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INTERNATIONAL COMPLIANCE - I

The insurance industry has long been an international business.  The last decade saw an increasing level of globalization activity by large U.S., European, and Asian carriers.  As this trend continues, any carrier doing extra-territorial business will find compliance with the regulations of multiple foreign jurisdictions an area that requires increasing focus and growing resources.  This will be the first of two articles which focuses on the International Association of Insurance Supervisors (IAIS), a global association of insurance regulators.  The first is an interview with the Association’s Chairman of the Executive Committee – Hanley C. Clark (also formerly the Commissioner of Insurance for West Virginia for 10 years).  Nick Mallouf, a Principal of the MRC Insurance Consulting Group and a member if IASA’s Interpreter Committee reports. 

Mallouf:
As Chairman of the Executive Committee, what are your key functions?

Clark:
  The Chair’s function is to lead the Association with other members of the Executive Committee.  The Executive Committee makes all decisions necessary to achieve the objectives of the IAIS in accordance with the directions given by the members at the General Meeting.

Mallouf:
Describe the growth/progress of the IAIS since its inception in 1994

Clark:
At its initiation in 1994, the objective of the IAIS was restricted to an exchange of experiences and information between insurance supervisors.  Unfortunately, the initial bylaws precluded the development of standards for supervision of insurance companies and they were rather equivocal about the extent to which the IAIS could consult with banking and securities supervisors.  Thus activities were rather limited.  But the IAIS members soon recognized that purely exchanging information did not sufficiently meet their need for cooperation.  The association therefore was restructured and its objectives broadened at the General Meeting in 1996.  The objectives of the association are now:

· To cooperate together to ensure improved supervision of the insurance industry on the domestic as well as on an international level in order to maintain efficient, fair, safe and stable insurance markets for the benefit and protection of policyholders;

· To unite their efforts to develop practical standards for supervision of insurance that members may choose to apply;

· To liaise or cooperate with other relevant entities;

· To provide mutual assistance to safeguard the integrity of markets;

· To exchange information on their respective experiences in order to promote the development of strong domestic insurance markets.

The most significant change was the introduction of the task of developing practical standards for the supervision of insurance and giving guidance on insurance regulation and supervision for emerging market counties.  These two targets have very quickly become the most important objectives of the association.

In 1998, the IAIS established its permanent Secretariat in Basel, Switzerland, hosted by the Bank for International Settlements (BIS).  At present more than 100 jurisdictions are members of the Association.  The IAIS has already established key insurance regulatory and supervisory standards.

Mallouf:
How does the IAIS coordinate with other international regulatory bodies?

Clark:
the trend towards financial conglomerates and convergence within the financial industry has increased the need for the IAIS to work with other international financial bodies in order to coordinate the regulatory and supervisory frameworks.  Close cooperation is also important to leverage limited resources and create synergy with those bodies.  Following are bodies that the IAIS is working closely with:

· Financial Stability Forum

· Joint Forum

· International Organization of Securities  Commissions (IOSCO)

· Organization for Economic Cooperation and Development (OECD)

· World Trade Organization (WTO)

· International Monetary Fund (IMF)/World Bank

Mallouf:
What are the organization’s key projects/directions for 2001?
Clark:
The IAIS will focus on its three chief areas: 

(1) set standards – this is the IAIS’ primary activity, with the following key areas of focus:

a) Insurance Core Principles

b) Solvency

c) Accounting

d) Reinsurance

e) Enhanced disclosure

f) E-commerce

g) Alternative Risk Transfer Including Securitization

(2) enhance cooperation with regard to assessment and implementation of standards

(3) coordination with other relevant bodies.

Mallouf:
Compare the regulatory environment in the U.S. with that of Europe, Africa, Asia, and South America.

Clark:
The regulatory environment around the globe is still very diverse and difficult to explain in a simple way.  However, there are similar trends among these different areas of the world to the extent that financial markets and regulation and supervision of financial sectors have been playing an increasingly important role in each economy.  

Mallouf:
To what extent has the U.S. regulatory system been a model for other countries?
Clark:
The U.S. has by far the largest insurance market in the world and initiates new trends in the economy such as electronic commerce or securitization.  There is a stock of  experts and expertise for example in the area of insurance risk management systems.  However, economic, social and political environments differ considerably between countries.  The supervisory system by each state, or stress on product control, as seen in several states in the U.S. is rather different from, for example, that in Europe.  Therefore, the U.S. regulatory systems are not necessarily applicable or suitable to other economies.

Nick Mallouf, CPA, CISA is a Principal  of MRC Insurance Consulting Group, which focuses on compliance, banks-in-insurance, and litigation support services related to the insurance industry.  He can be reached for questions about this article at: nmallouf@mrcgroup.ws or 817-261-7674.
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