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Antitrust Notice

The Casualty Actuarial Society is committed to adhering strictly to the letter
and spirit of the antitrust laws. Seminars conducted under the auspices of
the CAS are designed solely to provide a forum for the expression of various
points of view on topics described in the programs or agendas for such
meetings.

Under no circumstances shall CAS seminars be used as a means for
competing companies or firms to reach any understanding — expressed or
implied — that restricts competition or in any way impairs the ability of
members to exercise independent business judgment regarding matters
affecting competition.

It is the responsibility of all seminar participants to be aware of antitrust
regulations, to prevent any written or verbal discussions that appear to violate
these laws, and to adhere in every respect to the CAS antitrust compliance
policy.
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What is the IAIS?

The International Association of Insurance Supervisors (IAIS) was established in 1994 to
promote cooperation among insurance supervisors around the globe and with
supervisors in other financial sectors.

It is a voluntary membership organization including regulators from more than 200
jurisdictions in nearly than 140 countries — constituting 97% of the world's insurance
premiums — and more than 130 Observers (professional associations, insurance
companies, consultants and other professionals). All US states and territories, the NAIC
and the FIO are represented in the IAIS.

Its objectives are to:

Promote effective and globally consistent supervision of the insurance industry in order to
develop and maintain fair, safe and stable insurance markets for the benefit and protection of
policyholders; and to

Contribute to global financial stability.

Member of the Financial Stability Board (FSB), established by the G-20 at the height of
the financial crisis to focus on financial stability issues.
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IAIS

Core initiatives
The three key initiatives being undertaken by IAIS are:

Tier 1: Insurance Core Principles (ICPs)

Tier 2: Common Framework for the group-wide
supervision of Internationally Active Insurance Groups
(IAIGs) (ComFrame)

Tier 3: Global Systemically Important Insurers (G-SlI)
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ICPs

Overview

Internationally developed set of 26 core principles applicable to insurance regulation that
seek to foster convergence towards a “globally accepted framework for the supervision
of the insurance sector.” Current set adopted in October 2011.

The principles are presented using the following hierarchy:

Statements of Core Principles: prescribe the essential elements that must be present in a supervisory regime in order to
promote a financially sound insurance sector.

Standards: set out key high level requirements that are fundamental to the implementation of ICPs. Standards must be

met to demonstrate full observance with core principles.

Guidance material: the lowest level in the hierarchy, elaborates on the meaning of a standard and provides examples of

possible ways to comply with or implement an ICP statement or standard.

They serve as a basic benchmark for insurance supervisors in all jurisdictions and can
be used when establishing a supervisory regime or for identifying areas in existing
regimes that need to be improved.

The ICPs are used in the evaluation of supervisory regimes under the Financial Sector
Assessment Program (FSAP) conducted jointly by the World Bank and International

Monetary Fund (IMF).
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ICPs

Structure: selected themes
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Example:

ICP 12

ICP 12 — Winding-up and exit from the market

Core principle statement:

The legislation defines a range of options for the exit of insurance legal entities from the market. It defines
insolvency and establishes the criteria and procedure for dealing with insolvency of insurance legal entities.
In the event of winding-up proceedings of insurance legal entities, the legal framework gives priority to the
protection of policyholders and aims at minimizing disruption to the timely provision of benefits to
policyholders.

Standards:

12.1 The procedures for the winding-up and exit of an insurer from the market are clearly set out in legislation. A high
legal priority is given to the protection of the rights and entitlements of policyholders. The procedures aim at
minimizing the disruption to the timely provision of benefits to policyholders.

Guidance material:

12.1.1 The bodies responsible for dealing with the insolvency of an insurer, including the possible restructuring
or portfolio transfer, and winding-up of the insurer are clearly set out in legislation.

12.2 The legislation provides for the determination of the point at which it is no longer permissible for an insurer to
continue its business.
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ComFrame
Overview

“Common Framework for the group-wide supervision of
Internationally Active Insurance Groups”

Set of international supervisory requirements focusing on the effective group-wide
supervision of Internationally Active Insurance Groups (IAlIGs). ComFrame is built and
expands upon the ICPs at a group-wide level.

ComFrame was initiated in response to the recognition that, despite the growing
relevance of IAIGs in the global insurance marketplace, no internationally coherent
framework exists for the supervision of such large, global groups beyond the ICPs.

It contains qualitative and quantitative requirements for IAIGs, as well as requirements for
supervisors intended to foster greater cooperation and coordination among supervisors.

Most recent draft of ComFrame was issued for comment in July 2012. Another draft is
due end of 2013, with field testing and impact assessments beginning in 2014. IAIS is
currently scheduled to formally adopt ComFrame in 2018, with its Members to begin
implementing ComFrame thereafter.
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ComFrame
Structure
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ComFrame
Identification of IAIG

Specifically, the proposed criteria for identifying IAIGs is based on both:

A) International Activity
Premiums are written in not fewer than three jurisdictions, and

Percentage of gross premiums written outside the home jurisdiction is not
less than 10% of the group’s total gross written premium;

B) Size (based on arolling three-year average):
Total assets of not less than US$50 billion, or
Gross written premiums of not less than US$10 billion.

The IAIS expects that approximately 50 IAIGs will be identified by supervisors.
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Global Systemically Important Insurers
(G-SlI)
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G-SlI

Overview

The global financial crisis highlighted the financial world’s interconnectivity and
the financial and economic risks associated with the failure of a single entity. It
drew attention to the need to act proactively and to rapidly identify institutions
in distress and subject them to orderly resolution if necessary.

IAIS, along with the FSB and G20, proposed a framework to provide:
designation of Global Systemically Important Insurers (G-Slls)

policy measures for the supervision of such entities with the objectives of reducing
moral hazard and risk

In Nov 2011, 29 banks were designated Globally Systemically Important Banks
(G-SIBs) by the FSB.

48 insurers were assessed, with designations made in June 2013.

Policy measures are still being developed.
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G-SlI

Designation criteria

The G-SlI designation assessments will be based on five main criteria.

The most significant are interconnectedness and non-traditional and non-insurance activities.

Category Wel Descript Indicator
The importance of a single component for the working of the financial
size 5% — 10% system generally increases with the amount of financial services that » Total assets
the component provides, noting that in an insurance context size is a » Total revenues
prerequisite for effective pooling and diversification of risks
5% — 10% The is aimed at it of the financial » Revenues derived outside of home
Global activity system whose failure can have Iarge negatlve externalities on a global country
scale » Number of countries
» Intra-financial assets and liabilities
Systemic risk can arise through direct and indirect inter-link: » Reil
| FfieaTnEs Qs 30% — 40% ’ between the components of the financial system so that |nd|vndua| » Derivatives

failure or distress has repercussions around the financial system,
leading to a reduction in the aggregate amount of services

» Large exposures
» Turnover
» Level Ill assets

Non Traditional &
Non Insurance (NTNI)
Activities

40% - 50%

Non-traditional insurance activities and non-insurance financial
activities are potential drivers of the systemic importance of insurers
and thus have the greatest impact upon failure

» Non-policyholder liabilities
» Non-insurance revenues
» Derivative trading

» Short-term funding

» Financial guarantees

» Variable annuities

» Intra-group commitments

Substitutability

5% —10%

The systemic i of a single in cases
where it is difficult for the components of the system to provide the
same or similar services in the event of failure

» Premiums for specific business
lines
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Designation criteria: insurers vs. banks

Many in insurance industry have been claiming insurers do not pose systemic risks to the economy.

Geneva Association in Feb 2013 produced benchmark analysis comparing 28 Globally Systemically
Important Banks (G-SIBs) to largest 28 insurers, using SIFI indicators announced to date.

In all cases, insurers found to be significantly less systemically important than banks, for example:
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G-Sll

Insurer designations

The following insurers were designated G-SllI by the FSB in July 2013:

Europe

AlG
MetLife

Prudential Financial

Allianz (Germany)

Aviva (UK)

AXA (France)
Generali (Italy)
Prudential (UK)

Ping An (China)

Reinsurers are due to be designated in July 2014.

Link to US SIFI:

AIG and Prudential Financial have also been designated US SIFls by the Financial Stability
Oversight Council (FSOC), established under Dodd-Frank act. These will now come under Federal
Reserve supervision.

MetLife may be soon to follow. Not previously assessed due to owning a bank, meaning Fed
regulation automatic — this was disposed early 2013.
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Policy measures

Policy measures are still under development, but will comprise the following three elements:

Enhanced supervision Effective resolution

High loss absorption (HLA)

Direct approach to
consolidated group-

tailored
regulation, greater
supervisory
resources and
bolder use of
existing supervisory
tools. ICPs,
ComFrame and
FSB's supervisory
intensity and
effectiveness (SIE)
recommendations
would form the
basis of the IAIS’s

wide supe .,

The development of
a Systemic Risk
Management Plans
(SRMPs)

The FSB's “Key
Atributes” for
Effective Resolution
Regimes would be

Establishment of
Crisis Management
Groups (CMGs)

Elaboration of
RRPs

Institution-specific
cross-border

the basis for CEIRELn
improved agreements.

ility and
would help reduce Plans for separating
the impact of a G- NTNI

Sll failing

The IAIS is
proposing a
Cascading
approach to
achieve HLA
capacity that is
targeted, where
possible, at
activities that have
the potential to
generate or
aggravate systemic
risk . In order to

Enable a G-Si to
be more resilient to
low probability but
high impact events,

take into account of MEDIOn

different solvency I AR

regimes and risks to the

accounting soundness of the
i - G-sil

Allow supervisors to
intervene earlier
than they would for
non-G-Slis to give

IAIS proposes two

approach to > "
options on which

enhanced Enhanced liquidity the HLA uplt could

supervision planning and o e Offset any implicit
anagement in capiel masro o or el uing
oioegiolicssontiie Policyholder a balance sheet Z‘I‘I st'aty MEEB(Es
probability and protection and measure HLA is See
impact of failure. guarantee schemes intended to:
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G-SlI

Timeline

IAIS prepare workplan for
regulatory framework for
IAIGs, including quantitative

IAIS to finalise baseline
backstop capital
requirements to all group

IAIS to develop
implementation details
for HLA that will apply to

IAIS/FSB

G-SIl/ICMG

capital standard

activities, incl non-
insurance subs

FSB designate initial
cohort of G-Sllis
(2011 data)

L_I

2013

G-Slls from 2019

IAIS to provide FSB
with G-SlI
recommendations
for reinsurers

—

Implementation
commences of
Resolution Planning
and Resolvability
Assessment

Crisis Management Recovery &
Groups (CMGs) Resolution Plans
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IAIS summary
Architecture of related regulations

The following table illustrates the relationship between IAIS, NAIC and Sl regulations.

) Internationally Active Global Systemically
Type of entity Legal entity Group Insurance Group Important Insurer (G-Sl1)
(IAIG) AND IAIG

G-Sll that is not an

IAIG

Global

: ICPs
IAIS Tier 1 (for legal entity only)

ComFrame

IAIS Tier 3

IAIS Tier 2 i

Domestic
us NAIC standards ( + Fed for US SIFI)
EU Solvency Il

Other regions ...
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G-Sll package
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EY | Assurance | Tax | Transactions | Advisory

About EY
EY is a global leader in assurance, tax, transaction and advisory services. The
insights and quality services we deliver help build trust and confidence in the capital
markets and in economies the world over. We develop outstanding leaders who team
to deliver on our promises to all of our stakeholders. In so doing, we play a critical
role in building a better working world for our people, for our clients and for our
communities.

EY refers to the global organization, and may refer to one or more, of the member
firms of Emst & Young Global Limited, each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company limited by guarantee, does not provide
services to clients. For more information about our organization, please visit ey.com.

Ernst & Young LLP is a client-serving member firm of Emst & Young Global Limited
operating in the US.

© 2013 Emst & Young LLP. All Rights Reserved.
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