
and duties of auditors in your jurisdiction as set
out in legislation or regulation and have these
changed in recent years?

33c Do auditors have any duties to policyholders?

33d

Are auditors in your jurisdiction

Yes, the appointed actuary should report any
abnormalities to the CEO and then to the board if
situations remained, or directly to the authority upon
significant events.

No.

There is self-regulatory conduct set out by the actuary’s
association for the appointed actuary. The appointed
actuary’s annual report will be reviewed by other
independent institute. The peer-review is not included in
the system.

The appointed actuary system was introduced in 2003.
Through the review of independent institute, the quality
of the actuarial report has been improved. The adequacy
of reserves is more transparent and hence advances the
policyholder’s benefits.

- The appointments of external auditors should be

- approved by more than half of the presenting board
directors while more than half of total board directors

* should be presenting in the meeting.

. Yes. Taking the CPA for example, there is a national

- CPA examination for the qualification of CPAs. There

- are also fit and proper and other requirements for the

- operations of a CPA in the Certified Public Accountant
Law.

- The regulations towards CPA are stricter in recent years
- and the CPA is suggested to seek financial protections
- from liability insurance.

~ Yes, the audit report should be disclosed on the
© Insurer’s website. ’

. Yes. For instance, the CPA is required to report to the
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required/expected to play a supervisory role? If
yes, please describe this role.

Independence and Quality

34a How can the independence of the external auditor
be maintained (e.g., clear disclosure of
appointment, removal of external auditors,
disclosure of policies regarding auditing fee
levels)?

34b
How is the quality of the external auditor
ensured? (e.g., features of the system of self-
regulation or regulation, such as peer review,
ethical standards, etc)

34c Is the disclosure of any selection criteria/ process
of the external auditor and/or reporting thereof to

the supervisor required?

34d Isthere an appropriate separation between audit
and non-audit services? If yes, please explain

briefly.

34e Isthere a requirement of external auditors to

inform, shareholders and/or the board of directors

about any involvement of board members or
senior management in illegal activities, fraud or
insider abuse?

34f Do auditors have the legal obligation to report to

have in relation to the insurer?

34g Comments (if any):

Relationship with Actuary

35  What role should the auditors play in respect of

authoﬁfy when the insurer is not c'oop'erati\'/'e' dunng
audit period, or the CPA finds significant fraud as well
as insolvency of the insurer, etc.

There are disclosure requirements for the name and
approved certificate number of the appointed actuary,
the names of the auditing CPA and the firm where

~ he/she works with, etc.

The quality of the external auditor is ensured via

- qualification examination, self-regulatory conduct set
out by the association, acts or regulations, and
information disclosures upon appointment and

+ dismissions.

- No

Yes

Yes

" Yes

the supervisory authority any concerns they might -

- For question 34d, the insurer should disclose the

. auditing fee levels when the fee of non-audit services

* exceeds one fourth of audit services as well as when the
. fee of non-audit services exceeds five hundred thousand
. NT dollars.

' For question 34f, the external auditor has legal

. obligations to report to the supervisors upon specific

* situations.

_f_D_uI_ing the audit, the external auditor would rely on the

+———thevaluation of liabilities-of an insurer?-Should—

they rely on the work of an auditor or do they i information provided by the appoir}"’.c?g actuary, such as
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perform their own due diligence? What should be  reserves, and by other professionals, such as estimation

the relationship between the actuary and the of outstanding claims by adjusters. The external auditors

external auditor? should cooperate with each other and with internal
professionals and have the ability to exam the
reasonableness of the information.

7. SUPERVISION

36a The role of corporate governance is critical in the
supervisory system as the trend of insurance regulations
towards principle base on rule base. The facilitation of
What role does corporate governance play inthe  strong corporate governance and cooperation with
prudential framework in your jurisdiction? external auditors would help with the improvement of
market conduct as well as improve the insurer’s
financial strength, and hence would advance the
policyholder’s benefits ultimately.
36b Are there any specific supervisory challenges Yes. Lack of fit and proper requirements for controlling
associated with corporate governance in the owners might weaken the quality of corporate
insurance sector? governance.
36c  Are corporate governance standards and practices
at insurers regularly reviewed and enforced (e.g.,
. - Yes.
regular assessment through on-site inspections
and offsite supervision)?
8. OTHER
Disclosure
37a Beyc?nd prov1d1ng marka disclosures as may be There are disclosure requirements for the information,
required by securities laws, or general disclosures s . .
; which is affective to the benefits of the policyholders,
to stakeholders as may be required by corporate . . ;
o ; such as revision of ownerships, major legal event,
governance legislation, what other disclosures .. o
. . . revision of CPA, financial difficulty, fraud, penalty by
should specifically be made by insurers and to .
the authority, etc.
37b What should be the vehicle for making these Website, written documents on the office counter, and
disclosures (e.g., annual report, statements to
policyholders)?
37c
Are insurers and their board of directors required * composite of controlling ownerships, auditing CPA and
to disclose and explain their governance structure  appointed actuary employed, business with related
to the public (i.e., shareholders, policyholders, the parties and affiliated entities, etc. The disclosure for
supervisory authority and/or public)? corporate governance is required by the self-regulatory
- conduct.
37d  Are insurers required to explain how their

governance structure takes into account the ' No.
interests of policyholders?




38  Arethere any govemance practices that, in your

opinion, can best be achieved though disclosure Yes, the disclosure of the remuneration and the standard
rather than through specific supervisory of remuneration would be an effective measure to
requirements? In your opinion, which governance - prevent interest conflicts for executive managers and
practices should be mandatory for an insurance board directors.

company?

Lessons of recent market turmoil
3% What lessons have be learned from the current ‘ '}t and The maj ‘orlt.ylofboard of directs should meet the
market turmoil with regard to the corporate 1t and propet priciple

governance of insurers (e.g., structured products, = 2. Insurers should appoint independent directors
off-balance sheet reporting, etc.)? and establish audit committee

39 The role of corporate governance has been addressed by
the authority and has been well recognized by the
industry. Currently there is a research program of the
enhancement of the information disclosure for the
interests of the public and stakeholders. Also the
insurers are encouraged to take external audit from
independent and professional institutions to strengthen

. their practices of corporate governance.

Has the recent market turmoil generated any
specific plans to enhance the structure or practices
of corporate governance?

Self-regulation

4la How can insurance trade associations supplement  The insurance trade associations can contribute in the
and deepen legal requirements for corporate . standard drafting and provide best practices of the
governance? ! industry.

41b Please provide specific examples of corporate
governance structures and practices that can be

N better implemented through self-regulation rather

’ than through legal or supervisory requirements.

| The due diligence of the board directors would be better
implemented through self-regulation rather than
; supervisory requirements.

Proportionality and competitive effects

42a  Under your regulatory regime, is corporate
governance regulation applied according to the ‘ No
nature, scale and complexity of an insurer’s :
business? ‘
If yes, please describe any significant differences
and rationale for the differences. .

420 In your view, have proportionality principles © We share the view that the proportionality principle is
contributed towards achieving a level playing . necessary to achieve level playing field amongst various
field amongst various insurers in terms of . insurers for the interests of the policyholders because

govemnance and compliance costs? Please explain. | the practice of corporate governance is related to the

~nature;-scale;-and-complexity-of the insurer’s-business:——————-




Additional insights

44 Independent internal supervisors system, balance

between the voting right and cash flow right, and
independent board directors system

Please provide any other insights which you think
are relevant to corporate governance of insurers.

Thank you for your cooperation!
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International Association of Insurance Supervisors
Governance and Compliance Subcommittee

National Association of Insurance Commissioners
444 North Capitol Street NW, Suite 701
Washington, DC 20001

20 November 2008, 9.00 — 17.30
21 November 2008, 8.30 - 17.00

Open to Members and Observers

Draft agenda

20 November 2008

9.00 - 1. Approval of the agenda
10.30
2. Report from the Chair
10.30 - Coffee break
11.00
11.00 - 3. Update and discussion of the compilation and analysis of the survey
12.30 responses
12.30 —
13.30 Lunch
14.00 - 4. The draft Issues Paper
15.30
15.30 - Coffee break
16.00
16.00 - The draft Issues Paper, continued
17.30

W
#

‘Governance and Compliance Subcommittee
Draft dated 28 October 2008 -

---Agenda for meeting on 20-21 November 2008
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21 November 2008

8.30 — 5. Teleconference — members and observers are asked to phone in at
10.30 9.00 Washington time at this number: +1 412-317-6715
10.30 - Coffee break
11.00
11.00 - 6. The draft [ssues Paper, continued
12.30
12.30 -
13.30 Lunch
14.00 — The draft Issues Paper, continued
15.30
7. Preparation for the Paris roundtable
15.30 — Coffee break
16.00
16.00 — 8. Next meetings
17.00
9. Any other business
Governance and Compliance Subcommittee Agenda for meeting on 20-21 November 2008

Draft dated 28 October 2008




Appendix 2

Governance and Compliance Subcommittee members

Name

Jurisdiction

Maarten Hage

Netherlands — Authority (Chair)

Ann Nee Kee

Singapore (Vice Chair)

Teresa Valle Argentina
Nader Al Mandeel Bahrain
Shanna Lespere Bermuda

Julien Reid Canada (Quebec)
Kai-Yuan Chern Chinese Taipei
Ines Alpert European Commission
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12 November 2008

Report of IAIS Subgroup on Microinsurance

to Governance and Compliance Subcommittee

The IAIS-CGAP Joint Working Group met on 15-16 September 2008 in Basel,
Switzerland and 3-4 November in Cartagena, Colombia. The main agenda items
included:

a. Work plan of Subgroup of Microinsurance and |AIS-CGAP JWG for 2009-2010
and 2010-11

b. Funding proposal - Access to Insurance Initiative

Work plan of Subgroup of Microinsurance and IAIS-CGAP JWG for 2009-2010
and 2010-11

a. Issues paper on the regulation and supervision of mutual
organisations, in relation to microinsurance, in emerging economies
(October 2010):

» [/t was decided to delay the time line for adoption of the paper by IAIS
Technical Committee from October 2009 to October 2010.

» The following members present volunteered themselves to form part of the
drafting group for the /ssues paper on the regulation and supervision of
mutuals: Regina Lidia Giordano Simdes, Hong Qiang Huo, Harald
Eschmann, G. Prabhakara, Jacky Huma, Craig Thorburn, Sabbir Pate|,
Kulmie Samantar, Doubell Chamberiain, Brigitte Klein, Martina Wiedmaier-
Pfister, Sabrina Regent, Doug Barnert, and Arup Chatterjee.

= |t was also agreed that the findings from the survey and the country
studies on the role of mutuals shall be combined and form part of a Focus
Note

» A draft workplan shall be circulated and time lines shall be circulated for
discussion of the next steps via teleconference to be held sometime in the
last week of November 2008.

b. Standards and guidance paper on regulation and supervision of
microinsurance (October 2010) - first draft to be ready by October 2009

= Presentation of the country study synthesis report, its background and
future steps was made. Members present acknowiedged that the report
was of a high quality.

» |t was agreed that Craig Thorburn and Alan Seeley shall draw linkages
from the Country study synthesis report and the Issues paper and come
with an outline of the draft standards for requlation and supervision of
microinsurance for further deliberation within the JWG during its meeting
in February 2009.

=  Members felt that such an exercise will be useful for starting with the due
process for paper development as envisaged in the work plan.

W
(s
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c. Development of a road map and work plan, and Capacity development
and training of supervisors and policy makers

* Members deliberated on the following points: (i) development of a road
map and work plan; (i) capacity development and training of
supervisors and policy makers, and (iii) supporting implementation of
IAIS ICPs and standards, and (iv) development of a data base for
microinsurance regulations.

» [t was agreed that the JWG may seek guidance from the IAIS
Implementation Committee on their training and implementation
strategy and try to work closely so that it can play a complementary role.

* Members also agreed to have a survey of IAIS members on the various
needs for ftraining, preferred mode of delivery and standard
implementation, including translations, so that it is easy to identify and
prioritise development of different tools and materials. Such an exercise
would also be useful to seek funding as it would reflect the real needs
as demanded by supervisors.

» The Secretariat was requested to liaise with the IAIS Implementation
Committee and report on the developments at the next meeting. This
input would be vital for developing a road map and earmarking
resources once the Access to Insurance Initiative is operationalised.

Funding proposal - Access to Insurance Initiative

A presentation was made outlining the main features of the funding proposal for
improving access to insurance. It was explained as to how this initiative will
generate, validate and disseminate knowledge on how appropriate regulation
and supervision can facilitate the provision of greater access to insurance
markets for low income clients. It will provide inputs to the International
Association of Insurance Supervisors(lAlS) to develop standards and
guidelines that will grow more inclusive insurance markets.

The Access to Insurance Initiative is a seven year program jointly sponsored
by the IAIS, the German Development Cooperation / BMZ, the World Bank, the
International Labor Organization (ILO) and FinMark Trust and is likely to
commence operations by June 2009.

Through this initiative the IAIS would be able to develop and disseminate training
tools and instruments (driven by demand from IAIS members and by market
need), as well as assessment and other capacity building development tools,
including translations of 1AIS papers. it will also foster awareness about the role
of regulation and supervision in the development of inclusive insurance
markets and link up with similar initiatives aimed at improving regulation and
supervision of financial services.

Other priority areas identified are:
- The role that microinsurance can play in the provision of essential
health services for poor people
- How mutuals and cooperatives (that play a crucial role in risk mitigation
for the poor) should be regulated and supervised to facilitate their
playing an optimal role in the development of microinsurance markets
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Developing product-based guidance, for example on risk-based supervision
etc.

The relationship between social security interventions (government-
subsidised interventions) and the provision of market-based risk
mitigation products for low income groups

The governance arrangements would reflect the close working
relationship between the A2l and the IAIS, a relationship that is
essential to the achievement of the objectives of the programme.

5.  Future meetings are proposed in:

Microinsurance Subgroup of the Governance and Compliance Subcommittee

Date Location (city, | Rationale for location Open to Observers (if
countns not_nrovide rationale) |
Basel, Switzerland/ . ,

February 2009 or Atlanta, USA Location of Secretariat Yes

April 2009 China Location of member Yes
Rio de Janeiro,

June/July 2009 | Brazil or venue of | Location of Chair Yes
ASSAL meeting
Rio de Janeiro, | Information session at

October 2009 | g (TBC) riannual meeting Yes

November Back-to-back with CGAP

2009 Senegal Annual Conference Yes
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Introduction

1. The International Association of Insurance Supervisors (IAlS) and the Organisation
for Economic Co-operation and Development (OECD) have agreed to issue a joint
issues paper on the corporate governance of insurers.

2 The OECD published Guidelines for Insurers’ Governance in 2005 as a
complement to the OECD Principles of Corporate Governance. The Guidelines provide
governments and the insurance industry with a roadmap for promoting insurer corporate
governance, and thereby better protecting policyholders and other stakeholders. In view
of this extensive regulation and oversight of the insurance sector, the OECD pursued
two main objectives in drafting the Guidelines:

. to provide complementary guidance that would help the sector to enhance the
protection of policyholiders and/or shareholders beyond the protection already
provided by existing regulation and supervision; and

. to develop complementary guidance specifically directed to the insurance sector
that would supplement corporate governance rules generally applicable to
corporations.

3. As mandated by the OECD Council, the IPPC is required to initiate a review of the
Guidelines in 2008 and, to this end, has formed an ad hoc IPPC Task Force on
Corporate (Governance (IPPC Task Force) to provide assistance to the IPPC and
facilitate coordination with the I1AIS.

4. Since its inception in 1994, the IAIS has developed a number of principles,
standards and guidance papers to help promote the development, domestically and
globally, of well-regulated insurance markets. Central to this objective is the
development of a common framework for insurance supervision that establishes a
common structure within which standards and guidance may be developed. Governance
is one of the elements of the framework.

5. The Insurance Core Principles’ consist of essential principles that should be in
place for a supervisory system to be effective and serve as a basic benchmark for
insurance supervisors in all jurisdictions. insurance Core Principle 9 states that “The
corporate governance framework recognises and protects rights of all interested parties.
The supervisory authority requires compliance with all applicable corporate governarce
standards”. However, the IAIS Report on the ICP Self-Assessment Exercise 2004/05°
(February 2008) identified that corporate governance is one of principles with a low level
of observance. '

6. The former Corporate Governance Task Force of the IAIS reviewed existing
corporate governance guidance, _including material prepared by IAIS, the Basel
Committee on Banking Supervision (BCBS) and international Organisation of Securities
Commission (I0SCO), the OECD, and self-regulatory entities. In a document titled
“Main Elements of Insurer Corporate Governance,” the IAIS Corporate Governance Task

! JAIS Insurance Core Principles and Methodology (October 2003).

2 The IAIS Task Force on Assessment and Implementation of Core Principles. ‘
\
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Force summarised the main elements of insurer corporate governance. The IAIS
endorsed this summary document in October 2007.

7. To obtain information on current practices in the corporate governance of insurers
and views on what might constitute good practices, the I1AIS and the OECD conducted a
joint survey on the corporate governance of insurers. The survey report is available on
the 1AIS and OECD websites.

8.  The Issues Paper builds on the OECD Guidelines and the IAIS “Main Elements of
Insurer Corporate Governance” as well as the answers to the [AIS/OECD survey. It
addresses sector-specific issues of corporate governance related for instance to the
responsibilities of fiduciaries, the rights of policyholders and beneficiaries and the non-
corporate (e.g. mutual) nature of some insurers. The insurance business is characterised
by complex principal-agent relationships, as well as asymmetry in market power and
information among various stakeholders.

9. From a supervisory point of view, corporate governance is important because the
functioning of an insurer affects its risk profile. Effective corporate governance allows the
supervisor to rely on the work performed by the board of directors and senior
management and, in so doing, allows the supervisory process to operate more efficiently
and effectively than it could in the absence of such reliance. However, this reliance is
only possible if the supervisor satisfies himself, on a regular basis that the corporate
governance is, in fact, appropriate, implemented and complied with.

10. The objective of the Issues Paper is to explore, highlight and discuss the main
issues relevant to the corporate governance of insurers that will form the basis for an
IAIS Supervisory Paper, as well as providing input to the revision of the Insurance Core
Principles and to the review of the OECD Guidelines.

11.  The main issues of corporate governance discussed in this issues paper should be
interpreted in the light of the principle of proportionality. The principle of proportionality
requires the provisions of a supervisory regime to be applied proportionate to the nature,
scale and complexity of the risks to which the insurer is exposed. Supervisors throughout
the world will encounter many variances in the practical application of the corporate
governance issues arising from the specific circumstances and conditions in their

insurance industry. '

12. It is recognised that some of the issues covered in this paper are also dealt with in
other 1AIS and OECD papers. This paper takes a corporate governance approach and
the issues are discussed in a governance context. Other 1AIS and OECD papers discuss
some of these issues from other perspectives.

13. The paper refers to a corporate governance structure composed of a board of
directors and senior management. The terminology “board of directors” and “senior
management” is used in a functional and not a legal sense.

14. The lssues Paper discusses the following elements of corporate governance of
insurers: governance structures, functioning of the board, risk control functions, the
actuary, external audit, disclosure and transparency, relationship with stakeholders and
interaction with the supervisor. The last chapter provides conclusions and
recommendations.
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Governance Structures

Different board structures

15. Different governance structures exist. Due to differences in corporate law,
governance and board structures differ across states. Yet, within each institution and
regardless of the specific governance structure there are two key functions that must be
fulfiled: supervision and management. These functions can either be entrusted to a
single body or spread over separate bodies. A board of directors may include top
executives - often referred to as “inside” directors - and outside directors who are neither
employees nor stakeholders in the company. This is called one-tiered board. Two-tiered
boards have one tier acting as board and the other acting as supervisory board.

Discussion Point:
We probably should draft a glossary as an appendix explaining phrases like board,
senior management etc.

16. A board of directors is a body of elected or appointed persons who jointly oversee
the activities of a company or organisation. The body sometimes has a different name,
such as board of trustees, board of governors, board of managers, or executive board. It
is often simply referred to as "the board." A board's activities are determined by the
powers, duties, and responsibilities delegated to it or conferred on it by an authority
outside itself. These matters are typically detailed in the organisation's bylaws. The
bylaws commonly also specify the number of members of the board, how they are to be
chosen, and when they are to meet.

17. The legal responsibilities of boards and board members vary with the nature of the
organisation, and with the jurisdiction within which it operates. For public corporations,
these responsibilities are typically much more rigorous and complex than for those of
other types. Typically the board chooses one of its members to be the chair or
chairperson of the board of directors, traditionally also called chairman or chairwoman.

18. Directors are the members of a board of directors. Directors must be individuals.
Directors can be owners, managers, or any other individual elected by the owners of the
business entity. Directors who are owners and/or managers are sometimes referred to
as inside directors, insiders or interested directors. Directors who are managers are
sometimes referred to as executive directors. Directors who are not ownhers or managers
are sometimes referred to as outside directors, outsiders, disinterested directors,
independent directors, or non-executive directors.

19. The role and responsibilities of a board of directors vary depending on the nature
and type of business entity and the laws applying to the entity. For example, the nature
of the business entity may be one that is traded on a public market (public company), not
traded on a public market (a private, limited or closely held company), owned by family
members (a family business), or exempt from income taxes (a non-profit, not for profit, or
tax-exempt entity). There are numerous type of business entities available throughout
the world such as a corporation, limited liability company, cooperative, business trust,
partnership, private limited company, and public limited company.

20. Directors must exercise their powers for a proper purpose. While in many
instances an improper purpose is readily evident, such as a director looking to feather
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his or her own nest or divert an investment opportunity to a relative, such breaches
usually involve a breach of the director's duty to act in good faith. Greater difficulties
arise where the director, while acting in good faith, is serving a purpose that is not
regarded by the law as proper. Directors cannot, without the consent of the company,
fetter their discretion in relation to the exercise of their powers, and cannot bind
themselves to vote in a particular way at future board meetings. This is so even if there
is no improper motive or purpose, and no personal advantage to the director.

“ 24, This does not mean, however, that the board cannot agree to the company
entering into a contract which binds the company to a certain course, even if certain
actions in that course will require further board approval. The company remains bound,
but the directors retain the discretion to vote against taking the future actions (although
that may involve a breach by the company of the contract that the board previously
approved).

Board committees

22. Sound governance requires that the decision-making process be clearly stated
within each institution, in terms of hierarchy and level of responsibility. The board may
delegate some of its tasks to board committees. However, the board carries full and
complete responsibility for both abovementioned functions, irrespective of the delegation
or allocation of tasks and functions. A board committee is an operating committee of the
board of directors. Committee members are drawn from members of the Company's
board of directors, with a chairperson selected from among the members. Often board
committees of a publicly-traded company are composed of independent and outside
directors referred to as non-executive directors.

23. These committees can include:

. audit committee

) compliance committee

. remuneration committee

. disclosure committee

24, The duties of all board committees are typically described in a committee charter,
often available on the entity's website.

Audit committee

25. Responsibilities of the audit committee typically include:

. Overseeing the financial reporting and disclosure process.

. Monitoring choice of accounting policies and principles.

. Overseeing hiring, performance and independence of the external auditors.
. Oversight of regulatory compliance, ethics, and whistleblower hotlines.

. Monitoring internal control process.

. Overseeing the performance of the internal audit function.

. Discussing risk management policies and practices with management.

1
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Compliance committee
26. Responsibilities of the compliance committee typically include:
. Supervising the compliance organisation, activities and risk profile.

. Supervising, monitoring and advising the board on the effect of internal risk
management and control systems, including supervision of the enforcement of the
relevant legislation and regulations, and supervising the effect of codes of conduct.

. Setting the correct tone from the top by communicating the importance of
compliance to the board and supervising the board's similar communications
regarding the importance of compliance to the bank.

Remuneration committee
27 The remuneration committee shall in any event have the following duties:
. drafting a proposal for the remuneration policy to be pursued;

. drafting a proposal for the remuneration of the individual members of the board, for
adoption by the supervisory board; such proposal shall, in any event, deal with: (i)
the remuneration structure and (i) the amount of the fixed remuneration, the
shares and/or options to be granted and/or other variable remuneration
components, pension rights, redundancy pay and other forms of compensation to
be awarded, as well as the performance criteria and their application;

J preparing the remuneration report as referred to in best practice provision.

Discussion Point:
How much detail should we add to the debate on remuneration and incentive schemes

in the light of the turbulence on financial markets?

Disclosure committee
28. Responsibilities of the disclosure committee typically include:

. Evaluate the effectiveness of disclosure controls and procedures and help to
assess the quality of the disclosures

. Supervising, monitoring and advising the board on the effect of internal risk
management and control systems, including supervision of the enforcement of the
relevant legislation and regulations, and supervising the effect of codes of conduct.

Discussion Point:
How much detail do we want to put into the organisation and functioning of these board

committees (regarding their charter, appointment, evaluation etc)?.
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Conflict of duty and interest

29. As fiduciaries, the directors may not put themselves in a position where their
interests and duties conflict with the duties that they owe to the company. The law takes
the view that good faith must not only be done, but must be manifestly seen to be done,
and zealously patrols the conduct of directors in this regard; and will not allow directors
to escape liability by asserting that his decision was in fact well founded.

30. Any conflict of interest or apparent conflict of interest between the company and
board members shall be avoided. Decisions to enter into transactions under which board
members would have conflicts of interest that are of material significance to the company
and/or to the relevant board member require the approval of the supervisory board.

31. By definition, where a director enters into a transaction with a company, there is a
conflict between the director's interest (to do well for himself out of the transaction) and
his duty to the company (to ensure that the company gets as much as it can out of the
transaction). This rule is so strictly enforced that, even where the conflict of interest or
conflict of duty is purely hypothetical, the directors can be forced to disgorge all personal
gains arising from it.

Qualifications of significant owners

32. Significant owners or controlling shareholders should be suitable to fulfil their roles.
This requires that they, at a minimum, have integrity and appropriate qualifications and a
sound financial position. Proposed owners must have the resources to provide the
minimum capital required.

Mutuals

33. Typical issues regarding mutuals include:

. Appointment of directors and their independence

. Evaluation of the board

. Member relations/influence

Discussion Point:
What elements should be added to the section on mutuals?
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Functioning of the Board

Introduction

34. The modern corporate structure involves an investor or shareholder delegation of
management responsibility to a board of directors. The board is thereby legally
obligated to manage company affairs in the interests of shareholders and/or
policyholders (and, in some jurisdictions, other stakeholders). Board functioning is core
to corporate governance. Proper board functioning also has broader implications. With
increasingly diffuse stock ownership and more sophisticated corporate conglomerates,
continued viability of corporate structures depends upon effective governance and
board-of-director monitoring.

Source of Board Functions

35 Board functions arise from at least three sources. First, the state of incorporation
imposes statutory or rule-based requirements, including minimum requirements related
to board composition and functions. Second, legal duties arising out of common law (or
case law) have led to certain required board functions (e.g., in some jurisdictions, the
“duty of care” has resulted in board implementation of more rigorous internal reporting
structures). Finally, board functions arise from market forces, whether through self-
regulation or the voluntary adoption of evolving best practices.

36. In response to recent insolvencies, many jurisdictions now require more specific
board functions, including more independent board involvement with the audit function.
The growing complexity and size of financial corporations and convergence amongst
financial industries are furthering the trend toward increased regulation of board
functions. Recent government support for the financial industry, including providing low-
interest loans and taking direct financial stakes in corporations, also supports enhanced
oversight and board accountability.

Specific Board Responsibilities

Corporate Governance

37. A primary board function is to commit to specific corporate governance principles.
These principles shape a governance structure promoting effective management and
board oversight. To promote accountability, the board must regularly oversee internal
reviews and regularly authorize external reviews of corporate governance principles and
processes. As an insurer grows and/or its risks change, it may have to clarify its
principles and strengthen its practices.

Discussion Point:

Given the importance of board-defined corporate governance principles and structures
to the success of an insurer, it is not surprising that private rating agencies now evaluate
these governance principles and structures for the benefit of investors. Supervisors
should consider the role and influence of these rating agencies and what, if any, of the
rating agency criteria should be incorporated into the regulatory regime.
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Code of Ethics and Standards of Business Conduct

38. A key board function is to establish appropriate ethical standards for the
corporation. These standards define proper individual and corporate conduct and ethical
behaviour. Specifically, the standards address topics such as conflicts of interest (e.g.,
between board members and shareholders), private transactions, self-dealing,
preferential treatment of internal and external entities, and other inordinate trade
practices of a non-arm's length nature. The corporate ethical standards should also
include standards and policies regarding: 1) fair treatment of consumers; and 2)
information sharing with stakeholders, including investors, employees, regulators, and
consumers.

39. The board’s ethical function must include an ongoing, effective process for
ensuring adherence to current standards.

40. The Board must establish a corporate culture that recognizes and rewards
adherence to the ethical standards. The appropriate “tone at the top” can prevent
corporate misbehaviour and promote long-term shareholder interests. Supervisors
encourage such a tone despite the difficulty in defining an identifying an ethical
corporate culture. While appropriate rules and board independence address the
corporate ethic, some argue that additional regulation is needed.

Discussion Point:

Proposals for board structure and function that might indirectly encourage an ethical
corporate culture: 1) increase board independence; 2) require stakeholder participation;
3) professionalize the board (e.g., create full-time, compensated board positions); and 4)
require additional disclosure (e.g., disclose more about compensation policies and
policies related to nomination of board members).

Internal Reporting System

41. Effective board decision making depends upon the quality and timeliness of the
available information. The system whereby the board receives regular information and
analysis of the insurer, and can request and receive additional information when
necessary, is known as the “internal reporting system.” A key function of an informed
board, therefore, is establishing and maintaining a quality internal reporting system.

42. Recent events emphasize that the value of an internal reporting system depends,
in part, upon the board’s knowledge and independence. Boards are responsible for
understanding and guiding strategy with respect to complex risks and financial
instruments to profit from or hedge against that risk. Recent international financial
turmoil calls into question management’s — and boards of director's — understanding of
complex risks and related financial instruments. Unfortunately, boards of directors often
know less about these matters than management. The qualifications and education of
board members impacts the quality of a company’s internal reporting system.

Discussion Point:

Insurers associated with affiliates and holding companies should develop internal
reporting systems that regularly inform the insurer's board about risks associated with
these relationships.
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Business Strategy

43. Overseeing an insurers’ business strategy is one of the main functions of a board.
Before the advent of the modern board structure, boards were more active in the daily
management of the insurer. While board participation in daily management varies by
insurer and by board structure (e.g., in dual board structures, the non-supervisory board
typically has significant management responsibilities), modern boards typically delegate
most operational duties to management and focus on establishing, reviewing, and
guiding business strategy. The board's role in strategy development does not always
involve approving or disapproving management action. Boards often work with
management to explore strategic options.

44. Key business strategies considered by the board include major plans of action,
policies related to the annual budget, the main insurance risks, pricing and underwriting,
and strategic implications of the auditing and actuarial functions.

45. In order to properly evaluate and guide business strategy, boards must establish
performance objectives for the insurer as an enterprise and for individuals in senior
management. These performance objectives, and any related remuneration, must be
consistent with the insurer's long-term interests.

Risk Management

46. Risk management relates to board's responsibility for the development and
oversight of the broader business strategy. Relative to other financial sector boards,
insurer boards are in an enviable position with respect to risk management because
insurance fundamentally involves providing clients protection against financial risk.

47. Boards establish and monitor internal and external risk management functions,
including an independent audit function, an actuarial function, strong internal controls,
and appropriate checks and balances. Risks to be accounted for include underwriting
risk, asset liability management, investment risk, and liquidity risk.

48. The design of risk management systems reflects the board’s independence and is
in proportion to the risks faced by the firm. Board independence, and the dissent and
alternative perspectives it generates, can help insurers formulate responsible risk
management strategies.

Accountability

A. Management Accountability

49 Boards that select and engage senior management, and then delegate managerial
responsibility to senior management, hold senior management accountable. The two
primary standards of accountability for management are: 1) organizational and
governance policies (informed by bylaws and statutes); and 2) established performance
objectives related to business strategy. Boards regularly apply and update these
standards as the policies and business strategies of the insurer evolve.

50. More specifically, boards are responsible for oversight of personnel with
operational responsibilities (especially senior management). Personnel oversight duties
include appointing qualified employees, monitoring personnel performance, dismissing
personnel when necessary, and providing appropriate compensation. Responsibility also
extends to third-parties hired to perform functions that impact insurer governance,
operational risk, or compliance.
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51. Board and employee remuneration policy should be reviewed periodically to
ensure the policy: 1) reflect individual performance, not just insurer performance; 2)
encourage prudent behaviour consistent with the best interest of the insurer and
consumers; and 3) complies with all applicable law and regulation.

Discussion Point:

To what extent and where in this document should we discuss remuneration policies in
the light of the current crisis?

52. If the board holds management accountable for results, it also reinforces a key
element of the corporate governance structure — the board’s separation from and
authority over management. Board authority can be diminished by many forces: strong-
willed senior executives immersed in daily insurer operations can use their expertise and
resources to overwhelm boards; board members often arrive with or build professional or
social relationships with management, relationships which can make a board reluctant to
take disciplinary action. Establishing objective measures of performance and regularly
evaluating management can help a board assert its proper authority.

53. Other pressures can prevent or deter a board from holding management
accountable. In many jurisdictions, the liability imposed on a director for failure to act in
his or her fiduciary capacity depends upon the director’s knowledge or approval of
management action. Therefore, liability concerns may influence a board's decision to
reassert authority over management. ‘

B. Board Accountability

54. The list of board functions does not include holding itself accountable. Board
accountability ultimately rests with outside forces — shareholders, policyholders, financial
supervisors, or the marketplace. Importantly, the boundaries of board accountability
vary by jurisdiction.

Discussion Point;

How will board accountability be affected by duties the board may owe the state (i.e.,
taxpayers) when the state takes a direct stake in the insurer or provides the insurer with
low-interest financing?

55. Director and officer legal liability shapes board accountability. The board decisions
subject to liability, and the applicable legal standards, vary by jurisdiction. Generally,
however, a director owes to the shareholders or policyholders a duty of loyalty and a
duty of good faith. (These duties are heightened and can change when the insurer may
become or is insolvent.) Personal director liability is rare because courts generally resist
imposing liability for reasonable business judgments, but the threat of liability can still
shape director behaviour. Of course, modification of director behaviour due to the threat
of liability is diminished to the extent that insurer promises to indemnify or insure
directors against certain liability findings. '

56. While boards are ultimately accountable to external forces, board functions do
include rigorous self-monitoring. The challenges inherent to self-monitoring demand
rigid expectations regarding director selection, engagement and participation.
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Discussion Point:

To encourage more attentive director engagement, some have proposed
professionalising the board. Advocates of board “professionalism” promote: 1) limiting
the number of directorships an individual can hold; 2) requiring directors to serve the
board in a full-time capacity with pay commensurate to that duty; 3) increasing board
independence; 4) increasing the training provided to the board.

Other proposals promote disclosure about how directors are selected, including requiring
boards to disclose: 1) board member eligibility criteria; 2) the process by which board
members are selected; 3) a director's background, education, training, qualification, as
well as prior personal and professional relationships with managers and shareholders; 4)
the reasons for rejecting a shareholder board candidate.

57. Board accountability also requires the board to establish, implement, and review
mechanisms that promote board accountability. =~ Measures to promote board
accountability include regular meetings of the governing body, timely and accurate
disclosure of consequential matters (e.g., financial situation, performance, ownership,
and governance arrangements), and appropriate succession planning.

58. The board develops mechanisms to evaluate its overall performénce and the
performance of each director, including the level of director participation. :

59. Special attention is paid to boards where the posts of Chairman and CEO are
combined in one person. Where posts of Chairman and CEO are combined in one
person, appropriate controls must be in place to ensure that management remains
accountable to the board. :

Discussion Point:

Some corporations with a joint Chairman and CEO try to strengthen the distinction
between the management and board by appointing a “lead director.” Duties given to
lead directors often include: 1) presiding over meetings when Chairman is not present,
including executive sessions of non-employee directors; 2) consulting and
communicating with shareholders; and 3) calling meetings of non-employee directors
when necessary and appropriate.

60. Recent events demonstrate the need for each insurer to establish and maintain a
board sufficiently independent from the management and leadership of a holding
company.

Regulatory Compliance

61. Boards, like a corporation, exist due to state law. One condition of existence is
compliance with laws and regulations imposed by the financial supervisor. Boards must
ensure insurer compliance with all applicable laws and regulations.

62. One way of ensuring compliance is to identify an officer or officers with
responsibility to ensure compliance with relevant legislation and standards of business
conduct, and that officer should report to the board at regular intervals.

63. Boards seeking to comply with laws and regulations will maintain an open, working
relationship with the supervisory authority. Compared to other financial industries,
insurers are already required to disclose a great deal of solvency-related financial
information to supervisors. As the recent international financial turmoil demonstrates,
insurers that value compliance will immediately notify supervisors of any material

Corporate Governance Issues Paper R Page-15-of-44
Draft, 13 November 2008




financial change. Additionally, boards should recognize when risks of a holding
company may impact the insurers’ solvency and/or level of compliance.

64. Boards are monitoring international developments and making appropriate
adjustments to compliance efforts. For example, U.S. Sarbanes-Oxley requirements
apply not just to U.S.-based insurers, but to any domestic or foreign insurer listed on a
U.S. stock exchange. If engaged in international commerce, boards should account for
international developments when establishing internal corporate governance standards
and when defining compliance standards.
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Risk Control Functions

Introduction

65. The business of insurance involves the assumption, pooling and spreading of risk
so as to protect individuals and businesses that are policyholders against the financial
consequences of adverse events. It is therefore essential that an insurer has a thorough
understanding of sources of risk, risk types, their characteristics and inter-relationships,
and of their potential impact on the business. It is also important that the insurer has in
place robust and efficient internal controls for the recording, management and control of
risk. An insurer also has suitable policies and procedures for ensuring compliance with
both internal controls and the applicable laws, regulations and administrative provisions.
An insurer also has an internal audit function capable of reviewing, assessing the
adequacy and effectiveness of, and the insurer's adherence to, its internal controls and
processes, reporting policies and procedures. These essential elements are examined
in more detail below.

Discussion Point:
How should we best reference to other IAIS papers such as the ERM paper?

Risk Management

General requirements

66. A robust risk management system is a pre-requisite for an efficient internal control
and governance system.

67. Risk management is a continuous process used in the implementation of the
insurers' overall strategy and should allow the insurer an understanding of the nature
and significance of the risks to which it is or may be exposed.

68. To this end insurers have in place an effective risk management system
comprising strategies, processes and reporting procedures necessary to identify,
measure, monitor, manage and report, on a continuous basis the risks, on an individual
and aggregated level, to which they are or could be exposed, and their
interdependencies taking into account the nature, scale and complexity of the business
of the insurer concerned.

69. The board is responsible that the implemented risk management system is suitable,
effective and proportionate to the nature, scale and complexity of the business of the
insurer concerned and that the risk management system is appropriately monitored. This
includes a regular review of the strategic guidelines and business policies of the insurer
with regard to risk management.

70. The risk management system covers the risks included in the calculation of any
capital requirement(s) as well as the risks which are not or not fully included that
calculation. It covers at least the following areas:

. underwriting and provisioning;
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. asset - liability management (ALM);

. investment, in particular derivatives and similar commitments3;
. liguidity and concentration risk management;

. operational risk management;

. reinsurance and other risk mitigation techniques;

. strategic and reputational risks.

71. The risk management system is well documented and communicated to all
relevant staff members.

72. Insurers have a clearly defined and well documented risk management strategy
that includes the objectives, key principles and assignment of responsibilities across all
activities of the insurer and is consistent with the insurer's overall business strategy. The
risk management strategy is set out in the insurers' written policies (see below).

73. Appropriate reporting procedures ensure that the information on risks is
continuously monitored by all relevant staff and the board.

Access to the organisation

74. The risk management system is well integrated into the organisational structure
and in the decision making processes of the insurer. This includes, in particular, that the
risk management system is supported by an appropriate and effective internal control
system and a prudent remuneration policy for all relevant staff and the board.

Overall solvency assessment

75. As part of its risk management system the insurer conducts an assessment of its
overall solvency needs taking into account the specific risk profile, approved risk
tolerance limits and the business strategy of the insurer.

Contingency plans

76. Insurers take reasonable steps to ensure continuity and regularity in the
performance of their activities, including the development and documentation of
contingency plans. To this end the insurer employs appropriate and proportionate
systems, resources and procedures.

77. Contingency plans may, inter alia, be relevant for natural catastrophes, terrorist
attacks, fires, failure of IT-systems or a pandemic. Insurers identify the risks for which
contingency plans should be in place taking into account the risks for which they
consider themselves as being vulnerable.

78. In order to ensure proper implementation contingency plans are communicated to
the relevant staff.

3 Similar commitments refer to financial instruments whose attendant risks are sometimes difficult to determine and
whose proper management requires specific expertise.

Corporate Governance Issues Paper Page 18 of 44
Draft, 13 November 2008



Corporate-Governancelssues-Paper - . Page-19-of-44

79. The contingency plans are tested regularly and updated to ensure that they remain
effective.

Stress tests

80. Supervisors have the power to develop, in addition to the calculation of any capital
requirement and where appropriate, quantitative tools to assess the ability of an insurer
to cope with possible events or future changes in economic conditions that could have
unfavourable effects on their overall financial standing. Supervisors have the power to
require that such tests are performed by the insurers.

Investments - in particular derivatives and similar commitments;

81. Investments are subject to market risk. With respect to the entire portfolio of assets,
insurers only invest in assets and instruments whose risks the insurer concerned can
properly monitor, manage and control.

82. All assets are invested in such a manner as to ensure the security, quality, liquidity
and profitability of the portfolio as a whole.

83. Assets held to cover the technical provisions shall also be invested in a manner
appropriate to the nature and duration of the insurers' liabilities. Those assets shall be
invested in the best interest of policyholders and beneficiaries.

84. In the case of a conflict of interest, insurers ensure that the investment is made in
the best interest of policyholders and beneficiaries.

85. The use of derivative instruments is possible insofar as these contribute to a
reduction of risks or facilitate efficient portfolio management.

86. The insurer keeps investments in assets which are not admitted to trading on a
regulated financial market to prudent levels.

87. The assets are properly diversified in such a way as to avoid excessive reliance on
any particular asset, issuer or group of companies, or geographical area and excessive
accumulations of risk in the portfolio as a whole.

88. Investments in assets issued by the same issuer, or by issuers belonging to the
same group, shall not expose the insurer to excessive risk concentration.

89. In order to ensure a proper risk management of investments, the insurer develops
a detailed investment strategy that has regard to at least:

. the financial market environment (including historic and anticipated future
environment);

. solvency and liquidity considerations;

] concentration risk;

. credit risk;

. asset and liability considerations, including interrelation with the ALM strategy;
. asset classes and strategic asset allocation,

. conditions under which the insurer can pledge or lend assets;

. the amount of delegated limits by management level;
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o the use of credit derivatives, asset-backed securities, collateralised debt
obligations, hedge funds or any other financial instrument with similar
characteristics (similar commitments);

. the link between market risk and other risks in highly adverse scenarios (e.g. a
pandemic);

. the independent and appropriate valuation of its investment assets; and
. procedures to monitor the performance and review the strategy when necessary.

90. Regarding holdings of derivative products, asset-backed securities and
collateralised debt obligations, hedge funds or any other financial instrument with similar
characteristics, the investment strategy clearly identifies:

. the goals and strategies of the use of derivatives and similar commitments and the
way they contribute to an efficient portfolio management;

. the evaluation of the strategy to use this type of products;

. the principles of risk management with regard to derivatives and similar
commitments.

91. Exposure limits for derivatives are integrated into the overall {imits set out in the
insurer's investment strategy.

Asset-liability management

92. ALM is the management of a business in such a way that decisions on assets and
liabilities are coordinated in order to manage the exposure to the risk associated with the
variation of their values.

93. In order to ensure a proper ALM, the insurer develops a detailed ALM strategy.
Along with the investment strategy, an ALM strategy describes how financial and
insurance risks are managed in an asset-liability framework in the short, medium and
long term. The ALM strategy has regard to at least:

. the structure of the asset-liability approach, including the time horizon;

. the portfolio of assets and liabilities, including obligations to pay bonuses to
policyholders;

. the stress tests to be performed;

. validation of parameters and hypotheses by comparison with earlier observations
(back-testing); and

J the interaction between the ALM policy and the investment policy (see below).

94. When choosing from the different ALM techniques available for measuring risk
exposure, an insurer relies on measurement tools that are consistent with the risk
characteristics of the lines of business and its risk tolerance. The insurer also takes into
account its ALM objectives and the sophistication of its management information system.

95. In order to provide for the effective management of assets and liabilities, the
insurer ensures appropriate and continuing liaison between the different areas of its
business involved in the ALM.
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96. The insurer has effective procedures for monitoring and managing the asset-
liability positions and to ensure that investment activities and asset positions are
appropriate to its risk profile.

97. When introducing new products, the insurers consider how these affect the
management of assets and liabilities.

Written policies

98. Insurers have a written policy on all areas covered by the risk management system.

The written policies clearly set out the relevant responsibilities, strategies, processes and
reporting procedures. They include a definition and categorisation of the risks to which
the insurer is or may be exposed. The written policies contribute to the efficient
implementation of the risk management system and support the internal control
framework.

99. The written policies are subject to prior approval by the board. They are reviewed
at least annually and adapted in view of any significant change in the risk management
system.

100. In order to ensure proper implementation of the written policies, staff members are
informed about the areas relevant for their responsibility and instructed to take them into
account in their daily work.

ALM policy

101. The insurer develops written ALM policies that especially take into account the
interrelation of types of risks, such as liquidity and underwriting risks, establishes ways to
manage the possible effects of options embedded in the products, provides for a
structuring of the assets that ensures that the insurer holds sufficient cash and
diversified marketable securities of an appropriate nature, term and liquidity to meet its
obligations as they fall due.

102. The insurer tailors its ALM policies to the needs of different product lines and
combines the ALM policies appropriately in order to optimise the overall ALM
management.

Investment policy

103. The investment policy takes account of the insurer's business, it's overall risk
tolerance levels, the solvency position and the long-term risk-return requirements and its
underlying exposure gross and net of offsetting transactions.

104. When insurers use derivative products, asset-backed securities and collateralised
debt obligations, hedge funds or any other financial instrument with similar
characteristics the investment policy takes into account the goals and strategies of their
use and the way they contribute to an efficient portfolio management as well as
procedures to evaluate the strategy to use this type of products and the principles of risk
management to be applied.

105. In its policy on investment the insurer considers how to prudently manage liquidity
risk in the short as well as in the medium and long term, taking into account the
investment strategy, overall underwriting strategy and claims management.
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Risk management function4 and risk committee

108. Insurers establish a risk management function which is structured in such a way as
to facilitate the implementation of the risk management system.

107. The embedding of the risk management function in the organisational structure of
the insurer and the associated reporting lines ensures that the function is objective and
independent from operational functions. Independence entails that the risk management
function has direct access to the board

108. Where appropriate to the nature, scale and complexity of the risks inherent in the
business of the insurer, the risk management function may consist of several
sub-functions, e.g. for different risk categories. Where this is the case the insurer
ensures that the different sub-functions report to one common point that aggregates and
challenges the reports and is able to form an overall view of the risk management
system.

109. Where appropriate to the nature, scale and complexity of the business of the
insurer, the risk management function may be combined with other functions, insofar as
the independence from operational functions is ensured via additional control
procedures.

110. The tasks of the risk management function include:

° assist the board in the effective operation of the risk management system, in
particular by performing specialist analyses and performing quality reviews;

. maintain an organisation-wide and aggregated view on the risk profile of the
insurer;

. monitor the risk management system and evaluate its design and operational
effectiveness. The results of the evaluation are reported to the board.

. report to the board details on the risk exposures and advising the board with
regard to risk management matters in relation to strategic affairs such as corporate
strategy, mergers and acquisitions and major projects and investments.

111. For insurers using a partial or full internal model the risk management function
covers the following additional tasks:

. to design and implement the internal model;
. to test and validate the internal model;
. to document the internal model and any subsequent changes made to it;

. to inform the board and senior management about the performance of the internal
model, suggesting areas needing improvement, and up-dating that body on the
status of efforts to improve previously identified weaknesses;

* A function Is an administrative capacity to undertake a particular task. The identification of a particular
function does not prevent the insurer from freely deciding how to organise this function in practice unless
this is otherwise specified. Account is taken of the nature, complexity and scale of the risks inherent in
the business if the insurer.
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. to analyse the performance of the internal model and to produce summary reports
thereof.

112. The internal model is part of a comprehensive risk management system which
needs adequate resources and structures to ensure that the internal model is and stays
appropriate to the insurer’s risk profile.

113. In this context, the risk management function is responsible for the way in which
the internal model is integrated with the risk management system and the day-to-day
functions of the insurer. It assesses the internal model as a tool of risk management and
as a tool to calculate the insurer's capital requirement.

114. The reports on the performance of the internal model should be tailored to the
requirements of the board, enabling its members to understand all relevant facts and the
implications following from them as a solid and reliable basis for necessary management
decisions.

115. Where appropriate to the nature, scale and complexity of the business of the
insurer, the insurer establishes a risk management committee.

Appointment

116. Where appropriate to the nature scale and complexity of the risks inherent in the
business of the insurer, insurers have procedures in place to appoint the key
functionaries.

Qualifications

117. The risk management function is staffed by personnel possessing the appropriate
integrity, competence, experience and qualifications taking into account the nature, scale
and complexity of the insurer concerned.

118. The personnel should be able, where appropriate, to demonstrate relevant
experience and expertise with applicable professional and other standards.

119. The responsibility for the assessment of the fithess and propriety of the personnel
lies with the insurer.

120. Insurers ensure that there is an initial and on-going assessment of the fitness and
propriety of the key functionaries (key function holders).

121. The insurer notifies the supervisory authority any appointments and changes to the
identity of the key functionaries along with the information needed to assess their fitness

and propriety.

122. The insurer notifies the supervisory authority, if any key functionary has been
replaced because they no longer fulfil the fit and proper criteria. VWhere an insurer
becomes aware of any circumstances that may be relevant to the fitness and propriety of
the key functionaries it promptly notifies its supervisory authority.

123. Where necessary the supervisory authority exchanges information with other
authorities inside and outside its jurisdiction relevant for the assessment of the key
functionaries.
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Reporting to the supervisor

124. The insurers submit to the supervisory authority the information necessary to
assess the risk management system.

125. Supervisory authorities have the power to determine the nature, scope and format
of the information they require the insurers to submit at predefined periods, upon
occurrence of predefined events and during enquiries regarding the situation of the
insurers.

126. Supervisory authorities have the power to require information from external experts
such as auditors.

127. The information comprises qualitative and quantitative elements as well as historic,
current or prospective elements.

128. The information reflects the nature, scale and complexity of the risks inherent in
the business of the insurer. The information is accessible, complete and consistent over
time. It is reliable, comprehensible and relevant.

128. The insurers have appropriate systems in place to fulfil the requirements on the
reports to supervisory authorities.

130. In order to ensure the on-going appropriateness of the information reported to the
supervisors, insurers have a written policy in place, approved by the board.
Rating Agencies

131. The use of ratings should not have the unintended effect of implying an
endorsement of such ratings and/or or discouraging insurers from performing their own
due diligence...

Discussion Point:

To what level of detail do we want to address this issue in the light of the market
turbulence?

Compliance

132. An insurer establishes, implements and maintains adequate policies and
procedures sufficient to ensure compliance of the insurer, including its staff, with its
obligations under the applicable laws, regulations and administrative provisions and for
countering the risk that the insurer might be used to further financial crime.

133. An insurer establishes, implements and maintains adequate policies and
procedures designed to detect any risk of failure by the insurer to comply with its
obligations under the applicable laws, regulations and administrative provisions. An
insurer puts in place adequate measures and procedures designed to minimise such
risks, to enable the supervisory authority to exercise its powers effectively under the
regulatory system and to enable any other competent authority to exercise its powers.

Compliance function
134. Aninsurer provides for an effective compliance function.
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135. The tasks of the compliance function include:

. to monitor and, on a regular basis, to assess the adequacy and effectiveness of
the measures, policies and procedures put in place and the actions taken to
address any deficiencies in the insurer's compliance with its obligations

. to advise and assist the persons responsible for carrying out regulated activities to
comply with the insurer's obligations under the applicable laws, regulations and
administrative provisions

. to assess the possible impact of any significant changes in the legal environment
on the operations of the insurer.

136. In order to enable the compliance function to discharge its responsibilities properly,
an insurer ensures that the following conditions are satisfied taking into account the
nature, scale and complexity of the risks inherent in its business:

. the compliance function has authority to undertake any examination of policies and
procedures at its own initiative

. where appropriate a compliance officer is appointed and is responsible for the
compliance function and for any reporting as to compliance required by the
supervisory function5

. the compliance function reports without delay any major compliance problems to
any supervisory function or to the board

J the method of determining the remuneration of the relevant persons involved in the
compliance function does not compromise their objectivity and is not likely to do so.

Access to the organisation

137. The compliance function has the necessary authority, resources and access to all
relevant information.

138. The compliance function has access to any staff member at any time

Independence

139. Where appropriate to the nature, scale and complexity of the risks inherent in its
business the insurer the compliance function operates independently which means that
the relevant persons involved in the compliance function are not involved in the
performance of any of the services or activities they monitor and that the compliance
function is not placed in a position where there is a possible conflict of interest between
its compliance responsibilities and the insurer's normal business activities.

1

® |n this context, the “supervisory function” is that part of the firm’s senior management systems
and controls which oversees the activities of senior personnel — likely to be the Board or a
Committee of the Board.
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Appointment

140. Where appropriate to the nature scale and complexity of the risks inherent in the
business of the insurer, insurers have procedures in place to appoint the key
functionaries.

Qualifications

141. The compliance function is staffed by personnel possessing the appropriate
integrity, competence, experience and qualifications taking into account the nature, scale
and complexity of the insurer concerned.

142. The insurer satisfies itself that the relevant personnel are fit and proper, including
that they are able to demonstrate relevant experience and expertise, and that they
possess the professional and other qualifications appropriate to fulfilling the compliance
function.

143.

144. Insurers ensure that there is an initial and on-going assessment of the fitness and
propriety of the key functionaries (key function holders).

Reporting to the supervisor

145. The insurers submit to the supervisory authority the information necessary to
assess the compliance function. :

Internal Audit

Internal audit function
146. Insurers provide for an effective internal audit function.

147. The term 'internal audit function' refers to the generally understood concept of
internal audit within an insurer, that is, the function of assessing adherence to and the
adequacy and effectiveness of internal controls, processes, reporting procedures and
policies.

148. The internal audit function establishes, implements and maintains an audit plan to
examine and evaluate the adequacy and effectiveness of the insurer's systems, internal
control mechanisms and arrangements. The internal audit function ensures that all
activities are reviewed within a reasonable period of time. The internal audit plan is
submitted for approval to the board.

149. The internal audit function issues recommendations based on the result of work
carried out in accordance with the above and verifies the compliance with those
recommendations.

150. The findings and recommendations of the internal audit are reported to the board.
The report covers at least any major shortcomings with regard to the compliance with
internal processes, procedures and policies, as well as any deficiencies with regard to
the efficiency and suitability of the internal control system. It includes recommendations
on how to remedy inadequacies and how past recommendations have been
implemented.
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1561. The board determines the actions to be taken with respect to each of those
findings and recommendations. The board ensures that these actions are carried out.

Independence

152. The internal audit function is objective and independent from the operational
functions and activities of the insurer.

163. In order to ensure its independence from the organisational activities, the internal
audit function has an appropriate standing within the organisation and carries out its
assignments with impartiality. The internal audit function is able to exercise its
assignments on its own initiative in all areas of the undertaking. It is free to express its
findings and to disclose them and its appraisals to the board.

Access to the organisation

154. The internal audit function has a complete and unrestricted right to obtain any
information relevant for the performance of its tasks. This includes the prompt provision
of all necessary information, the availability of all essential documentation and the ability
to look into all activities and processes of the undertaking, relevant for the discharge of
its responsibilities, as required in the performance of its tasks, as well as having direct
communication with any member of the insurers' staff.

Written policies

155. Insurers have a written policy on the internal audit which covers at least the
objective and scope of the internal audit function, its status within the insurer and the
competences and responsibilities. The written policy contributes to the efficient
implementation of the internal audit and supports the internal control framework.

156. The written policies are subject to prior approval by the board. They are reviewed
at least annually.

Appointment

157. Where appropriate to the nature scale and complexity of the risks inherent in the
business of the insurer, insurers have procedures in place to appoint the key
functionaries. Where appropriate to the nature, scale and complexity of the risks inherent
in the business of the insurer, the internal audit function may be commissioned to a third

party.

Qualifications

158. The internal audit function is staffed by personnel possessing the appropriate
integrity, competence, experience and qualifications taking into account the nature, scale
and complexity of the insurer concerned.

159. The insurer satisfies itself that the relevant personnel are fit and proper, including
that they are able to demonstrate they have relevant experience ‘and expertise, and
possess the professional and other qualifications appropriate for discharging the internal
audit function.

160. Insurers ensure that there is an initial and on-going assessment of the fithess and
propriety of the key functionaries (key function holders).
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Reporting to the supervisor

161. The insurers submit to the supervisory authority the information necessary to
assess the effectiveness of the internal audit.

The Actuary
Role of the Appointed Actuary

162. Insurers have somewhat conflicting obligations. While one of their obligations is to
maximise return to shareholders within the defined risk profile, they also have the
obligation to protect the interests of policyholders.

163. The primary responsibility of an appointed actuary is to protect the interests of
policyholders. To protect the interests of the policyholders (including policyholders’
reasonable expectations of the future dividends) in the short term and in the long term, it
is important to ensure that the insurer measures and manages its risk and capital proper
to remain its financial soundness. Thus, in many jurisdictions, broad responsibilities of
the appointed actuaries are set out to ensure that appointed actuaries provide
professional advices and/or certification to the board of directors with regard to the
following issues:

. Estimation of policy liabilities in accordance with the valuation framework set up by
the insurers

. Identification and estimation of material risks and appropriate managements of the
risks.

. Financial condition testing

. Investment strategy and asset-liability management

. Regulatory capital assessment and economic capital assessment
. Appropriateness of premium rates (and surrender value)

. Management of participating fund (including analysis of material effects caused by
business strategies)

164. In some jurisdictions, the insurer is required to appoint an Actuary for participation
contracts as well.

Discussion Point:

Do appointed actuaries perform other roles and responsibilities?

What actions can the insurers and/or supervisors take against appointed actuaries that
have not performed their duties appropriately?
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Qualifications of appointed actuaries

Competency and Experience

165. In many jurisdictions, supervisors require appointed actuaries to meet certain
minimum requirements, for instance, minimum number of years of working experience in
actuarial functions, professional qualifications and membership to actuarial associations.
To ensure that the appointed actuary possessed the necessary qualifications and by
extension, the right level of competency, many insurers/regulators require the appointed
actuary to be a Fellow or member of an Association recognised by the International
Actuarial Association. In some jurisdictions, insurers are required to disclose the
qualifications of their appointed actuaries to justify that the appointed actuaries have the
necessary knowledge and experience that commensurate with the nature, scale and
complexity of the insurers’ businesses.

Discussion Point:
Should the IAIS prescribe the minimum qualifications of an appointed actuary?

Access to information

166. It would be necessary for appointed actuaries to have adequate knowledge of
business strategy of the insurers so that they are able to evaluate appropriately the
pricing and dividend distribution, investment and reinsurance strategies. To ensure that
appointed actuaries have access to such information, some jurisdictions require insurers
to allow appointed actuaries the right to attend all board meetings and meetings of other
relevant committees, or the budget to engage external parties for professional
assistance where necessary. Other jurisdictions grant appointed actuaries the powers to
interview any managers and divisions that produce work which are relevant to the
appointed actuaries’ functions.

Adequate frameworks and procedures on

167. Pricing: If a jurisdiction is imposing pricing regulations, insurers would need an
appropriate framework and proper procedures in place for the development and pricing
of their insurance products. An appointed actuary has to be able to propose appropriate
premium rates and pricing for all products are appropriate and the pricing of insurance
products adhere to the internal framework. An appointed actuary should ensure that
risks to policyholders are appropriately disclosed. An appointed actuary should also
ensure that the reserving for products is adequate.

168. Policyholder dividends: appointed actuaries would be able "to propose an
appropriate  amount of policyholder dividends to be allocated to participating
policyholders, taking into account amongst other factors, the need to ensure fairness
and equity among different cohorts of policyholders and the future financial condition of
the participating fund.

169. To protect the policyholders’ interests appropriately, it is important for appointed
actuaries to express their opinions on how the assets of an insurance fund are to be
invested.
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Discussion Point:

if the insurer decides not to heed the appointed actuary’s advice and makes a decision
that is detrimental to the policyholders’ interest, what should be done to protect
policyholders' interest appropriately and by whom? What can the appointed actuary do?

Continuous Education

170. As insurance products evolve with innovation, globalisation and changing needs of
policyholders, it is important for appointed actuaries to continuously upgrade their skills
to keep pace with industry changes to enable them to perform their responsibilities
appropriately. Thus, Actuarial Associations should consider new products and new risks
that are introduced and emerged into the industry in the continuous education
programmes.

Discussion Point:

Are continuous education are mandatory for appointed actuaries?

Do you think examinations are necessary as part of continuous education?
How do we ensure that continuous education works as intended?

Peer Reviews / Independent review of the appointed actuaries’ work

171. Some jurisdictions require independent third parties, such as external auditors or
validation actuaries, to review and report on the appropriateness of the appointed
actuary's functions periodically. Other jurisdictions establish some quality control
functions in the actuarial associations to review the competency of the individual
appointed actuaries.

Discussion Point:

Is there a need to conduct an independent review of the appointed actuaries’ work?
If yes, how regularly should this be done?

Who should perform this review?

Independence of appointed actuaries

172. An appointed actuary is one of the key players in ensuring independent checks
and balances on management. An appointed actuary should act independently and not
be influenced by demands from the managements, such as to be involved in making a
more favourable accounting result for the insurer.

Appointment of appointed actuaries

173. In many jurisdictions, the appointed actuary is appointed by the insurers’ board of
directors and the appointment of an actuary requires approval from supervisors and/or
shareholders during shareholders’ meetings.
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Discussion Point:

In appointing an actuary, what are the assessment criteria used by insurers’ board of
directors?

In approving an appointment of an actuary, what are the assessment criteria used by
supervisors?

Does the approval by supervisors provide assurance on the independence of appointed
actuaries?

Are there any other mechanisms to enhance the independence of the appointed actuary
at his/her appointment?

Reporting lines

174. To ensure that board members have sufficient information about the appointed
actuaries’ opinions, in many jurisdictions, appointed actuaries are given direct access to
board members so that they are able to provide their professional advice to the board. In
addition, in some jurisdictions, appointed actuaries are also given direct access to the
regulator. In some jurisdictions, the appointed actuary has the duty to report to the
regulator if he/she is aware that the insurer has failed to take appropriate steps to rectify
a matter which has material adverse effect on its financial condition within a reasonable
time. This allows regulators to take timely actions to address any shortcoming in an
insurer that could potentially undermine the interests of policyholders. These reporting
regulations could encourage that appointed actuaries would express their own opinions
regardless of the management preference and also board of directors considers
appointed actuaries’ opinions appropriately.

Discussion Point:
Are there any other mechanisms with regard to the reporting line which would
strengthen the independence of appointed actuaries?

Performance Measurement, Appraisal and Dismissal

175. In many jurisdictions, performance evaluation of appointed actuaries would be
undertaken by the board of directors. In some jurisdiction, this is conducted by a Board
Committee, usually the Audit Committee, which comprises mainly independent board
members. Some jurisdictions require dismissal of appointed actuaries to be publicly
disclosed or reported to the supervisors.

Discussion Point:
Are there any other practical mechanisms with regard to performance measurement,

appraisal and dismissal?

Budget

176. In many jurisdictions, the board may approve the budget of the appointed actuaries.
In some jurisdictions, the budgets for appointed actuaries are decided by the Audit
Committee with consultation with the insurers’ internal auditors and not management.
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Discussion Point:

Should appointed actuaries have the right to decide its own budget, like the internal
auditors?

What measures can be put in place to provide more support to the appointed actuaries?

Conflict of interests

177. Some jurisdictions disallow appointed actuaries to be concurrently the Chief
Executive Officer (CEO) or take on muitiple roles, such as in areas of marketing and
M&A strategy. Such multiple roles may have different objectives and KPls which may put
the appointed actuaries in conflict of interest situations. For instance, a CEO who is
responsible for maximising the equity holder interest has different interests compared to
an appointed actuary who is responsible for the validation of the policyholder dividends.

Discussion Point:

Are there any other cases of conflict of interests related with actuarial functions?
For insurers with small operations, it may not be possible to avoid double hatting of
functions. In this regard, what measures can be taken to manage such conflict of
interests situations?

178. In some jurisdictions, an appointed actuary is also an employee of the insurer (“in-
house appointed actuary”). In such situations, notwithstanding supervisory frameworks
that are put in place to ensure the independence of the appointed actuary, there is
perception that the appointed actuary is beholden to the insurer's management and
his/her opinions may be affected by the management's preferences. On the other hand,
an in-house appointed actuary may understand the business models and risks better
than third party actuarial firms. The in-house appointed actuary may be able to identify
the important issues more effectively. There are pros and cons to each approach and
insurers would have to consider them carefully in deciding whether to have an in-house
appointed actuary or an external appointed actuary.

Discussion Point:

Is it preferable for insurer to hire appointed actuaries from external firms, such as
actuarial consulting firm?

Where the actuarial function is outsourced to these external firms, do the insurer review
the multiple appointments of the actuary and ensure that there are no conflict of interests
arising from the multiple appointments?
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External Auditor

Role of the external auditor

179. The role of the external auditor is to provide an audit opinion of the insurers’
financial statements and other operations. The external auditor is one of the key players
in ensuring independent checks and balances on management.

Qualifications of the external auditor

Competency
180. The external auditors for insurers should have adequate resources with

specialised knowledge, such as understanding the work of the actuarial function, so that
it can review and validate insurers’ liability and risks appropriately.

181. In some jurisdictions, insurers are required to disclose that their external auditors
have the necessary knowledge and experience that commensurate with the nature,
scale and complexity of the insurers’ businesses.

Discussion Point:
Do supervisors evaluate whether external auditors have adequate knowledge and
resources (e.g. actuarial knowledge) to perform the insurance audits?

Peer Review or Independent Review of the work of the External
Auditor ‘

182. In some jurisdictions, the Public Accountants Association / groups would have set
out guidelines for peer review to ensure the quality of the work of the external auditor.

Discussion Point:
Should there be a process set up to review the work of the external auditor?

Who should perform this review?

Independence of the External Auditor

183. An external auditor is another key player in ensuring independent checks and
balances on management. An external auditor should act independently and not be
influenced by demands from the managements.

Appointment of External Auditors

184. In many jurisdictions, the external auditor is appointed by the board of directors
and in some jurisdictions, the appointment of external auditor requires approval from
supervisors and/or shareholders during shareholders’ meetings. Some jurisdictions
require insurers to rotate their external auditor periodically (e.g. at least once every
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certain number of years). Other jurisdictions require the insurers to disclose their policy
on the external auditor's appointment.

Discussion Point;

In appointing an external auditor, what are the assessment criteria used by the insurers’
board of directors?

In approving an external auditor, what are the assessment criteria used by supervisors?
Does the approval by supervisors provide assurance on the independence of external
auditors?

Are there any other mechanisms to enhance the independence of the external auditor at
its appointment?

Reporting lines

185. To enhance the overall governance functions, external auditors report their
findings and assessment to an independent board committee, such as the Audit
Committee and supervisors and not to the management of the insurer in some
jurisdictions.

Discussion Point:
Are there any other mechanisms with regard to the reporting line to strengthen the
independence of the external auditor s?

Performance Measurement, Appraisal and Dismissal

186. In many jurisdictions, performance evaluation of external auditors would be
undertaken by the board. In some jurisdictions, an independent board committee such
as the Audit Committee, which comprise mainly independent board members, is
responsible for the evaluation. Some jurisdictions require dismissal of external auditors
to be publicly disclosed or reported to the supervisors.

Discussion Point:
Are there any other practical mechanisms with regard to performance measurement,
appraisal and dismissal or external auditors?

Conflict of interests

187. Some jurisdictions disallow the insurers’ external auditors or their related parties to
concurrently perform non-audit work for the insurers. In most jurisdictions, the Public
Accountants Association/groups would have set out guidelines or rules on such conflict
of interests situations.

188. Other jurisdictions impose auditor rotation policy to cap the number of years an
insurer can continuously appoint an external auditor. In other cases, audit staff of the
external audit firm are prohibited from joining the insurers or the subsidiaries that he/she
had previously audited after his/her retirement.
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189. In some jurisdictions, insurers are required to disclose that the independence of
their external auditors.

Discussion Point:
Are there any other cases of conflict of interests related with external auditors?

Audit Fees and Audit Scope of work

190. In many jurisdictions, the board may approve the audit fees for the appointment of
external auditors. In some jurisdictions, the audit fees are decided by the Audit
Committee with consultation with the insurers’ internal auditors and not management.
Some jurisdictions require the audit fees to be disclosed in the annual reports.

191. In some jurisdictions, the scope of work to be performed by the external auditors is
reviewed and approved by Audit Committee and not management.

Discussion Point:
Who approves the audit fee and scope of work of the external auditor?
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Disclosure and Transparency

192. Empirical evidence indicates that high standards of transparency and disclosure
can have a material impact on management of organisations. Disclosure helps public
understanding of a company's activities, policies and performance with regard to
environmental and ethical standards, as well as its relationship with the communities
where the company operates. Disclosure and transparency, as well as proper auditing,
serve as a deterrent to fraud and corruption, allowing firms to compete on the basis of
their best offerings and to differentiate themselves from firms who do not practice good
governance.

193. Transparency is a prerequisite for effective market discipline. The rationale for
greater transparency is that companies, particularly financial institutions, present
information asymmetries to the markets. Any company is better informed about its own
operations than outsiders are. If the company publishes more information to facilitate the
assessment of its assets and liabilities, its strategies and risk profile, markets can
function more effectively. Markets contain disciplinary mechanisms, which stimulate
sound management and adequate financial performance. For companies which are well-
run, well-financed, and transparent, costs of raising capital will tend to decline. The
reverse goes for ill-managed firms. More generally, well-run firms, by being transparent,
can obtain better terms and conditions in transactions with informed and rationally-
behaving market counterparties. In essence, this is market discipline.

194. Market discipline, however, works only if market participants have sufficient
information, which enables them to assess companies' activities and their inherent risks.
But more disclosure as such does not necessarily result in greater transparency. On the
contrary, rather than just expanding their disclosures, firms should pay attention to the
quality of information as well. In short, information disclosure needs to be timely, reliable,
relevant and sufficient. Importantly, public disclosure of high quality information
contributes to corporate governance. That is to say, the information can be used to hold
directors and managers accountable for their decisions and the firm's performance.
Transparency, in other words, serves the accountability of companies to their
stakeholders.

195. One aspect of public disclosure which should not be overlooked is the costs
involved. Information is not a free good. On the contrary, developing, implementing and
maintaining up to standard information systems is costly and takes time. For that reason,
disclosures, should, above all, require relevant information. However, there is a
professional risk of an overdose of information, which must be heeded by both standards
setters and regulators.

196. Issues that need to be addressed on transparency and disclosure are:
. disclosure policies

. disclosure communication channels

. assurance

o governance elements

. ad hoc requirements
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Disclosure policies

197. Insurers should disclose at least information on their financial position and the risks
to which they are subject. Over the recent years many companies have developed
disclosure policies on e.g.:

198.

What information to disclose

How to disclose this information

The frequency of disclosure

The due process of developing disclosures

In some instances companies have formed disclosure committees on their board

to ensure compliance with the disclosure policies. Typically this committee is charged
with supervising the company’s financial and non financial disclosure process. It also
ensures that information required to be disclosed is accumulated and communicated to
management, so that decisions regarding disclosure can be made on a timely basis.
Many boards today delegate oversight responsibility for the disclosure committee to the
audit committee.

190.

Quality elements addressed in the disclosure policies are:
Relevance

Timeliness

Accessibility

Compfehensiveness

Meaningfulness

Reliability

Comparability

Consistency

. Items to disclose include:

Company objectives
Major share ownership and voting rights
Members of the board and key executives

Governance structure- in particular the division of authority between shareholders,
management and board members

The company's financial and operating results (audits should be conducted by an
independent auditor in order to provide an objective assurance that the financial
statements have been properly prepared and presented)

Material issues affecting employees and other stakeholders
Managerial compensation
Related party transactions

Foreseeable risk factors
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Disclosure communication channels

201. Various channels exits that can be used for disclosure purposes, these include:
. Annual report

. Quarterly reports

. Specific frequent reports such as environmental reports or CSR reports

. Ad hoc statements

202. Different jurisdictions have different requirements on communication channels.
Further more in most jurisdictions a distinction can be made between listed companies
that have to comply with more demanding requirements and non-listed companies that in
many instances are only required to publish annual reports. In many jurisdictions
companies voluntarily exceed legal requirements on disclosers and comply with best
practices instead of legal minimum standards.

Assurance

203. Disclosures need an additional level of assurance provided by the external auditor
and/or the actuary. This is at least relevant for the annual financial statements but can
be also applied to other financial and non-financial reports.

204. For more detail on this we refer to the section on external audit and actuary in this
document.
Disclosure on governance

205. In many jurisdictions specific requirements for disclosures on corporate
governance exist, such as:

. Governance structures

. Composition of the board (including committees)
e Profiles of specific functions '

. Relevant charters of the board and its committees

® Remuneration policies and practices

Specific transparency requirements

206. Jurisdictions can have specific transparency requirements, for instance especially
for financial institutions. This regards mostly only disclosure towards the relevant
supervisor(s) but could also include disclosure to the market.

207. The recent turbulence on the financial markets has led to several examples of
additional and/or more detailed information, such as disclosures on:

. Write offs
o Risk positions
. Risk management practices

o Accounting (valuation) policies
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Relationship with the Stakeholders

Stakeholder law, theory, definition, types and analysis

For discussion, text not included in the current version:

Summary of issues

Noting that stakeholders with specific interests are defined by law e.g.

o Shareholders, creditors & directors - Company law A

. Employees - Employment law

. Policyholders - Contract law

o Suppliers/outsourcers - a) Contract law, b) Human rights labour law
. Environment - Pollution law

. Those owed a duty of care - Common law

Considering that stakeholders with wider interests require appropriate corporate
attention e.g.

o Government and government agencies including trade bodies

. Generic - Trading Partners/Customers — fair trading practices

. Trade Unions

o The community

o Pressure groups e.g. Amnesty International, Greenpeace (de facto)

Considering substantial overlaps between wider stakeholder interest and corporate
social responsibility

Corporate stakeholder/CSR profiling may be a requirement within financial reporting.
* Noting a danger in expressing aspirations to enhance perceptions.

. Noting a danger in not meeting, or diverging from, those aspirations.

. Considering a need for clarity with fact

. Is CSR needed for the status quo or elevation?

Considering that the global trend in CSR is more advanced in Nordic and north
European countries, and Australasia

Considering that elsewhere in the world, legal, cultural and social differences may prevail

But consider the value in accelerating the gradual international recognition of ISO140001
as a benchmark for CSR credentials

Needing to appreciate and adapt to the impact of major events even in developed
societies
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Noting a need for CSR to be included within a corporate risk management analysis —
sometimes “what happens if you don't’ could create much more impact on the bottom
line than "what happens if you do”.

N.B. the Corporate Governance questionnaire (S3) ‘Stakeholders’ focuses on
policyholders and (S4) ‘Functions and Responsibilities of the Board of Directors and
Senior Management’, 23a, b & c focuses on ethical conduct and corporate social
responsibility.

Stakeholders

Background

The IAIS Insurance Core Principles and Methodology considers the term stakeholders,
often in generic form, in the following ICPs:

1. Conditions for effective insurance supervision
2. Supervisory system

11. Corporate Governance

16. Winding up an exit from the market

26. Information, disclosure & transparency towards the market.

208. The term stakeholder, as traditionally used in the English language in law and
notably gambling, is a third party who temporarily holds money or property while its
owner is still being determined. More recently the term has become widely used in
management. In a business context, a "stakeholder" is a person or organisation that has
a legitimate interest in'a project or entity. The new use of the term arose together with
and due to the spread of corporate social responsibility ideas, but there are also
utilitarian and traditional business goals that are served by the new meaning of the term.

209. In the traditional view of the company, the shareholder perspective which is the
only one recognised in business law in most countries, considers the shareholders or
stockholders are the owners of the company. The company has a binding fiduciary duty
to put their needs first and to increase value for them. In older input-output models of the
corporation, the firm converts the inputs of investors, employees, and suppliers into
usable (saleable) outputs which customers buy, thereby returning some capital benefit to
the company. By this model, companies only address the needs and wishes of those
four parties: investors, employees, suppliers, and customers. However, stakeholder
theory argues that there are other parties involved, including governmental bodies,
political groups, trade associations, trade unions, communities, associated corporations,
prospective employees, prospective customers, and the public at large. Sometimes even
competitors are counted as stakeholders.

210. The stakeholder view of strategy is an instrumental theory of the corporation,
integrating both the resource-based view as well as the market-based view, and adding
a socio-political level. This view of the company is used to define the specific
stakeholders of a corporation (the normative theory (Donaldson) of stakeholder
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identification) as well as examine the conditions under which these parties should be
treated as stakeholders (the descriptive theory of stakeholder salience).

211. A stakeholder is any person or organisation who can positively or negatively be
impacted by, or causes an impact on the actions of, a company. Person, group, or
organisation that has direct or indirect stake in an organisation because it can affect or
be affected by the organisation's actions, objectives, and policies. Key stakeholders in a
business organisation include creditors, customers, directors, employees, government
(and its agencies), owners (shareholders), suppliers, unions, and the community from
which the business draws its resources. Although stake-holding is usually self-
legitimising (those who judge themselves to be stakeholders are de facto so), all
stakeholders are not equal and different stakeholders are entitled to different
considerations. For example, a firm's customers are entitled to fair trading practices but
they are not entitled to the same consideration as the firm's employees.

212. Primary stakeholders are those ultimately affected, either positively or negatively
by a corporation’s actions. Secondary stakeholders are the ‘intermediaries’; that is
persons or organisations who are indirectly affected by a corporation’s actions. Key
stakeholders, who can also belong to the first two groups, have significant influence or
importance in a corporation. Stakeholders may also be permanent or temporary as the
term may be used to describe people who will be affected by an individual project, or
who can influence it, and who may or may not be directly involved in doing the work.

213. Stakeholder analysis is a form of analysis that aims to identify the stakeholders
who are likely to be affected by the activities and outcomes of a project, and to assess
how those stakeholders are likely to be impacted by the project. Stakeholder analysis
has the goal of developing cooperation between the stakeholder and the project team
and, ultimately, assuring successful outcomes for the project.

214. A stakeholder analysis is performed when there is a need to clarify the
consequences of envisaged changes, or at the start of new projects and in connection
with general organisation changes. It is important to identify all stakeholders for the
purpose of identifying their success criteria and turning these into quality goals.

Corporate social responsibility (CSR)

215. The EU definition of CSR is a ‘concept whereby companies integrate social and
environmental concerns in their business operations and in their interaction with their
stakeholders on a voluntary basis.’

. A B Carroll noted that “it was Karl Marx who observed that those who ignore
history are bound to repeat it. To make further progress towards a more socially
responsible and sustainable business practices, we will need a mixture of new
ideas about the future, and wisdom drawn from lessons of the past.”6

. Gerard Fonteneau as advisor to the European Trade Union Confederation (ETUC)
in 2003 summarised as follows: ‘It remains true that the constitution of
countervailing powers in the companies — in all workplaces — is the prime goal.

6 Business & Society, 1999
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Besides its profound democratic meaning, it would be the only way to legitimise
and fasten the trust of the citizen in the company.”7

. In concluding a statement delivered at ‘Public Eye on Davos’ Irene Khan the then
Secretary-General of Amnesty International asked: “Is CSR all PR? | suppose my
short answer is if we don't want CSR to be PR then we must not only ask
companies to commit voluntarily to human rights principles, but - given the
unreliability of the market and the uncertainties of self-interest, we must insist on
enforceable legal accountability. | don't underestimate the challenge for one
moment - building agreement on legal accountability will not be easy, particularly in
this difficult period of economic and political uncertainty. But human rights are not
a luxury for good times - they must be respected and upheld at all times under all
circumstances, by all actors, state and non-state. The key to our success will lie in
the ability to forge an effective alliance.”8

CSRin practice

216. An influential report from the non-profit organisation AccountAbility produces a
Responsible Competitiveness Index (RCI) and ranks Sweden as the country that is
doing most to advance its business competitiveness through responsible business
practices, ahead of Denmark, Finland, Iceland and the United Kingdom. In other words,
Swedes know how to do business while taking climate change, gender, human rights
and anticorruption into account.” There needn't be a conflict between compassion and
competitiveness, and Sweden is a shining example of this,” says Zadek, who is seen as
one of the architects of the CSR movement. He says that recent history plays a key role
in Swedish companies’ approach to responsible business. So much of this business
responsibility comes from the way Swedish society has evolved since the World War 1.
‘Fifty years of development have delivered a cohesive society where Sweden’s business
community is embedded in a set of social norms that the country is now exporting when
it does business elsewhere.”

Examples of how voluntary interpretation produces different practical
applications (and pitfalls)

Broad range and long term; essentially cautious

217. Swiss Re announced on 30 Oct 2003 at the Swiss Re Centre for Global Dialogue
that it plans to become a greenhouse neutral company. Swiss Re will initiate a ten-year
programme combining internal emissions reduction measures with an investment in the
World Bank Community Development Carbon Fund. The voluntary initiative makes
Swiss Re the largest global financial services company to set itself the goal to become
greenhouse neutral. All Swiss Re locations will participate in the initiative. The
programme will utilise the same methodology as Swiss Re offers to clients through its
"Greenhouse Neutral" package in partnership with the Commonwealth Bank of
Australia.9

? Corporate Social Responsibility: envisioning its social implications — users.skynet.be
8 Taking stock: Corporate social responsibility and human rights - 24.01.03
WWW.SWiSSre.com
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Good intention but major oversight

218. “It's a shame it had to be the Gates Foundation that got it in the neck from the Los
Angeles Times for failing to consider the damage inflicted on the very benighted families
it is trying to help by polluting and exploitative multinational companies in which Bill and
Melinda invest. The LA Times ran lengthy, hard-hitting and well-researched pieces
pointing up the anomalies. It was powerful stuff."10

Not doing what you imply

219. Kellogg Company considers it has a rich history of corporate social responsibility. It
believes in ‘protecting our environment’. However “Kellogg is currently in the top 600
companies in total pollution according to a Lake City, Minnesota, source. The Kellogg
Company in Minnesota alone releases over 49,000 pounds of pollution a year. The
company is not only releasing chemicals into the air, but into the water as well, which
causes many different problems. With different bodies of water being polluted, it kills off
food sources, as well as hurting other companies.”11 Fortunately Kellogg do add “Our
commitment to social responsibility is as strong today as it was when our company was
founded. We are proud of our progress, but there is still much we can do."12

A CSR policy of supporting staff to support others — ‘Volunteers in the City of
London’

220. A recent article in The Sunday Times13 noted that “individual acts of volunteering
by City employees is up 40% on a year ago. Advocates claim it improves employee
engagement, raises morale and increases the sense of corporate belonging, ultimately
helping a company’s bottom line. The City’s big guns are also putting pressure on small
and medium sized client firms to follow their example. Volunteers gain a broader
perspective and a more eclectic mindset that is likely to benefit them in their jobs. In
addition volunteering improves the way companies are viewed by the broader
community.” The article concluded that “10 years ago businesses saw CSR as doing the
right things; today they are more likely to be persuaded by commercial arguments, but
more important still is that business supports it.”

How the best CSR intentions are affected by global influences.

221. A CSR Wire survey summarised that major terrorism such as 9/11, global warming
and the status of word communities all affect corporate thinking14. In recent days the
price of oil and the upheaval in the financial markets may well be added.

% 1n an article entitled “Sitting on the Gates” www.quardian.co.uk 18.01.07
T www.wikipedia.org

12 www.kelloggcompany.com
3 The Sunday Times (UK) - www.timesonline.co.uk/appointments - 14.09.08

" Survey - www.csrwire.org
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Interaction with the Supervisor

222. The board is primarily responsible and accountable for the performance of an
insurer. Likewise, shareholders hold the board accountable for governing the
organisation effectively. A key role of supervisors is then to promote strong corporate
governance by reviewing and evaluating the implementation of sound corporate
governance practices. The element of corporate governance is therefore an important
part of the interaction between insurer and supervisor.

223. To do so supervisors put explicit attention to corporate governance in their
supervisory policies and strategy. Issues that need to be addressed include:

® Supervisors consider corporate governance as a key element of policy holder
protection.

. Supervisors provide guidance to insurers on sound corporate governance and the
pro-active practices that should be in place.

224. Supervisors also pay due attention to corporate governance in their normal day to
day line supervision activities. Issues that need to be addressed in this respect include:

. Supervisors determine whether the insurer has adopted and effectively
implemented sound corporate governance policies and practices.

. Supervisors assess the quality of insurers’ risk, audit and control functions.
° Supervisors evaluate the effects of the insurer’s group structure.

. Supervisors bring to the board of directors’ and management's attention problems
that they detect through their supervisory efforts.

225. Supervisors should specifically assess the functioning of the board as a whole.
This includes more than a fit and proper test but also refers to an assessment of the
functioning of the group of people and their dynamics. Although this is a difficult and
sensitive area, supervisors should make sure they have the capacity and expertise to
include this task in their supervisory practices.

Conclusions and Recommendations
226. To be included later.
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