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DEVELOPMENTS IN GLOBAL INSURANCE 
REGULATORY AND SUPERVISORY FORUMS 

THURSDAY, SEPTEMBER 12, 2019 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS, 

Washington, DC. 
The Committee met at 10:03 a.m., in room SD–538, Dirksen Sen-

ate Office Building, Hon. Mike Crapo, Chairman of the Committee, 
presiding. 

OPENING STATEMENT OF CHAIRMAN MIKE CRAPO 

Chairman CRAPO. This hearing will come to order. 
Today we welcome to the Committee the three members of Team 

USA representing the United States in international insurance su-
pervisory and regulatory forums, including Steven Seitz, Director of 
the Federal Insurance Office in the Treasury Department; Thomas 
Sullivan, Associate Director at the Board of Governors of the Fed-
eral Reserve System; and Eric Cioppa, Superintendent of the 
Maine Bureau of Insurance, on behalf of the National Association 
of Insurance Commissioners. 

On September 6, 2019, the Treasury and Federal Reserve issued 
their annual report regarding their efforts with the National Asso-
ciation of Insurance Commissioners in international forums, such 
as the International Association of Insurance Supervisors. 

The report and accompanying testimony are required by the Eco-
nomic Growth, Regulatory Relief, and Consumer Protection Act to 
encourage greater transparency into and reinforce a unified ap-
proach to efforts by Team USA at those international forums. 

A key driver of this provision is the IAIS’s multiyear effort to de-
velop a group-wide, risk-based insurance capital standard, often re-
ferred to as ICS 2.0, as a part of its Common Framework for the 
Supervision of Internationally Active Insurance Groups. 

In July 2018, the IAIS issued a consultative document proposing 
ICS 2.0, and several aspects of the proposal and process have 
caused serious concern in the United States insurance market. 
Among those concerns are, one, the proposed use of a market-ad-
justed valuation; two, the use of internal models; and three, a lack 
of clarity about the processing moving forward and how outcome 
equivalency will ultimately be determined. 

ICS 2.0 is set to be implemented in two phases, including a 
5-year monitoring period at the end of which IAIS will assess 
whether it considers the United States approach to be outcome 
equivalent. 
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There should be clarity about the path forward for further ad-
justing ICS 2.0 during the monitoring period as well as a better un-
derstanding of how outcome equivalency will be determined. 

It is also important that ICS 2.0 be structured in a way that ap-
propriately reflects the uniqueness of insurers and that works for 
U.S. insurers, including those operating abroad. 

Treasury Secretary Mnuchin spoke earlier this year about ICS 
2.0’s development, where he highlighted three areas on which the 
Treasury is focused, including working to improve the design of 
ICS so it more appropriately reflects the unique business model of 
insurers, advocating for the IAIS to create a defined structure and 
process for further work and revision of ICS during the monitoring 
period, and ensuring that the final ICS is implementable in the 
United States. 

Also, while speaking about the Federal Reserve’s Building Blocks 
Approach to a risk-based insurance capital requirement, Federal 
Reserve Vice Chairman for Supervision, Randy Quarles, acknowl-
edged the challenges of ICS 2.0 and potential consequences for con-
sumers. He said: 

A capital standard that uses market-based valuation can introduce vola-
tility and procyclicality, and one that is excessively volatile or procyclical 
can influence a firm to veer away from a long-term perspective and con-
centrate on the short term. This can have undesirable consequences, includ-
ing diminishing product availability. 

He also added about efforts at the IAIS on ICS 2.0: ‘‘In order for 
any form of an ICS to be implementable globally, it needs to be 
suitable for the U.S. insurance market. The current core proposal 
in the ICS would face implementation challenges in the United 
States.’’ 

While the IAIS has been working on its standard, the NAIC has 
worked on a Group Capital Calculation that is currently in field 
testing, and the Federal Reserve recently issued its proposed Build-
ing Blocks Approach. 

Prior to a vote on ICS 2.0 and during the monitoring period, 
Team USA should leverage its work and progress on these U.S.- 
based standards to continue advocating for a more appropriate 
international standard and toward ultimately achieving outcome 
equivalency. 

Furthermore, the Economic Growth, Regulatory Relief, and Con-
sumer Protection Act calls for the Treasury and Federal Reserve, 
in consultation with the NAIC, to complete and submit to Congress 
a study on the impact on U.S. consumers and markets before sup-
porting or consenting to the adoption of any final international 
ICS. I look forward to that update at the appropriate time. 

Aside from a group capital standard, Team USA has also been 
engaged on several other projects at international forums, includ-
ing a holistic framework for the mitigation of systemic risk, contin-
ued development of Insurance Core Principles, cyber resilience and 
big data, and governance, among others. 

During this hearing, I look forward to receiving an update on 
Team USA’s ongoing efforts to influence the development of ICS 
2.0 so that it works for U.S. insurers, including those operating 
abroad, and our consumers, what aspects of group capital stand-
ards developed in the United States can help to improve ICS 2.0, 
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changes that could be made to the ICS 2.0 development processes 
going forward to better understand opportunities to improve it and 
how to achieve outcome equivalency, and other key initiatives at 
international forums on which Team USA is actively working. 

I appreciate, again, each of you joining us today and the work 
you have done to advance U.S. interests abroad. 

Senator Brown. 

OPENING STATEMENT OF SENATOR SHERROD BROWN 

Senator BROWN. Thank you, Mr. Chairman. 
Welcome to all of you. Thanks for joining us. 
Eleven years ago today, September 12, 2008, executives from 

AIG walked into the Federal Reserve Bank of New York to beg for 
a bailout. Supervisors at the Office of Thrift Supervision, whose 
leadership was so incompetent that OTS no longer exists, failed to 
identify risky transactions in AIG’s Financial Products subsidiary 
in London. State regulators did not catch them either. 

During the mortgage boom, AIG sold credit default swaps that 
allowed Wall Street banks to say that they were protected against 
losses from the toxic subprime mortgage securities that they 
owned. Some might even say they were insured. But AIG’s failure 
would have taken down the banks it traded with, the biggest banks 
in the country. So AIG got a massive bailout, and—you guessed 
it—executives still got their bonuses. 

Millions of Americans, on the other hand, lost their jobs, their 
homes, their retirement savings. The effects of the financial crisis 
incapacitated economies around the world and are still felt in many 
neighborhoods in my State. 

Given the complexity and interconnectedness of the global finan-
cial system, it is critical for our regulators and our representatives 
at the Financial Stability Board and the International Association 
of Insurance Supervisors to work together to promote financial sta-
bility. I understand that we regulate insurance a little differently 
here in the United States. I support State-based insurance regula-
tion. It allows U.S. insurers to serve small local markets as well 
as large international markets. 

That need for some regulatory discretion is why I worked with 
Nebraska Republican Senator Johanns to pass a bill allowing the 
Fed to implement insurer-specific capital standards. It is also why 
I think it is important for our regulators to work with their inter-
national counterparts to make sure that our regulatory system is 
recognized and respected around the world. 

Unfortunately, under the Trump administration, the Financial 
Stability Oversight Council, FSOC, no longer applies enhanced pru-
dential standards or heightened supervision created under Dodd- 
Frank to even the largest insurance companies. 

I can understand why international regulators might have the 
impression that we are not taking financial stability seriously in 
our country. We want international regulators to recognize our in-
surance regulatory system as credible. So it is imperative that our 
regulators recognize credible threats to financial stability. 

The Administration must address emerging risks in the financial 
system. Instead, they are working to undermine the trust we re-
gained by passing Wall Street reform. Some argue that a deregula-
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tory race to the bottom is the only way for American insurance 
companies to be competitive. But the secret to America’s success in 
financial markets is surely safety and soundness. 

The United States has a long history of financial stability and 
independent regulation of our financial markets. That is why other 
countries trust our markets and our currency. I am concerned that 
this Administration has eroded the trust and is diminishing our 
leadership role in global financial regulation. 

Today I hope to hear about how our regulators are working to 
curb financial risks at the largest insurance companies so that 
working families are not forced to bail them out again, and how 
they plan on restoring American leadership on these issues. 

Thank you, Mr. Chairman. 
Chairman CRAPO. Thank you, Senator Brown. 
We will now move to the testimony of our witnesses. 
Mr. Seitz, you may begin. 

STATEMENT OF STEVEN E. SEITZ, DIRECTOR, FEDERAL 
INSURANCE OFFICE, DEPARTMENT OF THE TREASURY 

Mr. SEITZ. Chairman Crapo, Ranking Member Brown, and Mem-
bers of the Committee, thank you for the opportunity to testify 
today about developments in global insurance regulatory and su-
pervisory forums. 

Among its statutory authorities, the Federal Insurance Office, or 
FIO, provides advice to the Treasury Secretary on major domestic 
and prudential international insurance issues. It represents the 
United States at the International Association of Insurance Super-
visors and assists the Secretary in negotiating covered agreements. 
The FIO Director also serves as a nonvoting member of the Finan-
cial Stability Oversight Council. 

As you know, the U.S. insurance sector plays a critical role in the 
U.S. economy. The United States has the largest and most diverse 
market in the world. Thousands of insurers operate in the United 
States, ranging from small mutual companies to large global firms 
operating across the world. 

Turning to FIO’s international engagement, as U.S. insurance 
companies compete globally and increasingly look overseas for 
growth opportunities, the Federal Government’s participation in 
various international forums is crucial to ensuring that the U.S. in-
surance sector and our companies remain competitive internation-
ally, and that international standards do not inappropriately affect 
the U.S. insurance companies operating here or the U.S. domestic 
insurance market. 

It is important that the United States speak with the authority 
of a national government when addressing key international insur-
ance matters during any international engagement. 

Treasury and the Federal Insurance Office support the State- 
based system of insurance regulation, and we work closely with the 
U.S. States, the National Association of Insurance Commissioners, 
and the Federal Reserve Board. 

As part of our collective advocacy, strong collaboration among all 
members of Team USA is critical to ensuring that the United 
States conveys a coordinated view in international discussions. 



5 

It is also important to note that international standards are not 
in and of themselves binding in the United States, unless they are 
adopted as law through domestic processes at either the Federal or 
State level. 

However, as noted by the Secretary in his May remarks, as U.S. 
insurers expand into foreign markets, they will have to navigate 
the supervisory regimes of other jurisdictions that may be influ-
enced by these standards. 

I will now turn to some of the ongoing work at the IAIS. Last 
week, Treasury and the Federal Reserve issued a joint report to 
this Committee on our efforts in global insurance regulatory or su-
pervisory forms. This report summarizes the work of the Federal 
Insurance Office at international standard-setting bodies. 

First, I would like to briefly touch on our efforts to promote 
transparency at these bodies and then highlight two important ini-
tiatives—the insurance capital standard and the holistic frame-
work. 

As noted in our November 2018 joint report to this Committee, 
Treasury and the Federal Reserve support increased transparency 
and stakeholder input into IAIS decisionmaking. Domestically, 
Treasury routinely hosts meetings with U.S. stakeholders for open 
dialogue regarding the policy issues being discussed at the IAIS. 
Treasury and the Federal Insurance Office will continue to provide 
opportunities for U.S. stakeholders to engage with all members of 
Team USA on the issues arising before the IAIS. 

Treasury appreciates and has contributed to the work of the IAIS 
on the insurance capital standard, and we support its overall objec-
tive of working to create a common language for supervisors 
around the world. However, we have concerns about certain aspects 
of ICS development, and we are working with our Team USA col-
leagues in pursuing constructive ways to address those concerns 
within the IAIS. 

First, Treasury is working to improve the design of the insurance 
capital standard so that it more appropriately reflects the unique 
business model of insurers, particularly those that provide long- 
term savings products. 

Second, Treasury believes it is important that the IAIS create a 
defined structure and process for further revisions and improve-
ments to the ICS during the 5-year monitoring period from 2020 
to 2024. 

Third, it is important that the IAIS strengthen its efforts to de-
velop a final insurance capital standard that can be implementable 
here in the United States. 

Finally, getting the insurance capital standard right is more im-
portant than meeting any fixed schedule that mandates completion 
of this project at a specific point in time. 

Another important initiative at the IAIS is the holistic frame-
work for assessing and mitigating systemic risk in the insurance 
sector. Treasury supports shifting the focus of systemic risk anal-
ysis away from individual insurance entities and toward the activi-
ties of insurers and other market participants. Treasury also 
supports the efforts at the IAIS to develop improved standards for 
liquidity management and planning. 
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Thank you again for the opportunity to testify today, and I look 
forward to your questions. 

Chairman CRAPO. Thank you, Mr. Seitz. 
Mr. Sullivan. 

STATEMENT OF THOMAS SULLIVAN, ASSOCIATE DIRECTOR, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Mr. SULLIVAN. Chairman Crapo, Ranking Member Brown, and 
Members of the Committee, thank you for your time and the oppor-
tunity to testify today. 

The Federal Reserve Board engages in insurance issues chiefly 
through its participation at the IAIS along with the Federal Insur-
ance Office, the States, and the NAIC, and together, we act as 
Team USA and advocate for standards that are in the best interest 
of the United States. 

The Fed regulates insurance holding companies that own feder-
ally insured depository institutions or firms that are designated by 
the FSOC. We leverage the work of the State insurance regulators 
wherever possible and continuously look for opportunities to coordi-
nate with them. 

The Fed also participates in insurance policy work streams as a 
member of the FSB. The FSB provides a framework for the work 
of the IAIS, but the responsibility for setting detailed standards for 
insurance rests with the IAIS. 

In my testimony today, I would like to highlight and elaborate 
on a few items discussed in our joint report on international insur-
ance engagement, as called for under S. 2155. 

In 2013, the IAIS announced its plan to develop the international 
capital standard, or ICS. The ICS is intended to be a global risk- 
based capital standard that is fit for application for certain large 
international insurance groups. 

Later this year, the IAIS plans to approve the ICS for a confiden-
tial use during a 5-year monitoring period. An international stand-
ard like the ICS could limit regulatory arbitrage and could help 
provide a level playing field for global insurers. It could also help 
to insure that U.S. companies are not held to bespoke or onerous 
regulations when they operate abroad. 

There are concerns, however, that the ICS currently includes a 
valuation method and other requirements that may not be optimal 
for the U.S. Insurers that generally operate in a buy-and-hold, 
long-term approach to investing, yet the ICS currently uses a mar-
ket-based valuation method whose volatility could ultimately re-
duce the availability of insurance products with long-term guaran-
tees. 

Because of these concerns, the board has proposed applying a 
building block approach, or the BBA, to insurers we supervise do-
mestically rather than an ICS-type approach as currently designed. 
The BBA builds upon existing, well-known, State-based insurance 
standards to establish a group-wide minimum requirement. 

Further, we support the NAIC’s effort to develop a similar Group 
Capital Calculation, or as they call it, the GCC. We will continue 
to work with the NAIC to align these approaches to the greatest 
extent possible. 
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Through Team USA’s efforts, we believe that we have created 
space in the international deliberations for the BBA and the GCC 
to be recognized as outcome-equivalent. The BBA can assist in our 
collective advocacy by demonstrating how an approach that 
leverages existing capital requirements can function and achieve 
the goals of the ICS. 

Meanwhile, Team USA has continued to advocate for increasing 
transparency at the IAIS. For example, all significant policy pro-
posals are now subject to at least a 60-day consultation period. 

We have also advocated for obtaining stakeholder feedback much 
earlier on in the process. The development of the holistic frame-
work is a good example of this. Three separate consultations have 
been conducted early on at the conceptual level, before the proposal 
became more granular. While this extensive engagement required 
more time, we would argue that the IAIS has benefited from it, and 
the stakeholder reaction thus far has been supportive. 

The Fed has also worked to increase transparency at the FSB. 
Fed Vice Chair for Supervision Randal Quarles serves as the FSB 
Chair. He has made increasing FSB transparency and stakeholder 
engagement a key part of the group’s agenda. In fact, as part of 
this, the FSB has also increased its direct engagement with insur-
ers, including on the topic of the ICS. 

Recently, the FSB and the IAIS held a joint stakeholder engage-
ment event with representatives of large insurance groups. 

Thank you for the opportunity to be with you this morning, and 
I will be happy to take your questions. 

Chairman CRAPO. Thank you, Mr. Sullivan. 
Mr. Cioppa. 

STATEMENT OF ERIC A. CIOPPA, SUPERINTENDENT, MAINE 
BUREAU OF INSURANCE, ON BEHALF OF THE NATIONAL AS-
SOCIATION OF INSURANCE COMMISSIONERS 

Mr. CIOPPA. Chairman Crapo, Ranking Member Brown, and 
Members of the Committee, thank you for the invitation, and I am 
pleased to be here testifying alongside my Team USA colleagues. 

Today I would like to focus my oral remarks on the IAIS’s devel-
opment of an insurance capital standard, or ICS. The NAIC has 
long contributed to the development of international insurance 
standards and adopted those that make sense for our market, but 
we have significant concerns with the direction and construction of 
the ICS. 

The ICS remains not only technically flawed but also contrary to 
key policy initiatives in the United States, such as retirement secu-
rity, long-term care, infrastructure investment, and disaster resil-
iency. 

Rather than developing a truly global standard that has an ap-
propriate level of flexibility, the ICS work to date largely reflects 
Europe’s approach to regulation and would be unworkable for our 
system and harmful to the products our consumers rely on. 

A regulatory standard that cannot be adopted by the world’s 
largest jurisdictions does not create safer insurance markets glob-
ally and is not an international standard, regardless of the label 
applied to it. 
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Because the ICS is currently unworkable for our market, we are 
developing an aggregation method to group capital, which is dif-
ferent than the ICS, but that will provide comparable outcomes for 
the group-wide supervision of internationally active insurance 
groups. The IAIS has agreed to assess the aggregation method dur-
ing the upcoming 5-year monitoring period. 

The aggregation method is informed by our U.S. Group Capital 
Calculation and by the proposed Building Block Approach recently 
released by the Federal Reserve, but it has been designed to have 
utility for other markets as well. We believe that an aggregation 
method is not only comparable but superior to the current ICS as 
it provides more transparency into the capital structure and local 
risks within a group and uses less volatile accounting methods. The 
aggregation method will allow us to assess group capital and dis-
cuss related issues with our foreign counterparts but in a manner 
that will work with the U.S. regulatory framework and avoid the 
troubling aspects of the ICS. 

We recognize that some large U.S. insurers who do business in 
other jurisdictions may have to comply with the ICS or ICS-like 
standards elsewhere. Consequently, in addition to developing the 
aggregation method, we are advocating for design changes to the 
ICS to lessen its deficiencies. However, even with such changes, the 
ICS remains fundamentally unfit for purpose in the U.S. market. 

We are also working to develop and promote an approach to as-
sessing the aggregation method so that by the conclusion of the 
monitoring period, it should be deemed a comparable jurisdictional 
alternative. 

In the short term, between now and November, there are several 
meetings that will give Team USA the opportunity to further influ-
ence the discussions going forward. From our perspective, the IAIS 
should establish a definition of comparability that provides a viable 
path forward for the aggregation method and continue to improve 
the ICS. 

The focus of comparability should be on whether regulators are 
empowered to take action on a group capital basis, and not a 
granular compliance exercise to a flawed ICS standard. 

While we remain committed to engaging in the process, it is pre-
mature, if not irresponsible, to make more definitive commitments 
to a standard that presently all members of Team USA view as in-
herently flawed. Such a commitment would undermine the very 
point of a monitoring period, which should not be the conclusion of 
the ICS development but another opportunity to test it along with 
the aggregation method. 

But let me also be clear. We will not be implementing the cur-
rent ICS in the United States. States are moving forward with a 
Group Capital Calculation, and the Fed is moving forward with a 
Building Block Approach, both of which are compatible with the ag-
gregation method. We believe this is the best path forward for U.S. 
consumers and market participants, while remaining consistent 
with the underlying purpose of the ICS. 

In conclusion, the NAIC is committed to developing an appro-
priate approach for group capital for U.S. markets and continued 
engagement in international insurance standard setting alongside 
our Team USA colleagues with the primary objective of ensuring 
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the United States remains the largest and strongest insurance 
market in the world. 

Thank you for the opportunity to testify today, and I would be 
pleased to take your questions. 

Chairman CRAPO. Thank you very much, Mr. Cioppa. 
I will begin with the questions. First of all, I want to state to 

each of you, I appreciate the approach that Team USA is taking 
and the efforts to try to resolve this issue in a way that is bene-
ficial to the U.S. markets. 

Mr. Cioppa, the first question I have, I will refer to you, and that 
is, How is the IAIS-made U.S. representatives and other stake-
holders aware of what outcome equivalency standards will be? In 
other words, how will the IAIS determine outcome equivalency, or 
have they engaged with us on that issue? 

Mr. CIOPPA. Thank you, Senator, for that question. 
I think today the guard lanes or guardrails, if you will, for com-

parability are murky, and I think we are pushing back and trying 
to work with the IAIS, that we think going into the monitoring pe-
riod, it is critically important that we have definitions of com-
parability and principles upon which we can develop the continued 
development of the aggregation method. Today I think more work 
needs to be done, but we, the NAIC, along with other members of 
Team USA are pushing very hard for comparability guidelines 
going forward as we move into the monitoring period. 

Chairman CRAPO. So, basically, we are not yet confident that we 
even understand how outcome equivalency will be determined? 

Mr. CIOPPA. Correct. Again, we are making that a condition that 
has to be established and being more transparent and forthright 
going into the monitoring period about those issues of com-
parability. 

Chairman CRAPO. All right. Thank you. 
To Mr. Sullivan and Mr. Seitz, it seems to me that outcome 

equivalency is becoming a key factor here, and the fact that we will 
be focusing on trying to make sure that our approach in the United 
States is determined to be outcome equivalent is critical. 

What aspects of the approaches to group capital under develop-
ment in the United States are more appropriate for U.S. insurance 
market compared to ICS 2.0? In other words, what are these dif-
ferences that we are trying to make sure are acceptable? 

Mr. SULLIVAN. So, as you know, we released our proposal last 
week, which is a very detailed proposal, and it is foundationally 
built on an aggregation chassis. The BBS, as I talked about, 
leverages existing capital regimes, and so importantly, insurance 
products are very local. So by leveraging existing capital regimes 
in the Building Block Approach, we do not discriminate against the 
locality of where insurance products are underwritten. So we think 
that is a crucial tenet to what makes an aggregation approach 
work successfully. 

As I pointed out in my opening remarks, the ICS, as currently 
designed, is built off the market valuation chassis, and that is det-
rimental to a long-term buy-and-hold approach. 

Chairman CRAPO. Thank you. 
Mr. Seitz? 
Mr. SEITZ. I would just agree with Mr. Sullivan. 
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One of the main concerns that we have flagged with the ICS is 
the market-based valuation approach. It causes excessive volatility. 
It is not appropriately designed for the business model of insurers, 
and it does have the potential to significantly affect the ability of 
us to offer long-term guaranteed products here in the United 
States. And those products are critical to millions of Americans. 

Chairman CRAPO. OK. All right. Thank you. 
Then one last question that any of you can respond to, if you 

would like, and this is on big data. 
On September 2, the IAIS issued a draft consultative document 

on the use of big data analytics in insurance, and the paper walks 
through sources of data used by insurers, including nontraditional 
data and supervisory considerations. 

Their strategic plan also points to alternative data and fintech as 
a key strategic them over the next 5 years. 

The NAIC has also done work on the issue of using alternative 
data by insurers and big data, and giving individuals more control 
over their data is a priority of mine at least and I think many on 
the Banking Committee here today. 

Director Seitz, maybe I will focus this one to you and to Super-
intendent Cioppa. How is the use of alternative data shaping the 
insurance marketplace in the United States and abroad? And I 
apologize. You each only have about 20 seconds to answer that. 

Mr. SEITZ. We are aware of the important issue and have been 
working with the IAIS on that paper. 

We are also looking into these issues as part of our insurtech 
work at the Federal Insurance Office, and we plan to summarize 
the landscape of these issues in our upcoming annual report. 

Chairman CRAPO. Thank you. 
Mr. Cioppa? 
Mr. CIOPPA. Yes. Big data is one of the current top priorities for 

the NAIC. We recognize the significance and the implications for 
consumers and for companies as they utilize big data, and it is im-
portant to point out that one of the rating—the rating laws in 
every State say rates cannot be unfairly discriminatory, and there 
are certainly implications for that in the utilization of big data. So 
that is, as I said, one of our priorities. 

Chairman CRAPO. All right. I appreciate your attention to this, 
and as I am sure you know, we have a strong concern about con-
sumer privacy and the management and utilization of big data. So 
thank you for that attention. 

Senator Brown. 
Senator BROWN. Thank you, Mr. Chairman. 
This is a question for all three of you, and I would prefer you to 

answer yes or no, if you can. 
Do you agree with FSOC that there are no insurance companies 

in the United States whose material financial distress could pose 
risk to the broader economy? 

Mr. Seitz? 
Mr. SEITZ. We support the move that the FSOC has made toward 

the activities-based approach, and that guidance is currently under 
proposal. And the FSOC is currently taking back stakeholder feed-
back. 
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Senator BROWN. Mr. Sullivan, did FSOC make the right decision 
in their de-designation? Same question. 

Mr. SULLIVAN. Yes, I believe they had, and Chairman Powell has 
voted as such. 

Chairman CRAPO. Mr. Cioppa? 
Mr. CIOPPA. Yes. I also believe they have. I mean, I think the ac-

tivities-based approach is a much more appropriate approach to in-
surance risk. 

Senator BROWN. I am not surprised at your answer. I kind of ex-
pected that answer, but I think it identifies the problems that we 
are not using the tools—that you are not using the tools we gave 
you to combat systemic risk. 

Let me go somewhere else. Let us focus on the vast majority of 
U.S. insurance companies whose business is mostly domestic. 

Mr. Sullivan, a moment ago in response to Chairman Crapo, you 
said insurance products are very local. So each of you again, I will 
start with you, Mr. Cioppa, and go this way this time. 

Do you think FSOC’s failure to regulate the largest international 
insurance companies has made foreign regulators less sympathetic 
to our smaller domestic insurers? 

Mr. CIOPPA. I do not know if they made it less sympathetic to 
our smaller domestic insurers, but I think Europe fundamentally 
does not understand our system. 

I mean, we do a lot at the group level in regulating insurers, in-
cluding insurers like AIG. At the group level, I think they—they 
being Europe—need to focus on. We also do a lot with Own Risk 
and Solvency Assessment (ORSA). We do enterprise risk manage-
ment. We have got a whole host in our toolkit that we are utilizing, 
and I think effectively, to regulate these large multinational com-
panies, and I think it is more a case of Europe needs to become 
more aware of that fact. 

Senator BROWN. Well, saying that Europe—you did not quite say 
it this way, but Europe is too stupid to understand how we do 
things does not exactly open the avenues of—I mean, do they— 
well, I will just leave it at that, Mr. Sullivan, and give your an-
swer, if you would. 

Mr. SULLIVAN. So I would align myself with Superintendent 
Cioppa’s remarks. 

I would also add that the U.S. insurance markets is as robust as 
it has ever been. There is a high level of competition in our insur-
ance market, and it is quite healthy. 

And, also, some of the larger insurers who you would have looked 
at as being more risky have gone through quite a large degree of 
de-risking over time. 

Senator BROWN. I will get to you in a second. 
So did de-designation send a message or did it not send a mes-

sage to European regulators? 
Mr. SULLIVAN. There is much more discipline today in how insur-

ers behave. 
I will give you an example. No one is writing variable annuities 

with the kind of untethered risk that they used to write pre-crisis. 
So I believe there has been a good degree of de-risking of most 
large insurers, but from the risk they are underwriting and from 
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how they manage their own risk internally with their assets and 
other—— 

Senator BROWN. That is a good answer, but it was not an answer 
to did de-designation send a message to European regulators. 

Mr. Seitz? 
Mr. SEITZ. The IAIS and the FSB are also moving toward the ho-

listic framework, which is an activities-based approach that is con-
sistent with the work that is being done here domestically at the 
Financial Stability Oversight Council. Both of those projects are 
substantively in the same direction. 

And, additionally, the NAIC has been making steps through its 
Macro Prudential Initiative to deal with these issues related to 
macro prudential issues such as surveillance and liquidity manage-
ment and planning. 

Senator BROWN. One last question for the three of you. IAIS has 
identified climate change as an emerging risk to stability in insur-
ance markets. We have seen staggering losses. The Bahamas, I do 
not know what the cost of that is, but tragic and huge; estimated 
$125 billion in the Houston area, flooding from Hurricane Harvey; 
$96 billion devastation in Puerto Rico from Hurricane Maria. 

In 2016 alone, you know what has happened with agriculture 
and fires. Ohio farmers, most Ohio farmers, did not even get 50 
percent of their corn and soybeans in. You cannot always attribute 
every single thing, obviously, to climate, but insurance companies 
are certainly recognizing this risk. 

What are Federal and State regulators doing to address the im-
pact of climate change on insurance companies? 

Mr. Seitz? 
Mr. SEITZ. We are working with FEMA on a variety of issues re-

lated to mitigation. We are part of the team that put out, under 
FEMA’s leadership, the National Mitigation Investment Strategy, 
which was issued last month. We are also working on these issues 
from our Federal Advisory Committee on Insurance, they are par-
ticularly looking at what the insurance sector can do to help bridge 
the protection gap between the economic losses of disaster and then 
the insured losses. 

Senator BROWN. Mr. Sullivan? 
Mr. SULLIVAN. We only currently supervise eight insurers. The 

largest part of the market is supervised by Superintendent Cioppa 
and his colleagues at the NAIC. So the firms that we do supervise, 
we do not dive deep into how they are looking at climate risk and 
how they are responding to natural catastrophes. We accept the 
work of the State insurance supervisors. 

Senator BROWN. OK. Mr. Cioppa? 
Mr. CIOPPA. Senator, climate risk is another top issue we are 

dealing with. Obviously, it is a significant issue and it is worth not-
ing the last few losses have been significant, if not unprecedented, 
but insurers have, by and large, paid the bills they promised policy-
holders. That is a testament to the strength of the industry. 

But at the NAIC, we have developed capital charges for catas-
trophe losses, and when we do our examination, making sure the 
board of directors is completely engaged in their risk management 
program planning for a climate risk and climate change as it re-
lates to their ability to meet their obligations to policyholders. 
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Senator BROWN. Thank you. 
I will close, Mr. Chairman. You all were either Trump nominees 

or you work for people who are Trump nominees. I hope that you 
can get that message. 

You do not. I am sorry, Mr. Cioppa. So I guess two out of three. 
Sorry. 

But your work is so important. I hope you can get that message 
to the Administration about climate and what is happening. 

Thank you. 
Chairman CRAPO. Thank you. 
Senator Toomey. 
Senator TOOMEY. Thank you, Mr. Chairman, and thank you to 

the witnesses for joining us today. 
My understanding is that during the November IAIS meeting in 

Abu Dhabi, the ICS is likely to be approved and, thus, begins the 
monitoring period. 

Yet each of the witnesses today have identified specific concerns 
with the ICS as it is currently drafted. 

So my question, I guess, is kind of a process question. To the ex-
tent that your concerns are not adequately addressed prior to Abu 
Dhabi, what does Team USA do to make sure that the IAIS does 
address the concerns and fix these problems during that subse-
quent monitoring period? 

Whoever would like to address that, it would be welcome. 
Mr. Seitz? 
Mr. SEITZ. It is critical that the ICS work for our markets here, 

and this will be a focus of our attention in the upcoming meetings 
over the next few months. And we are going to push the IAIS hard 
to make sure that the monitoring period is recognized as a mile-
stone but is not the end of the game, and that the process will con-
tinue over the next 5 years to not only fix the current flaws in the 
reference to ICS, but also to continue the important work so that 
our U.S. system is deemed comparable. 

Senator TOOMEY. Mr. Sullivan? 
Mr. SULLIVAN. I would agree that November, while a significant 

milestone, is not the end of the road. We are going to continue to 
push and advocate hard to get what we need to be responsive to 
the U.S. market, but I do not think November should be looked at 
as kind of a drop-dead. 

Senator TOOMEY. OK. Mr. Cioppa, did you want to add anything? 
Mr. CIOPPA. No. I agree. Again, it is critical that we stay en-

gaged, and it is critical we keep pressing the point that the current 
construct of the ICS does not work for our system. But, at the same 
time, to repeat myself, we have to stay engaged in the process. 

Senator TOOMEY. Each of your testimonies suggest that there are 
specific products that are very common, very popular in the United 
States, that could be jeopardized by the current framework, and 
that would include life insurance and annuities, right? They are 
very, very standard, common practice. 

So could you get into a little bit of detail on what specifically 
needs to change in the ICS proposal so that we do not undermine 
these products that serve so many of our constituents? 

Mr. Seitz? 



14 

Mr. SEITZ. Those products that you mentioned are critical to mil-
lions of Americans, adding retirement, and our team is working 
with the Team USA colleagues to evaluate the data that firms are 
voluntarily setting up to make sure that the discount rates and 
other technical issues are appropriately designed so that it reflects 
those products. 

Chairman CRAPO. Mr. Sullivan? 
Mr. SULLIVAN. There are a number of technical—I would not 

even call them nuances, because they are substantial, but when 
taken together, they do show a gaping hole in the design of the 
ICS. 

I would say, fundamentally, the biggest one is the market-based 
valuation which, again, takes risk and puts it in a 1-year prism, 
when insurers are underwriting annuities and life products that 
have a 30-, 40-year duration. 

Senator TOOMEY. Specifically, just so I understand, we are talk-
ing about the methodology of valuing the assets insurance compa-
nies old to generate the income to pay the policyholders? 

Mr. SULLIVAN. That is right. They match their insurance liabil-
ities with assets that have a similar duration, and if you create 
noise that disrupts that, we fear that it will affect product offer-
ings. 

Senator TOOMEY. Kind of undermines the fundamental model of 
a long-term asset serving the long-term liability. 

Mr. Cioppa, did you want to add anything on that? 
Mr. CIOPPA. I absolutely agree it is critical, and insurers are able 

to match their assets to the liabilities in a prudent fashion, and the 
current construct seems to inhibit that. 

I am hearing over in some markets, insurers are actually aban-
doning those products. 

Senator TOOMEY. I have heard a characterization of the compari-
son between the regulatory and specifically capital approach in Eu-
rope versus the United States that I wonder if you would agree 
with. Roughly speaking, the characterization was that the U.S. 
model tends to emphasize and prioritize ensuring that insurance 
companies can honor their commitments to policyholders, and it is 
the survivability of the policy that is the primary focus. 

Whereas, in Europe, there is greater emphasis on the surviv-
ability of the firm as a whole, and that is the mechanism by which 
they hope to insure the policyholder. Is that a fair characterization 
of the difference between our regulatory approaches? Anybody? 

Mr. CIOPPA. I can start. At least as for the U.S. system, we do 
have a base of accounting called statutory base of accounting, 
which is a liquidation-based accounting, which, in other words, we 
do not allow intangible assets to be counted as assets like deferred 
acquisition costs strictly for that reason, to make sure an insurer 
can pay, because you cannot pay claims with those assets. 

Senator TOOMEY. Exactly right. 
Mr. CIOPPA. So it is very firmly based in protecting policy hold-

ers, and in Europe, it seems to be more keeping the entity alive at 
a higher level, at the holding-company level. 

Senator TOOMEY. Mr. Sullivan? 
Mr. SULLIVAN. Senator Toomey, I would say there is another di-

mension too. I mentioned earlier how insurance products are quite 
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local. If your market does not have a need for annuity products, for 
instance, because there are robust government pensions, then you 
will likely design your regulatory regime to not be sensitive to 
those types of products. Whereas, we need those here. So we need 
a regulatory regime, which is reflective and responsive to the types 
of risks that our insurance underwriters are taking. 

Senator TOOMEY. Mr. Seitz? 
Mr. SEITZ. I would just agree with the comments by Super-

intendent Cioppa and Mr. Sullivan. 
Senator TOOMEY. Great. Thank you. 
Thank you, Mr. Chairman. 
Chairman CRAPO. Thank you. 
Senator Menendez? 
Senator MENENDEZ. Thank you, Mr. Chairman. Thank you to the 

witnesses. 
If ICS Version 2.0 is adopted in November, a 5-year monitoring 

or field testing period will start next year. The IAIS has indicated 
that it is open to possible clarification and refinements of major 
flaws or unintended consequences identified with the ICS during 
the monitoring period. 

To all of our witnesses, what actions are expected to result from 
this 5-year monitoring period? We can just go down the line. 

Mr. SEITZ. Thank you, Senator. 
That will be one of the main topics of discussion in the upcoming 

meetings. I think our view at FIO is that the monitoring period 
needs to be structured in a way such that it allows for continued 
transparent involvement of U.S. insurers and the IAIS on improv-
ing those design flaws and making sure that the ICS is not fixed 
in place by November but can continue to evolve as it needs to over 
the next 5 years. 

Mr. SULLIVAN. Senator, while we support the utility of group cap-
ital, because we do think that looking at capital through a prism 
of just legal entities has some risks, we are not going to sign on 
to ICS if it is fundamentally poorly designed or flawed, and that 
is why, as Director Seitz pointed out, we will continue to push for 
changes so that it is properly designed and calibrated. 

Mr. CIOPPA. I would only add, Senator, I agree with their com-
ments, but it is also critically important during the monitoring 
period that the IAIS communicates what the ICS is not during the 
monitoring period. It is not a capital standard in which a regulator 
will take action on and then could be used inappropriately by rat-
ing agencies or banks to judge the financial strength of what we 
feel is a flawed capital standard. I think that is an important ele-
ment in the monitoring period as well as that communication to en-
sure that is communicated to the broader audience at large. 

Senator MENENDEZ. If your IAIS counterparts have different ex-
pectations, how should Team USA go about resolving differences 
and expectations? 

Mr. SULLIVAN. I would just say that is the ebb and flow of kind 
of international dialogue. 

I think we, the United States, have a big stake in this, since we 
are the world’s largest insurance market. I do not think a standard 
produced by the IIS which ignores the United States is going to be 
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viewed as an international standard if it disrespects the world’s 
largest insurance market. 

Senator MENENDEZ. Any other remarks? 
Mr. SEITZ. I would just agree with Mr. Sullivan. I mean, I think 

all of us at the panel are in alignment on the importance of this 
issue and will continue to push it with our international counter-
parts. 

Senator MENENDEZ. How are the IAIS and FSB planning to de-
sign and implement the impact analysis to ensure that it will be 
conducted in a credible and independent manner, and what are 
each of your agencies doing to ensure that such analysis is under-
taken? 

Mr. SULLIVAN. Sure. I mentioned in my opening remarks how 
Vice Chair Quarles and the current Chair of the FSB held a joint 
stakeholder meeting with members of the IAIS, the FSB, and inter-
ested parties. That was really a first in terms of beginning the 
process to listen to the stakeholders about that and to get after 
doing exactly what you said in your question. So we are in an early 
stage, I would say. 

Senator MENENDEZ. OK. 
Mr. SEITZ. It is also an issue that we are discussing at our Fed-

eral Advisory Committee on Insurance. We have an international 
subcommittee, and it has been one of the issues that has been 
raised there. And we are looking into it. 

Senator MENENDEZ. During the monitoring period, all inter-
nationally active insurance groups are subject to confidential 
reporting, and it is important to keep this reporting exactly that, 
confidential. While the IAIS has taken some initial steps to explic-
itly state that the monitoring period is confidential to prevent third 
parties like debt underwriters and rating agencies from seeking 
data, companies continue to tell us that more assurances are need-
ed. 

How will each of you advocate in the IAIS to keep company re-
sults reported during this 5-year period confidential? What else is 
Team USA doing to protect the release of this data? 

Mr. CIOPPA. Again, Senator, that relates to my prior comment. 
Again, I think it is critically important we continue to press for the 
IAIS to make public statements, what this is and what it is not, 
and again, it is during a monitoring period. It is not a prescribed 
capital requirement at this point in time, and you cannot stress 
that enough. If a number gets out, that it could cause material 
harm to companies. So I think it is incumbent upon us, each indi-
vidual and as Team USA to continue to press that. 

Senator MENENDEZ. Finally, Director Seitz, if we were to remove 
U.S. representatives from international organizations on insurance 
standards, would those standards look more like EU standards or 
American standards? 

Mr. SEITZ. We are committed to continued engagement in the 
international process. It is important that we engage because our 
U.S. companies want to compete internationally, and it is critical 
that we are there to help that happen as well and also because we 
do not want inappropriate standards to come back and affect our 
U.S. insurance market. 
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Senator MENENDEZ. Right. So if the United States is not at the 
negotiating table, international insurance standards will be written 
without us, and I think it is important to remember that these con-
versations continue. The United States needs to have a seat at the 
table in order to effectively shape international standards to match 
the strong standards that we have here in the United States. 

We look forward to your work. 
Thank you very much, Mr. Chairman. 
Chairman CRAPO. Thank you. 
Senator Rounds. 
Senator ROUNDS. Thank you, Mr. Chairman. 
This hearing could not come at a more critical time for our insur-

ance regulatory system. The International Association of Insurance 
Supervisors, or IAIS, is weeks away from convening a meeting of 
international insurance regulators in Abu Dhabi that will involve 
voting on a framework for assessing global insurance capital stand-
ards known as the ICS. 

In May, I led a letter from 42 Senators to Governor Quarles at 
the Federal Reserve raising a number of concerns about the ICS. 
I would like to ask unanimous consent that my letter, the response 
from Governor Quarles, and a statement expressing similar con-
cerns from the American Council of Life Insurers be entered into 
the record. 

Chairman CRAPO. Without objection. 
Senator ROUNDS. Thank you, Mr. Chairman. 
We should not kid ourselves as to what is really going on here. 

It is increasingly clear that the European Union is using the ICS 
as a means of forcing the EU’s Solvency II framework on the rest 
of the world. 

In a letter to its regulators dated August 26th, the European in-
surance industry said that an allowance for internal calculation 
models, common among European insurers and recognized in the 
Solvency II, should be a permanent and integral part of the ICS. 

I would like to ask unanimous consent that this letter also be en-
tered into the record. 

Chairman CRAPO. Without objection. 
Senator ROUNDS. THANK YOU, MR. CHAIRMAN. 
I would also like to take a moment to thank my good friend and 

the Ranking Member for comments that he has offered at similar 
hearings in 2017. During that hearing, Senator Brown said that 
the State-based insurance system is unique and—I quote him—‘‘We 
should fight to maintain it, including by rejecting efforts to impose 
the Solvency II accord, Europe’s insurance capital rules on our in-
surers,’’ end of quote. 

We may not agree on GSE, sir, but I think we have agreement 
on this one. 

Finally, to our European friends, we treasure our relationship, 
but it is unacceptable for the European Union to promote its regu-
latory framework at the expense of another. As my letter from May 
demonstrated, without a recognition of the U.S. State-based insur-
ance regulatory system, the ICS will become a political problem. 

I have got just a couple of questions that I would like to lead into 
and then a few concluding remarks. 
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Gentlemen, I have made it clear that an ICS that does not guar-
antee an explicit mutual recognition of the American aggregation 
method would be unacceptable. If the IAIS proceeds with an ICS 
that does not guarantee recognition of the aggregation method, will 
you vote no at the IAIS meeting in November? 

I just want to go down the line. Commissioner Cioppa? 
Mr. CIOPPA. I think it is vitally important we stay engaged, and 

to be clear, we are not going to adopt an ICS that does not work 
for our system, period. I mean, that is the position of the NAIC. 

But I think it is a little premature to say we would vote no in 
November. I think the guardrails need to be established. The com-
parability definition needs to be established, and we need to ensure 
that. 

Senator ROUNDS. Mr. Thomas? 
Mr. SULLIVAN. So I would agree with the superintendent. There 

is a lot to be done between now and November. 
Senator ROUNDS. Excuse me. Mr. Sullivan. I apologize. 
Mr. SULLIVAN. That is OK. 
To the earlier question directed to Director Seitz, disengagement 

is not going to help anyone. 
Senator ROUNDS. Director Seitz? 
Mr. SEITZ. I would just agree that all of us at the table are going 

to advocate strongly for U.S. interests and continue the work to 
make sure that the ICS works for our system. 

Senator ROUNDS. In each particular case, if we move forward and 
we do not make it very clear that at the international level, there 
has to be an allowance for the way that our companies do business, 
then I think this becomes a failure. 

And the one thing we do not want to do is to have a failure on 
our hands in this particular case, but there has to be a recognition. 
If they simply seem to move forward and allow us to kick this can 
down the road without making it very clear, then I think we failed 
in this particular case. Would that be a fair statement? 

Mr. CIOPPA. Well, I think we need to make it clear, and I think 
we are making it clear. And I want to thank the Senator for this 
hearing because I think this helps make it clear. We are not going 
to adopt something that harms our consumers and our companies, 
and I think that message is starting to resonate loud and clear. 

As Director Sullivan said, we are the largest insurance jurisdic-
tion in the world, and you cannot have, in my opinion, a truly 
international capital standard that ignores the largest jurisdiction 
in the world. 

Senator ROUNDS. Would you have agreement with his statement, 
gentlemen? I see nods. 

Well, Mr. Chairman, as I wrap up, I just want to make a point 
that the United States has already established a bilateral deal with 
the European Union on insurance standards in the U.S.–EU cov-
ered agreement on insurance and reinsurance. That agreement 
guaranteed mutual recognition of each of our systems of insurance 
regulation. So it seems that it would be inconsistent of the Euro-
pean Union to expect anything different with the ICS. 

In addition, I would strongly urge Team USA to vote no at the 
IAIS meeting in Abu Dhabi this November if the ICS does not 
guarantee a mutual recognition of the American aggregation 
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method. I think anything less than that type of an assurance is 
simply not appropriate for the insurers and the business commu-
nity here within the United States. 

Mr. Chairman, I thank you, and I yield back. 
Chairman CRAPO. Thank you. 
Senator Scott. 
Senator SCOTT. Thank you, Mr. Chairman, and thank you to the 

panel for being here this morning. 
Like Senator Rounds, I spent a fair amount of time in the insur-

ance industry and love the concept of protecting a State-regulated 
system that has been the marvel of the world, and I think will con-
tinue to do so as long as Team USA sings with one voice. 

I heard, Mr. Cioppa, your comments about the question of how 
you would vote in November, but I did not really hear a no, that 
you would vote no. In as few words as possible, which would be like 
a no or a yes, can you confirm to me what I heard you say which 
is it would be unacceptable? Therefore, my assumption is if some-
thing is unacceptable, that the only vote would be no. Am I correct 
in assuming that if it is, indeed, unacceptable that your vote would 
be no? And if it is not no, tell me why it is not no, because what 
you said is it is unacceptable, and if something is unacceptable, 
then the answer should be no. 

Mr. CIOPPA. I will try to do this in as few words as possible. 
Senator SCOTT. You could just say, ‘‘Then I would vote no.’’ 
[Laughter.] 
Mr. CIOPPA. Well, it really is about two things. One, a lot is going 

to happen between here and November. There are several meet-
ings, but more importantly, that 5-year monitoring period, a lot 
could change during the monitoring period. And I think if there is 
a viable path forward, I think we seriously have to consider going 
along, but we have to stay engaged. That is a needle we have to 
thread. By voting no, do we disengage prematurely? 

Senator SCOTT. If you are not voting no, do you abstain? 
Mr. CIOPPA. It could be any along the spectrum, but again, all 

the time making it clear, the current construct is just not going to 
work for us. And at the end of the day, you cannot put lipstick on 
a pig if they do not change the pig. 

Senator SCOTT. Yes. I still did not hear no or at least an absten-
tion. 

I am going to ask the same question to everyone, because if I 
cannot have great confidence in the fact that you guys are voting 
no as Team USA—and, in fact, everything I have heard so far this 
morning, I had questions I wanted to ask, but you guys have done 
such a good job of answering the question before I have had a 
chance to ask the question. The only question that I have left really 
is to clarify the few things that I do not fully understand because 
you have said already that equivalency and protecting our system 
is paramount. 

You have said that because we are 40 percent of the market, we 
should have an outsized position. You have inferred in your com-
ments that, ultimately, not being at the table, it almost pains me 
to quote and suggest that Senator Brown has good ideas, but he 
really does this time around. It is painful, but I have to agree with 
him that protecting the American model—and Senator Menendez 



20 

said that being at the table helps us protect that American model, 
and if we are at the table, but yet we are not making progress with 
the ICS, then it tells me that being at the table is not enough. 
That, in fact, we should do something that sends a clear signal that 
protecting our insurance market and frankly protecting the policy-
holders who—I used to sell annuities. I am sure, Senator Rounds, 
you sold annuities. Frankly, to have the liability exposure covered 
requires us to have a long-term view that is inconsistent with the 
international model because they have such a defined benefit con-
cept that the defined contribution concept does not become invoked. 
Therefore, in order for us to protect those who are planning for 
their own retirement, we have to have a very different system. 

But when I look at the results of the international body, we seem 
to be not gaining ground in that area. So that is why for me, while 
November 20th may not be the drop-dead date, but it is, in fact, 
a very important marker—and I am hoping that if I am voting yes 
for the three candidates that I am going to have a no or an absten-
tion when it comes time to protect our system, if that is what it 
takes. 

Maybe it does not take that, but I need the confidence that the 
system has to be protected against all odds, or I should rethink my 
commitment to those folks who are going to represent Team USA. 

So I want to be that clear that in order for me to be in a very 
comfortable position moving forward—and I think this Committee 
should embrace and adopt that concept that it is that important for 
Team USA to speak with one voice from one page consistently in 
a world where we are 40 percent of the market, and our system 
protects our policyholders from something that other folks do not 
have to be protected from—I want to know that we are as close to 
a no or an abstention as possible. 

Mr. Sullivan? 
Mr. SULLIVAN. So your words are very encouraging, Senator 

Scott. I think I would say that, directionally, we are there, but 
there is nuance in the give-and-take of international dialogue. We 
do not want to disengage, but we are also not going to accept a bad 
deal. 

Senator SCOTT. So if it is a bad deal, is that a no or an absten-
tion? Am I accurate in assuming that? 

Mr. SULLIVAN. We have to see what is in front of us, come No-
vember. 

Senator SCOTT. OK. Maybe I am voting no for him. 
Mr. Seitz? 
Mr. SEITZ. We are going to advocate strongly for U.S. interests. 

All three of us at the table are very committed to that process, and 
at this stage, the questions on the ICS are not a binary question. 
But we are going to continue to push our international colleagues 
over the next few months for progress on these important areas. 

Senator SCOTT. I just want to make sure I understand this cor-
rectly. So pushing for advocating, on behalf of, having the need to 
protect, I have to vote—believe it or not, Senators actually vote 
more than most Americans may think. I am surprised that we are 
actually voting as much as we are, but this is a good thing. And 
we are having to make decisions about future votes, and I know 
that when my constituents ask me a question about protecting 
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their assets, they want to know that, except for a catastrophic oc-
currence, exactly what I tell them is exactly what I am going to do. 
And I think this is an easy one to say no or an abstention to, from 
my perspective. 

Thank you. 
Chairman CRAPO. Thank you. 
Senator McSally. 
Senator MCSALLY. Thank you, Mr. Chairman. 
Well, I want to join my colleagues to reinforce the importance of 

advocating for international recognition of the United States ap-
proach to insurance regulation. Our system of State-based regula-
tion works, and it protects consumers and gives companies account-
able regulator. 

My time serving abroad in uniform solidified my commitment for 
U.S. sovereignty. Working with many partners and coalitions, those 
are fine, but the importance, to make sure that international rules 
work the way that the United States does things. 

International agreements can be great when they help protect 
our interests is the bottom line. Our insurance regulatory system 
does work here and has worked here for a long time. So let us not 
allow some international body to force us to put into place some-
thing that does not work, and I think you have heard a lot about 
that today. 

It is vital that our representatives of these international bodies 
do everything they can to protect U.S. interests. So that means 
U.S. approaches to insurance regulation are recognized internation-
ally. 

So I am just asking a commitment for me that each of you per-
sonally, you will do everything you can to make sure that stand-
ards are put in place by the International Association of Insurance 
Supervisors that are working for the United States and are recog-
nizing the U.S. approach. 

Mr. SULLIVAN. I am fully committed to that. 
Mr. CIOPPA. Completely committed to that. 
Senator MCSALLY. OK. 
Mr. SEITZ. Same here. 
Senator MCSALLY. All right. Thank you. 
Thank you, Mr. Chairman. Yield back. 
Chairman CRAPO. All right. Thank you very much. 
That concludes the questioning for this hearing. I again want to 

thank each of our witnesses for not only being here today but for 
your advocacy for the interest of the United States in this process. 

I think you got a very clear message that there is bipartisan sup-
port on this Committee for that strong advocacy to protect the U.S. 
interest in this decision. 

With that, I would like to announce to our Senators, those who 
wish to submit further questions for the record, that those ques-
tions are due to the Committee by Thursday, September 19th. We 
ask that you respond to these questions as quickly as you can when 
you receive them. 

Again, I thank each of you for being here today. 
This hearing is adjourned. 
[Whereupon, at 11:05 a.m., the hearing was adjourned.] 
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[Prepared statements, responses to written questions, and addi-
tional material supplied for the record follows:] 
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PREPARED STATEMENT OF CHAIRMAN MIKE CRAPO 

Today, we welcome to the Committee the three members of ‘‘Team USA’’ rep-
resenting the United States in international insurance supervisory and regulatory 
forums, including: Steven Seitz, Director of the Federal Insurance Office in the 
Treasury Department; Thomas Sullivan, Associate Director at the Board of Gov-
ernors of the Federal Reserve System; and Eric Cioppa, Superintendent of the 
Maine Bureau of Insurance, on behalf of the National Association of Insurance Com-
missioners. 

On September 6, 2019, the Treasury and Federal Reserve issued its annual report 
regarding their efforts, with the National Association of Insurance Commissioners 
(NAIC), in international forums, such as the International Association of Insurance 
Supervisors (IAIS). 

The report, and accompanying testimony, are required by the Economic Growth, 
Regulatory Relief and Consumer Protection Act, to encourage greater transparency 
into, and reinforce a unified approach to efforts by ‘‘Team USA’’ at those inter-
national forums. 

A key driver of this provision is the IAIS’s multi-year effort to develop a group- 
wide, risk-based insurance capital standard, often referred to as ICS 2.0, as a part 
of its Common Framework for the Supervision of Internationally Active Insurance 
Groups. 

In July 2018, the IAIS issued a consultative document proposing ICS 2.0, and sev-
eral aspects of the proposal and process have caused serious concern in the U.S. in-
surance market. Among those concerns are: the proposed use of a market-adjusted 
valuation; use of internal models; and a lack of clarity about the processing moving 
forward and how outcome equivalency will ultimately be determined. 

ICS 2.0 is set to be implemented in two phases, including a 5-year ‘‘monitoring 
period,’’ at the end of which the IAIS will assess whether it considers the U.S. ap-
proach to be ‘‘outcome equivalent.’’ 

There should be clarity about the path forward for further adjusting ICS 2.0 dur-
ing the monitoring period, as well as a better understanding of how outcome equiva-
lency will be determined. 

It is important that ICS 2.0 be structured in a way that appropriately reflects the 
uniqueness of insurers and that works for U.S. insurers, including those operating 
abroad. 

Treasury Secretary Mnuchin spoke earlier this year about ICS 2.0’s development, 
where he highlighted three areas on which the Treasury is focused, including: work-
ing to improve the design of ICS so it more appropriately reflects the unique busi-
ness model of insurers; advocating for the IAIS to create a defined structure and 
process for further work and revision of ICS during the monitoring period; and en-
suring that the final ICS is implementable in the United States. 

Also, while speaking about the Federal Reserve’s ‘‘Building Blocks Approach’’ to 
a risk-based insurance capital requirement, Federal Reserve Vice Chairman for Su-
pervision Randy Quarles acknowledged the challenges of ICS 2.0 and potential con-
sequences for consumers. 

He said, ‘‘A capital standard that uses market-based valuation can introduce vola-
tility and procyclicality, and one that is excessively volatile or procyclical can influ-
ence a firm to veer away from a long-term perspective and concentrate instead on 
the short term. This can have undesirable consequences, including diminishing 
product availability.’’ 

He also added about efforts at the IAIS on ICS 2.0, In order for any form of an 
ICS to be implementable globally, it needs to be suitable for the U.S. insurance mar-
ket. The current core proposal in the ICS would face implementation challenges in 
the United States. 

While the IAIS has been working on its standard, the NAIC has worked on a 
Group Capital Calculation that is currently in field testing and the Federal Reserve 
recently issued its proposed ‘‘Building Blocks Approach.’’ 

Prior to a vote on ICS 2.0 and during the monitoring period, ‘‘Team USA’’ should 
leverage its work and progress on these U.S.-based standards to continue advocating 
for a more appropriate international standard and toward ultimately achieving out-
come equivalency. 

Furthermore, the Economic Growth, Regulatory Relief, and Consumer Protection 
Act calls for the Treasury and Federal Reserve, in consultation with the NAIC, to 
complete and submit to Congress a study on the impact on U.S. consumers and mar-
kets before supporting or consenting to the adoption of any final international ICS. 
I look forward to that update at the appropriate time. 

Aside from a group capital standard, ‘‘Team USA’’ has also been engaged on sev-
eral other projects at international forums, including a holistic framework for the 
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mitigation of systemic risk; continued development of Insurance Core Principles; 
cyber resilience and big data; and governance, among others. 

During this hearing, I look forward to receiving an update on ‘‘Team USA’s’’ ongo-
ing efforts to influence the development of ICS 2.0 so that it works for U.S. insurers, 
including those operating abroad, and consumers; what aspects of group capital 
standards developed in the United States can help to improve ICS 2.0; changes that 
could be made to the ICS 2.0 development process going forward to better under-
stand opportunities to improve ICS 2.0 and how to achieve outcome equivalency; 
and other key initiatives at international forums on which ‘‘Team USA’’ is actively 
working. 

I appreciate each of you joining us today and the work you have done to advance 
U.S. interests abroad. 

PREPARED STATEMENT OF SENATOR SHERROD BROWN 

Eleven years ago today, September 12, 2008, executives from AIG walked into the 
Federal Reserve Bank of New York to beg for a bailout. 

Supervisors at the Office of Thrift supervision, whose leadership was so incom-
petent it doesn’t exist anymore, failed to identify risky transactions at AIG’s ‘‘Finan-
cial Products’’ subsidiary in London. State regulators didn’t catch them either. 

During the mortgage boom, AIG sold Credit Default Swaps that allowed Wall 
Street banks to say that they were protected against losses from the toxic subprime 
mortgage securities they owned. Some might even say they were ‘‘insured.’’ But, 
AIG’s failure would have taken down the banks it traded with—the biggest banks 
in the country. So, AIG got a massive bailout. And, you guessed it, the executives 
still got their bonuses. 

Millions of Americans, on the other hand, lost their jobs, their homes, and their 
retirement savings. The effects of the financial crisis incapacitated economies 
around the world. 

Given the complexity and interconnectedness of the global financial system, I 
think it is critical for our regulators and our representatives at the Financial Sta-
bility Board and the International Association of Insurance Supervisors to work to-
gether to promote financial stability. 

I understand that we regulate insurance a little differently here in the United 
States, and I support State-based insurance regulation. It allows U.S. insurers to 
serve small, local markets as well as large, international markets. That need for 
some regulatory discretion is why I worked with Republican Senator Johanns to 
pass a bill allowing the Fed to implement insurer-specific capital standards. That’s 
also why I think it’s important for our regulators to work with their international 
counterparts to make sure our regulatory system is recognized and respected around 
the world. 

Unfortunately, under the Trump administration, the Financial Stability Oversight 
Council no longer applies enhanced prudential standards or heightened supervision 
created under the Dodd-Frank Act to even the largest insurance companies. I can 
understand why international regulators might have the impression that we are not 
taking financial stability seriously here at home. 

We want international regulators to recognize our insurance regulatory system as 
credible. So it is imperative that our regulators recognize credible threats to finan-
cial stability. 

This Administration must address emerging risks in the financial system. In-
stead, they are working to undermine the trust we regained by passing Wall Street 
Reform. 

Some argue that a deregulatory race to the bottom is the only way for American 
insurance companies to be competitive. But the secret to America’s success in finan-
cial markets is safety and soundness. The United States has a long history of finan-
cial stability and independent regulation of our financial markets. That’s why other 
countries trust our markets and our currency. I am concerned that this Administra-
tion has eroded that trust and is diminishing our leadership role in global financial 
regulation. 

Today, I hope to hear about how our regulators are working to curb financial risks 
at the largest insurance companies so that working families aren’t forced to bail 
them out again, and how they plan on restoring American leadership on these 
issues. 

I thank the Chairman for holding this hearing, and the witnesses for their testi-
mony today. 
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1 See Treasury and Federal Reserve, Efforts to Increase Transparency at Meetings of the Inter-
national Association of Insurance Supervisors (November 2018), https://www.treasury.gov/ini-
tiatives/fio/reports-and-notices/Documents/2018lIAISlTransparencylReport.pdf. 

2 IAIS, 2020–2024 The IAIS Strategic Plan, at 6, (June 2019), https://www.iaisweb.org/page/ 
about-the-iais/strategic-plan/file/82533/2020-2024-strategic-plan. 

PREPARED STATEMENT OF STEVEN E. SEITZ 
DIRECTOR, FEDERAL INSURANCE OFFICE, DEPARTMENT OF THE TREASURY 

SEPTEMBER 12, 2019 

Chairman Crapo, Ranking Member Brown, and Members of the Committee, thank 
you for the opportunity to testify today about developments in global insurance reg-
ulatory and supervisory forums. My name is Steven Seitz, and I am the Director 
of the Federal Insurance Office (FIO) within the U.S. Department of the Treasury 
(Treasury). 

FIO serves as a source of insurance expertise in the Federal Government. Among 
its other statutory authorities and responsibilities, FIO: provides advice to the 
Treasury Secretary on major domestic and prudential international insurance policy 
issues; represents the United States at the International Association of Insurance 
Supervisors (IAIS); assists the Treasury Secretary (together with the U.S. Trade 
Representative) in negotiating covered agreements; consults with the States regard-
ing insurance matters of national importance and prudential insurance matters of 
international importance; assists the Treasury Secretary in administering the Ter-
rorism Risk Insurance Program; and monitors the insurance industry, including 
identifying issues or gaps in the regulation of insurers that could contribute to a 
systemic crisis. The FIO Director also serves as a nonvoting member of the Finan-
cial Stability Oversight Council. 

As you know, the U.S. insurance sector plays a critical role in the U.S. economy. 
The United States has the largest and most diverse insurance market in the world. 
U.S. insurance premiums were over $2 trillion in 2018, an amount that exceeds 10 
percent of the U.S. gross domestic product. Thousands of insurers operate in the 
United States, ranging from small mutual companies operating in a single county 
to large global firms operating across the world. 

Additionally, insurers throughout the world are interested in offering insurance 
products in the United States, which speaks to both the attractiveness of our insur-
ance market and the benefits of the geographic spreading of risk. 
International Supervisory Forums 

Turning to FIO’s international engagement, as U.S. insurance companies compete 
globally and increasingly look overseas for growth opportunities, the Federal Gov-
ernment’s participation in various international forums is crucial to ensuring the 
U.S. insurance sector and our companies remain internationally competitive. Addi-
tionally, the Federal Government’s participation is crucial to ensuring that inter-
national standards do not inappropriately affect U.S. insurance companies or the 
U.S. domestic insurance market. It is important that the United States speak with 
the authority of the national government when addressing key international insur-
ance matters during any international engagement. In so doing, it is equally impor-
tant that FIO coordinates with our State colleagues, who are the primary regulators 
of the business of insurance in the United States. Treasury and FIO support the 
State-based system of insurance regulation, and work closely with the U.S. States, 
the National Association of Insurance Commissioners (NAIC), and the Board of Gov-
ernors of the Federal Reserve System (Federal Reserve). 

Before proceeding with comments regarding our engagement internationally, I 
would like to touch on efforts to promote transparency at the IAIS. As noted in our 
November 2018 joint report to this Committee, Treasury and the Federal Reserve 
support further increasing transparency and stakeholder input into IAIS decision-
making.1 We have advocated for this, and, consistent with this message, the IAIS 
noted in its 2020–2024 Strategic Plan that increasing transparency—particularly 
with respect to the decisionmaking process—continues to be a priority for the orga-
nization. The IAIS has committed to build on the direction set forth in its 2017 
Stakeholder Engagement Plan to proactively and effectively engage with its broad 
range of stakeholders.2 We will continue to engage in this area as the IAIS begins 
implementation of its new strategic plan. 

Domestically, Treasury routinely hosts meetings with U.S. insurance industry 
stakeholders for open dialogue regarding policies being discussed at the IAIS. FIO 
also provides updates on its IAIS work at the open meetings of the Federal Advisory 
Committee on Insurance, which provides advice and recommendations to assist FIO 
in carrying out its statutory authority. 
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3 See IAIS, 2017 IAIS Annual Report, at 8 (2018), https://www.iaisweb.org/page/about-the- 
iais/annual-report//file/77857/iais-ar-2017-digital-pdf-def-dp. See also FIO, Annual Report on 
the Insurance Industry, at 36–37 (September 2018), https://www.treasury.gov/initiatives/fio/re-
ports-and-notices/Documents/2018lFIOlAnnuallReport.pdf. 

4 IAIS, 2017 IAIS Annual Report, at 8. 
5 Treasury, Remarks by Treasury Secretary Steven T. Mnuchin at the National Association of 

Insurance Commissioners International Forum (May 13, 2019), https://home.treasury.gov/news/ 
press-releases/sm688. 

6 See Treasury and Federal Reserve, Efforts of the U.S. Department of the Treasury and the 
Board of Governors of the Federal Reserve System with respect to Global Insurance Regulatory 
or Supervisory Forums in 2018 (September 2019), https://www.federalreserve.gov/publications/ 
files/Report-on-global-insurance-regulatory-or-supervisory-forums2019.pdf. 

Treasury will continue to provide formal and informal opportunities for U.S. 
stakeholders to engage with the U.S. members of the IAIS on issues arising before 
the IAIS. 

With that background, I’ll turn to a discussion of the IAIS, which is the inter-
national standard-setting body responsible for developing, and assisting in the im-
plementation of, principles, standards, and other supporting material for supervision 
of the insurance sector.3 The mission of the IAIS is to promote globally consistent 
insurance supervision in order to maintain safe insurance markets for the benefit 
of policyholders, and to contribute to global financial stability. IAIS members in-
clude insurance authorities from more than 200 jurisdictions.4 

FIO has advocated for changes to the IAIS governance structure so that the 
United States can be more appropriately represented at the IAIS. As a result of re-
cent governance changes, FIO now has a permanent seat on the IAIS Executive 
Committee, thereby providing all U.S. State and Federal representatives—which 
have come to be known collectively as ‘‘Team USA’’—with a voice at the most senior 
levels of the IAIS. This change should help Team USA better advocate for super-
visory standards that are in the best interests of the U.S. insurance market and its 
consumers. 

Treasury is committed to continued engagement in the international standard-set-
ting process. In international forums, the U.S. representatives advocate strongly and 
collectively for development of international standards that reflect the U.S. regu-
latory structure. As part of this advocacy, strong collaboration among members of 
Team USA is critical to ensuring that the United States conveys a coordinated view 
in international discussions. 

Additionally, in 2009, the G–20 recognized the importance of international co-
operation when it established the Financial Stability Board (FSB) to coordinate the 
work of the international standard-setting bodies and promote the implementation 
of effective regulatory, supervisory, and other financial sector policies. Treasury, the 
Federal Reserve, and the U.S. Securities and Exchange Commission are the U.S. 
members of the FSB. FIO coordinates with these members on insurance matters dis-
cussed at the FSB. 

It is important to note that international standards are not, in and of themselves, 
binding in the United States—unless they are adopted as law through domestic 
processes at the State or Federal level. However, it is critical that the United States 
engage with our counterparts through such bodies. If standards developed in these 
forums are adopted by non-U.S. jurisdictions, they could have significant implica-
tions for U.S. insurers, and potentially for our domestic insurance regulatory re-
gime. As noted by the Treasury Secretary in his May remarks at NAIC’s Inter-
national Forum, as U.S. insurers expand into foreign markets, they will have to 
navigate the supervisory regimes of other jurisdictions that may be influenced by 
international standards.5 

Let me now turn to some of the ongoing work at the IAIS, and the related posi-
tions and activities of Treasury and FIO. 
IAIS Initiatives 

In accordance with the Economic Growth, Regulatory Relief, and Consumer Pro-
tection Act, Treasury and the Federal Reserve issued a joint report on September 
6, 2019, on efforts with respect to global insurance regulatory or supervisory forums 
(Joint Report).6 The Joint Report summarizes the work of FIO at international 
standard-setting bodies. I would like to highlight two important IAIS initiatives dis-
cussed in the Joint Report—the insurance capital standard (ICS) and the holistic 
framework. 
a. Insurance Capital Standard 

In July 2013, the FSB stated that the IAIS ‘‘will develop, and the FSB will 
review, a work plan to develop a comprehensive, group-wide supervisory and 
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7 FSB, Global systemically important insurers (G–SIIs) and the policy measures that will 
apply to them, at 2 (July 18, 2013), https://www.fsb.org/wp-content/uploads/rl130718.pdf? 
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8 IAIS, Risk-Based Global Insurance Capital Standard Version 2.0: Public Consultation Docu-
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9 IAIS, Implementation of ICS Version 2.0 (November 2, 2017), https://www.iaisweb.org/file/ 
69796/implementation-of-ics-version-20. 

10 IAIS, Risk-based Global Insurance Capital Standard Version 2.0. 

regulatory framework for Internationally Active Insurance Groups (IAIGs), includ-
ing a quantitative capital standard.’’7 The next year, the IAIS started to create a 
comprehensive, group-wide supervisory and regulatory framework for IAIGs, known 
as ComFrame. ComFrame consists of both qualitative and quantitative supervisory 
requirements tailored to the complexity and international scope of IAIGs. The ICS, 
which is now under development at the IAIS, is a quantitative component of 
ComFrame and aims to be a measurement of capital adequacy for IAIGs. The IAIS’s 
ultimate goal for the ICS is a single ICS that includes a common methodology by 
which one ICS achieves comparable, or substantially the same, outcomes across ju-
risdictions.8 

Since 2015, the IAIS has conducted annual field testing of volunteer insurers, in-
cluding U.S. firms, to inform the development of the ICS. The IAIS is scheduled to 
adopt an updated—but not yet final—version of the ICS (referred to as Version 2.0) 
in November 2019. This will be followed by a 5-year monitoring period from 2020 
through 2024. During this period, the IAIS intends for the ICS to be used for con-
fidential reporting to group-wide supervisors and for discussion in supervisory col-
leges. The present intention of the IAIS is for the ICS to be implemented after the 
monitoring period as a group-wide prescribed capital requirement for IAIGs. The 
IAIS also aims to be in a position by the end of the monitoring period to assess 
whether an aggregation method for group capital, such as that being developed by 
the United States, provides comparable outcomes to the ICS and can be considered 
an outcome-equivalent approach for implementation of the ICS.9 

Treasury appreciates—and has contributed to—the work of the IAIS on the ICS 
effort and continues to support its overall objective of working to create a common 
language for supervisory discussion of group solvency.10 However, as the Treasury 
Secretary outlined in his remarks at the NAIC’s International Forum, we have con-
cerns about certain aspects of ICS development and are working with our Team 
USA colleagues in pursuing constructive ways forward to potentially address those 
concerns within the IAIS. 

• First, Treasury is working to improve the design of the ICS so that it more ap-
propriately reflects the unique business model of insurers. In particular, one 
issue we have identified is the ICS’s market valuation approach and the nega-
tive effects it could have on the ability of insurance companies to provide long- 
term savings products, which are important to insurers and policyholders in the 
United States. The ICS needs to appropriately consider long-term savings prod-
ucts that are critical to millions of Americans entering retirement. 

• Second, Treasury believes it is important that the IAIS create a defined struc-
ture and process for further work and revisions on the ICS during the moni-
toring period from 2020 to 2024. The ICS adopted in November 2019 will most 
likely need further development and revision. Therefore, the IAIS needs to de-
velop a process that ensures appropriate confidentiality for insurers during the 
5-year monitoring period, while allowing the IAIS, its members, and other im-
portant stakeholders to continue evaluating, revising, and improving the ICS. 
Team USA must also remain actively engaged during this period and advocate 
for U.S. interests so that U.S. insurers remain competitive overseas and that 
international standards do not inappropriately affect U.S. insurance companies 
or the U.S. domestic insurance market. 

• Third, it is important that the IAIS strengthen its efforts to develop a final ICS 
that is implementable in the United States. Treasury is focused on working 
with our Team USA members, and the broader membership of the IAIS, to de-
velop the criteria and process by which the U.S. approach to group capital may 
be deemed ‘‘outcome equivalent’’ to the ICS. FIO will continue to advocate that 
the IAIS increase its focus on the important issues of comparability of outcomes, 
in order to enhance compatibility of the ICS with the United States’ system of 
insurance regulation. 

• Finally, getting the ICS right at the IAIS is more important than meeting any 
fixed schedule that mandates completion of the ICS at a specific point in time. 
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1 See 12 U.S.C. section 1467a. 

b. Holistic Framework 
Another important international standard-setting initiative is the IAIS’s proposed 

framework for assessing and mitigating systemic risk in the insurance sector (also 
known as the activities-based approach, or ABA). In 2017, the IAIS began work on 
the ABA, and in November 2017, the FSB noted that, once developed, such an ap-
proach may have significant implications not only for the assessment of systemic 
risk, but also for the identification of global systemically important insurers (G– 
SIIs) and G–SII policy measures. 

In November 2018, the IAIS published a consultation document on a proposed 
framework for the assessment and mitigation of systemic risk in the insurance sec-
tor (the Holistic Framework).11 In the consultation document, the IAIS stressed the 
need for additional work on potential liquidity risk. The IAIS also indicated that the 
potential implementation of the Holistic Framework should remove the need for an 
annual identification of G–SIIs by the FSB. The FSB has stated that it will review 
the need to either discontinue or re-establish an annual identification of G–SIIs by 
the FSB in consultation with the IAIS and national authorities in November 2022. 

Treasury supports shifting the focus of systemic risk analysis away from indi-
vidual insurance entities and toward the activities of insurers and other market par-
ticipants. Treasury also supports the IAIS’s efforts to develop improved standards 
for liquidity management and planning. As far as next steps, the IAIS is expected 
to adopt the Holistic Framework in 2019, for implementation by IAIS members in 
2020. 

Thank you again for the opportunity to testify today, and I look forward to your 
questions. 

PREPARED STATEMENT OF THOMAS SULLIVAN 
SUPERINTENDENT, BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

SEPTEMBER 12, 2019 

Chairman Crapo, Ranking Member Brown, and Members of the Committee, thank 
you for your time and for your invitation to testify today on the Federal Reserve’s 
efforts with respect to global insurance regulatory and supervisory forums. 

The Board of Governors of the Federal Reserve System (Board) engages on global 
insurance regulatory and supervisory issues chiefly through its participation in the 
International Association of Insurance Supervisors (IAIS) alongside the U.S. Treas-
ury’s Federal Insurance Office, State insurance regulators, and the National Asso-
ciation of Insurance Commissioners (NAIC). The U.S. members of the IAIS are in-
formally known as ‘‘Team USA.’’ The mission of the IAIS is to promote effective su-
pervision of internationally active insurance companies. It is important to note that 
none of the standards set by the IAIS have binding effect on the United States. We 
believe that it is in our national interest to engage in the international insurance 
standards-development process so that it produces standards that protect the U.S. 
market and U.S. consumers when foreign insurers operate here and are appropriate 
for U.S. companies operating abroad. 

The Federal Reserve’s participation at the IAIS is consistent with our responsibil-
ities under law.1 The Federal Reserve regulates insurance holding companies that 
own a federally insured depository institution and any designated by the Financial 
Stability Oversight Council (FSOC). The insurance thrift-holding companies super-
vised by the Federal Reserve represent over 10 percent of U.S. insurance industry 
assets and span a wide range of sizes, structures, and business activities. The core 
focus in our supervision is ensuring the safety and soundness of the supervised in-
surance institutions and protecting their subsidiary depository institutions. We le-
verage the work of State insurance regulators where possible and continuously look 
for opportunities to coordinate with them. 

Our collaboration with the State insurance regulators and other Team USA mem-
bers is prominently visible in our advocacy at the IAIS. Collectively, Team USA 
brings the relevant technical expertise to the work of the IAIS to identify and to 
address a range of policy issues. We are committed to continuing to support ap-
proaches that are appropriate for U.S. companies operating internationally. 
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grplcapitallwg.htm. 

The Federal Reserve also participates in insurance policy work streams as a mem-
ber of the Financial Stability Board (FSB), which is responsible for monitoring and 
assessing vulnerabilities affecting the global financial system and recommending ac-
tions to address them. As part of this role, the FSB provides an appropriate frame-
work for the work of the IAIS, but the responsibility for setting detailed inter-
national standards for insurance regulations rests with the IAIS. 

In my testimony today, I would like to highlight and elaborate upon a few items 
discussed in the submitted report Efforts of the U.S. Department of the Treasury and 
the Board of Governors of the Federal Reserve System with respect to Global Insur-
ance Regulatory or Supervisory Forums in 2018. First, I will comment on the efforts 
of the IAIS to develop an Insurance Capital Standard (ICS), arguably its most sig-
nificant current project. Along with that, I will discuss the Federal Reserve’s recent 
proposal of a capital rule that would apply to depository institution holding compa-
nies significantly engaged in insurance. The efficacy of this domestic approach 
should be useful to us during upcoming IAIS deliberations. After this, I will provide 
an update on the Federal Reserve’s efforts to increase transparency at the IAIS and 
FSB. 
Insurance Capital Standard 

In 2013, the IAIS announced its plans to develop an ICS. The IAIS intends for 
the ICS to be a global, risk-based capital standard that is fit for application to all 
large internationally active insurance groups. To that end, the IAIS has engaged in 
two public consultations and four field tests, which assessed the impact of the ICS 
using data from large insurance companies that was provided on a voluntary basis. 
The IAIS plans to approve the ICS for confidential use during a 5-year monitoring 
period. The IAIS intends for the structure of the ICS to remain relatively stable dur-
ing the monitoring period so that the current design and calibration of the ICS can 
be evaluated. To aid in the evaluation, large internationally active insurance groups 
will be able to report confidentially on the ICS to their home country supervisors. 

An international standard, such as the ICS, could limit regulatory arbitrage and 
help provide a level playing field for internationally active insurance groups. An 
international standard could also help to ensure that internationally active U.S. 
companies are not held to bespoke and onerous standards when they operate in for-
eign countries. Additionally, it could reduce risk to U.S. consumers by ensuring that 
foreign insurers operating within the United States are held to appropriate capital 
regulation by their foreign groupwide supervisor. 

There are concerns that the ICS currently includes a valuation method and other 
requirements that may not be optimal for the U.S. insurance market. Insurers gen-
erally operate with a buy-and-hold, long-term approach to investing, yet the ICS, 
as proposed, uses a market-based valuation method, whose volatility could ulti-
mately reduce the availability of insurance products with long-term guarantees. 

Because of these concerns, the Board has proposed applying a building block ap-
proach (BBA) to the insurers we supervise rather than the ICS in its current formu-
lation. The BBA builds on existing State-based insurance standards, while also es-
tablishing minimum capital requirements that are specific to the business of insur-
ance. The Board specifically sought to leverage the well-known insurance capital 
standards from State regulators to establish minimum requirements. 

I support the NAIC’s efforts to move forward with developing a Group Capital 
Calculation (GCC), which they successfully have moved into field testing.2 We will 
continue to work with the NAIC to align these approaches to the greatest extent 
possible. 

The Federal Reserve intends to continue to advocate for the recognition of the 
building block approach internationally. Through Team USA’s efforts, we believe 
space has been created in the international dialogue for the BBA and GCC to be 
evaluated and recognized as an outcome-equivalent approach for the ICS. The BBA 
can assist in our collective advocacy by demonstrating how an approach that 
leverages existing capital requirements can work. Because of the concerns regarding 
the current design of the ICS, U.S. members support continued development of the 
ICS during the monitoring period. Furthermore, substantive changes to the ICS 
may emerge during the monitoring period given that elements of the developing 
standard have not been thoroughly tested and key areas remain unresolved. 
Transparency 

Team USA has continued to advocate for increased transparency at the IAIS. For 
example and most importantly, all significant policy proposals are subject to public 
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1 As part of our State-based system of insurance regulation in the United States, the National 
Association of Insurance Commissioners (NAIC) provides expertise, data, and analysis for insur-
ance commissioners to effectively regulate the industry and protect consumers. The U.S. stand-
ard-setting organization is governed by the chief insurance regulators from the 50 States, the 
District of Columbia and five U.S. territories. Through the NAIC, State insurance regulators es-
tablish standards and best practices, conduct peer reviews, and coordinate regulatory oversight. 
NAIC staff supports these efforts and represents the collective views of State regulators domes-
tically and internationally. For more information, visit www.naic.org. 

consultation periods. Recently, the IAIS has established a norm that these periods 
will be for at least 60 days, allowing adequate time for the public to comment. 

We also have advocated for obtaining stakeholder feedback earlier in the IAIS 
process. The development by IAIS of a Holistic Framework to mitigate systemic risk 
from the insurance industry is a good example of this. At the start of the IAIS’s 
review of its macroprudential approach, key stakeholders were invited to present 
recommended changes. Several stakeholders suggested replacing the entities-based 
approach, which involved designating certain insurers as systemically risky, with an 
activities-based approach. The IAIS then worked to develop stakeholder ideas into 
a conceptual public consultation document, which was released in late 2017. Fol-
lowing this conceptual consultation, the IAIS released a more detailed consultation 
on its Holistic Framework in November 2018. Finally, earlier this year, the IAIS so-
licited input on the most granular details of the framework and plans to issue a 
final Holistic Framework this November. While this extensive engagement process 
required time, the IAIS has benefited from the engagement, and stakeholder reac-
tion has generally been very supportive in this area. 

The Federal Reserve has also worked to increase transparency at the FSB 
through its leadership role. Since December 2, 2018, Federal Reserve Vice Chair for 
Supervision, Randal K. Quarles has served as FSB chair. He has made increasing 
FSB transparency and stakeholder engagement a key part the group’s agenda. Ear-
lier this year, for the first time in the FSB’s history, the FSB publicly disseminated 
its comprehensive work program. Vice Chair Quarles and the FSB continue to look 
for ways to further increase stakeholder engagement. The FSB is currently con-
ducting a study of its regional consultative groups, which will improve the efficacy 
of outreach and feedback mechanisms. The FSB has also increased its direct engage-
ment with insurers, including on the ICS. Recently, the FSB and IAIS held a joint 
stakeholder engagement event with representatives of the large internationally ac-
tive insurance groups. 

Thank you. I look forward to answering your questions. 

PREPARED STATEMENT OF ERIC A. CIOPPA 
SUPERINTENDENT, MAINE BUREAU OF INSURANCE, 

ON BEHALF OF THE NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 

SEPTEMBER 12, 2019 

Chairman Crapo, Ranking Member Brown, and Members of the Committee. My 
name is Eric Cioppa and I am the Superintendent for the Maine Bureau of Insur-
ance and the President of the National Association of Insurance Commissioners 
(NAIC).1 I am also the State insurance regulator representative to the Financial 
Stability Oversight Council (FSOC) and a member of the IAIS’s Policy Development 
Committee. I am pleased to be here testifying alongside my Team USA colleagues. 

The U.S. insurance market is the single largest and most competitive in the 
world, with State insurance regulators supervising more than one-third of global 
premium, and taken individually, U.S. States make up more than half of the 50 
largest insurance markets. Given the size, breadth, and diversity of the U.S. insur-
ance market, it is critical that the United States remain engaged in global regu-
latory standard-setting. In this regard, the NAIC is committed to continuing to pro-
vide leadership on such issues with a focus on ensuring policyholder protection and 
maintaining stable and competitive insurance markets. Our system, which helped 
our sector largely weather the most significant financial crisis since the Great De-
pression, has been continually improved since then and our efforts over the last dec-
ade domestically inform our work internationally. 

As we work with our international counterparts and our Team USA colleagues, 
our primary objective is to develop the elements of an effective international insur-
ance regulatory framework that are adaptable to the U.S. insurance market. While 
there are a variety of standard-setting workstreams at the International Association 
of Insurance Supervisors (IAIS), I would like to focus my testimony on two areas 
that have received the most attention here and abroad: 1) the development of the 
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2 The purpose of this 5-year monitoring period is to evaluate the performance of the current 
ICS over a period of time. During the monitoring period, the ICS will be used for confidential 
reporting to group-wide supervisors and discussion in supervisory colleges as well as to receive 
feedback from IAIGs. However, it will not be used to measure the capital adequacy of IAIGs 
nor as a basis to trigger supervisory action. Rather, the input received during the monitoring 
period will be used to further improve the ICS. 

3 See, e.g., Remarks by Treasury Secretary Steven T. Mnuchin at the National Association of 
Insurance Commissioners’ International Forum, Washington, DC, at https://home.treasury.gov/ 
news/press-releases/statements-remarks (May 13, 2019); and Remarks by Federal Reserve Vice 
Chairman for Supervision Randal K. Quarles re: Insurance Supervision and International En-
gagement at the American Council of Life Insurers Executive Roundtable, Naples, Florida at 
https://www.federalreserve.gov/newsevents/speeches.htm (January 9, 2019). See also, Remarks 
by Daniel K. Tarullo re: Insurance Companies and the Role of the Federal Reserve at the Na-
tional Association of Insurance Commissioners’ International Forum, Washington, DC, at 
https://www.federalreserve.gov/newsevents/speech/files/tarullo20160520a.pdf (May 20, 2016). 

4 See Annual Report of the European Insurance and Occupational Pensions Authority, https:// 
eiopa.europa.eu/Publications/Reports/EIOPAl2018%20Annual%20Report.pdf, at 51 (2018) 
(‘‘With the aim of pursuit of Solvency II as the practical implementation of the International 
Association of Insurance Supervisors’ (IAIS) International Capital Standard (ICS), EIOPA’s tar-
get was for the ongoing development of the ICS remains in line with Solvency II principles: mar-
ket consistency and risk-based. The ICS Field Testing was launched by the IAIS in May. 
Due to its stability and comparability, it contained, for the reference ICS, a market-adjusted 

Continued 

IAIS’s Insurance Capital Standard (ICS) and 2) the development of the holistic 
framework for systemic risk in the insurance sector. I will also touch on the IAIS’s 
strategic plan. 
Insurance Capital Standard (ICS) 

The IAIS is currently in the process of developing a global Insurance Capital 
Standard for Internationally Active Insurance Groups (IAIGs). The ICS is being de-
veloped as a component of the Common Framework for the Supervision of Inter-
nationally Active Insurance Groups (ComFrame), which is part of the IAIS’s re-
sponse to the last financial crisis to improve coordination and communication among 
supervisors and make groupwide supervision of IAIGs more effective and efficient. 
The ICS is a key project for the IAIS and scheduled to reach another milestone in 
November as it is expected that the ICS will move into a 5-year monitoring period.2 
It is anticipated that final adoption of the ICS will take place at the conclusion of 
the monitoring period, and jurisdictions will then determine whether to implement 
it. 
NAIC Concerns With the ICS 

The NAIC has long expressed serious concerns with ICS’s trajectory and construc-
tion, many of which are shared by our Team USA colleagues.3 Chief among them 
is its reliance on a market-adjusted valuation approach, which could create varia-
bility in company balance sheets and pressure insurers to sell assets contrary to the 
underlying economics of the product offering. This in turn could undermine the abil-
ity of firms to fulfill policyholder obligations and potentially disrupt financial mar-
kets. It also assumes capital is fully fungible between entities, which could lead to 
underfunding of individual insurance entities and increase the risk that non-insur-
ance operations could pose to policyholders. 

The ICS requirements also result in the nonrecognition of certain financial instru-
ments critical to financing U.S. insurance operations as qualifying capital, and, in-
cludes capital charges that do not reflect the inherent risks of certain products. This 
potentially jeopardizes the ability of insurers to offer retirement products such as 
life insurance and annuities and make long-term investments, for example in infra-
structure, where the marketplace plays a critical role. Put simply, the ICS remains 
not only technically flawed but also contrary to key policy initiatives in the United 
States such as retirement security, long-term care, infrastructure investment, and 
disaster resiliency. 

Further, rather than developing a standard that has an appropriate level of flexi-
bility to recognize the realities of jurisdictional differences and to provide a basis 
for enhanced supervisory cooperation and coordination, the ICS work to date largely 
reflects Europe’s approach to regulation. Favoring specific supervisory approaches 
over others has not been helpful to the process of developing what was intended to 
be a global standard. A regulatory standard that cannot be adopted by the world’s 
largest jurisdictions, and, therefore, does not create safer insurance markets glob-
ally, is not an international standard regardless of the label applied to it. Europe 
has been very transparent about its objective of ensuring that the ICS ‘‘remains in 
line with Solvency II principles.’’4 Europe’s efforts to protect and export Solvency II 
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valuation (MAV) approach with a single discounting curve. All elements for a practical imple-
mentation of Solvency II are contained and the target was therefore judged to be met’’). 

5 See https://www.iaisweb.org/home. 

by reflecting it in the ICS has been to the detriment of meeting the IAIS’s stated 
mission to ‘‘ . . . develop and maintain fair, safe and stable insurance markets for 
the benefit and protection of policyholders and to contribute to global financial sta-
bility.’’5 Rather than working to develop a global capital standard that is broadly 
implementable and useful for a variety of jurisdictions, we are being confronted with 
an ICS that is simply the most ‘‘convenient’’ standard for Europe. 

Given our concerns, we have determined that the ICS as currently constructed 
would not be adaptable to the U.S. insurance market and would not be a useful tool 
for our supervisory framework—indeed, it could cause undue harm. Instead, to-
gether with our Team USA colleagues, we are developing an Aggregation Method 
which is different than the ICS, but an approach we feel will provide comparable 
outcomes for the group-wide supervision of IAIGs as the ICS. The IAIS has agreed 
to assess the Aggregation Method during the upcoming monitoring period. 

The Aggregation Method will be informed by our Group Capital Calculation (GCC) 
and by the proposed Building Block Approach recently released by the Federal Re-
serve for Savings and Loan Holding Companies predominantly engaged in insurance 
operations. These approaches build off our U.S. legal entity Risk Based Capital 
(RBC), which has been tested over time, and thus we are confident that the result-
ing group capital methodology will be a more meaningful and valuable tool for U.S. 
insurance regulators. It is to the collective credit of Team USA that in just 2 years 
we’ve gone from a theoretical approach for group capital to a working model dem-
onstrating our commitment to a truly workable approach for our market. 

Unlike the ICS, which is a top-down capital standard, an Aggregation Method 
would rely on a bottom-up approach to capital, aggregating legal entity regulatory 
capital requirements and making scalar adjustments based on jurisdictional dif-
ferences as well as risks that are otherwise not captured in the aggregation. It is 
our view that an aggregation method is not only comparable, but superior to the 
current ICS as it provides more transparency into the capital structure and local 
risks within a group and uses less volatile accounting methods. We recognize the 
importance of being able to assess group capital and discuss related issues with our 
foreign counterparts. The Aggregation Method will allow those assessments and dis-
cussions to occur, but in a manner that will work with the U.S. insurance regulatory 
framework and avoid some of the troubling aspects of the ICS. 
Next Steps 

Importantly, the advancement of the ICS to the monitoring period is the next step 
in the process, but not the final one. In coordination with our Team USA colleagues, 
we will continue to move forward on a parallel track to address our concerns. First, 
we recognize that some large U.S. insurers who do business in other jurisdictions 
may have to comply with ICS or ICS-like standards as implemented in those mar-
kets in the future. Consequently, we are working with our IAIS colleagues to ad-
dress the deficiencies of the current ICS and seek design changes that would take 
better account of how U.S. insurers operate. Second, we are working to develop and 
promote an approach to assessing the Aggregation Method, or any other alternatives 
to the ICS, such that by the conclusion of the ICS monitoring period it should be 
deemed an appropriate jurisdictional alternative that provides comparable out-
comes. 

In the short term, between now and November, there are several IAIS meetings 
that will give Team USA the opportunity to further shape the discussions going for-
ward. In these coming meetings, it will be critical that Team USA continues to 
translate their strong public statements on the ICS into an equally committed strat-
egy heading into these next critical meetings. From our perspective, the IAIS should 
establish a definition of comparability that provides a viable path forward for the 
aggregation method to be recognized as providing comparable outcomes to the ICS, 
in spite of any structural differences that may exist. The focus of comparability 
should be on whether regulators are empowered to take action on a group capital 
basis, and not a granular compliance exercise to an ICS standard with inherent 
flaws. 

We are also working bilaterally with individual IAIS members to share with them 
our perspectives, hear their views with regards to the ICS and seek opportunities 
to build bridges and mutual respect between our respective jurisdictions. Further-
more, we hope the information collected from IAIGs and input from the relevant 
group-wide supervisors during the monitoring period will illustrate our concerns 



33 

with the ICS’s construction and demonstrate to our foreign counterparts the merits 
of the Aggregation Method. 

While we remain committed to the ultimate objective of an ICS and contributing 
to its development, it is premature if not irresponsible to make more definitive com-
mitments to a standard that presently all members of Team USA view as inherently 
flawed. Such commitment would undermine the very point of a monitoring period, 
which should not be the conclusion of the ICS’s development, but another oppor-
tunity to test it along with the Aggregation Method. But let me also be clear, we 
will not be implementing the current ICS in the U.S. States are moving forward 
with a Group Capital Calculation and the Fed is moving forward with a Building 
Block Approach, both of which are compatible with the Aggregation Method. We be-
lieve this is the best path forward for U.S. policyholders and market participants, 
while remaining consistent with the underlying purpose of the ICS. 
Holistic Framework for Systemic Risk 

Concurrently with its work on the ICS, the IAIS is also in the process of devel-
oping a Holistic Framework for Systemic Risk in the Insurance Sector. The 2008 
global financial crisis underscored the interconnected nature of financial institu-
tions, as well as the risks they pose to the financial system when in distress. While 
the insurance industry is generally a stabilizing force by providing consumers prod-
ucts that protect them against the risk of loss, there was recognition that certain 
activities and interconnectedness could pose risks to the broader financial system. 
As a result, the IAIS and the Financial Stability Board worked to develop a process 
to assess insurers’ systemic risk and policy measures designed to prevent cata-
strophic failure in the insurance sector. In this regard, work began on an entity- 
based approach that sought to identify Global Systemically Important Insurers, or 
G–SIIs. However, it soon became apparent that an entities-based approach was not 
a good fit for the sector because it was too narrow in its focus. In late 2018, the 
IAIS released a proposed Holistic Framework for Systemic Risk that prioritized tak-
ing more of an activities-based approach. 

The proposed Holistic Framework intends to serve as the basis for identifying and 
addressing any risks in the insurance sector that could emanate from distress of in-
dividual insurers or, alternatively, from the activities of solvent insurers through 
their collective exposures or responses to shocks to the financial system. This ap-
proach considers the cross-sectoral aspects of systemic risks by incorporating com-
parisons of risks among insurers and financial sector actors such as banks. The pro-
posed framework involves the following key elements: 

1) a set of preemptive supervisory tools designed to help prevent insurance sector 
vulnerabilities and exposures from developing into systemic risks; 

2) ongoing monitoring by the IAIS designed to detect potential systemic risks in 
the insurance sector; 

3) supervisory authorities designed to respond to any identified potential systemic 
risks; 

4) mechanisms to help ensure consistent application of the of framework; and 
5) an assessment of the IAIS of the consistent implementation of preemptive su-

pervisory tools and intervention authorities. 
The NAIC welcomed this shift in thinking as the activities-based approach is tar-
geted at the risks of concern rather than at a subset of companies that may not fully 
capture the full extent of the risk to the system or sector. Such an approach is more 
aligned with our domestic direction, particularly with respect to the NAIC’s 
Macroprudential Initiative, which is focused on risks within the insurance sector 
that could have broader impacts on the financial system and vice-versa, as well as 
the FSOC’s proposed prioritization of an activities-based approach. 

The development of the Holistic Framework is ongoing, and we continue to care-
fully monitor how the proposals will move from concept to reality to ensure they do 
not go beyond the intended scope of insurers that are engaged in potentially system-
ically risky activities. The IAIS has been refining the framework this year based on 
input from members and stakeholders, and new policy measures will be up for adop-
tion at the IAIS Annual General Meeting in November. 
IAIS Strategic Plan and Transparency 

Turning to IAIS more broadly, in June, the IAIS approved its 2020–2024 Strategic 
Plan that lays out a new strategic direction that we generally support. While the 
post-crisis policy work on systemic risk and group capital which has been the focus 
of the current plan is important, it has also taken up a large amount of IAIS time, 
resources and attention. In the meantime, new issues and risks have and will 
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continue to emerge. This new strategic plan better balances the work of the IAIS, 
makes it more forward-looking and puts more emphasis on supporting its member-
ship of insurance supervisors around the globe. Many of the priorities the IAIS has 
identified are issues that the NAIC is actively engaged and making progress on as 
well: expanding our macroprudential surveillance toolkit; examining and addressing 
the impact of innovation and technology on the consumers, industry, and regulators; 
cybersecurity; data privacy; and climate risk and resilience. We look forward to con-
tributing our knowledge, expertise and leadership on these important issues. 

Additionally, we continue to believe that critical to the credibility of the standard- 
setting activities at the IAIS is an inclusive and transparent decisionmaking proc-
ess. We are pleased to see that the IAIS’s strategic plan includes the enhancement 
of stakeholder communication as one of its goals and look forward to working with 
our IAIS colleagues to further enhance the transparency of IAIS discussions. For 
our part, the NAIC has long-standing procedures and ongoing responsibilities to 
seek input from policyholders and other interested parties, and we will continue to 
work on these issues in a transparent manner through our NAIC process. 
Conclusion 

In conclusion, well-regulated markets, both here and abroad, make for well-pro-
tected policyholders. Given the important role the insurance sector plays in pro-
viding protection and retirement security to U.S. consumers, it is critically impor-
tant that any international regulatory standards be developed in a manner that are 
adaptable to our markets and do not threaten their stability. To that end, the NAIC 
remains committed to continued engagement in international insurance standard- 
setting discussions alongside our Team USA colleagues to ensure this result. 

Thank you for the opportunity to testify today and I would be pleased to take your 
questions. 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM STEVEN E. SEITZ 

Q.1. Should the IAIS adjust its International Capital Standards 
(ICS) to comport with the structure of the U.S. insurance market 
prior to adoption for monitoring? 
A.1. The Federal Insurance Office (FIO) believes that it is impor-
tant that the International Association of Insurance Supervisors 
(IAIS) strengthen its efforts to develop a final ICS that is compat-
ible with the U.S. regulatory structure. FIO will continue to advo-
cate that the IAIS increase its focus on the important issues re-
garding comparability of outcomes, in order to enhance com-
parability of the ICS with the U.S. system of insurance regulation. 
Q.2. How can the operational effectiveness of ICS be properly ex-
amined if it has identified flaws from the outset? 
A.2. FIO believes that it is important that the IAIS create and 
maintain a defined structure and process for further work and revi-
sions on the ICS during the monitoring period from 2020 to 2024. 
This process should ensure appropriate confidentiality for insurers 
during the monitoring period, while allowing the IAIS, its mem-
bers, and other stakeholders to continue evaluating, revising, and 
improving the ICS. FIO will remain actively engaged during this 
period and advocate for U.S. interests so that U.S. insurers remain 
competitive overseas and so that international standards do not in-
appropriately harm U.S. insurance companies or the U.S. domestic 
insurance market. 
Q.3. Specifically, what adjustments to ICS would you like to see 
prior to its adoption? 
A.3. At the IAIS meetings in Abu Dhabi, FIO registered its official 
objection to the IAIS’s advancement of version 2.0 of the ICS into 
a 5-year monitoring period. Among other things, the current form 
of the ICS could risk limiting U.S. consumers’ access to important 
long-term savings products. The IAIS needs to continue improving 
and revising the design of the ICS so that it more appropriately re-
flects the business model of insurers. Additionally, the IAIS should 
consider the increased use of jurisdictional flexibility in the design 
of the ICS so that the ICS could better meet the differing market 
needs across various jurisdictions. During the 5-year monitoring 
period, FIO will continue to advocate strongly for further improve-
ments to the ICS in these and other areas. 

RESPONSE TO WRITTEN QUESTION OF SENATOR MENENDEZ 
FROM STEVEN E. SEITZ 

Q.1. Before the International Association of Insurance Supervisors 
(IAIS) votes on adoption of the new international capital standards, 
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there will be two meetings this month and next to lay the ground-
work for the annual General Meeting in November. 

How will each of you approach these meetings and what out-
comes do you hope to achieve? 
A.1. Before and during these meetings of the IAIS, the FIO worked 
closely with the other U.S. members of the IAIS—the U.S. States, 
the National Association of Insurance Commissioners (NAIC), and 
the Board of Governors of the Federal Reserve (collectively known 
as Team USA). 

FIO will continue to work collaboratively as part of Team USA 
in our engagement with the IAIS to advance U.S. interests. As out-
lined in my written testimony, FIO will work together with Team 
USA and other stakeholders to address its concerns with the cur-
rent development of the ICS. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARREN 
FROM STEVEN E. SEITZ 

Q.1. In your view, does the capital framework that exists as part 
of the U.S. State-based insurance regulatory regime provide similar 
protections as the proposed ICS Version 2.0 standard? 
A.1. There are important differences between the capital frame-
work that currently exists in the U.S. State-based insurance sys-
tem and the proposed ICS Version 2.0 standard. The ICS seeks to 
establish a group-wide capital standard that aims to be a measure 
of capital adequacy for internationally active insurance groups. 
Under the U.S. State-based insurance regime, the current U.S. 
risk-based capital standard is applied at the insurance legal entity 
level. The U.S. States, through the National Association of Insur-
ance Commissioners (NAIC), are in the process of developing a 
group capital calculation (GCC), which will serve as an analytical 
tool to provide a baseline quantitative measure for group risks. Ad-
ditionally, the ICS is intended to serve as a prescribed capital re-
quirement, whereas the NAIC intends for the GCC to assist regu-
lators with taking informed and appropriate action in response to 
potential risks arising from other parts of the holding-company sys-
tem. 
Q.2. In your written testimony, you referenced a 5-year monitoring 
period following the adoption of ICS Version 2.0 in November 2019. 
During the period, IAIS intends to use the ICS for confidential 
reporting to group-wide supervisors. In your view, is that addi-
tional data necessary? 
A.2. It is important that the IAIS create and maintain a process 
during the monitoring period for the ICS that ensures appropriate 
confidentiality for insurers. The monitoring period is designed to 
provide feedback on the effectiveness of ICS Version 2.0, and 
should be an iterative process for the IAIS and its members to con-
tinue revising and improving the ICS. 
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1 International Association of Insurance Supervisors, ‘‘Issues Paper on Climate Change Risks 
to the Insurance Sector,’’ 2018, https://www.iaisweb.org/file/73565/sif-iais-issues-paper-on-cli-
mate-risk-to-the-insurance-sector-clean. 

Q.3. In March 2018, IAIS, in conjunction with the Sustainable In-
surance Forum (SIF), released an issue paper that detailed the cli-
mate risk to the insurance sector.1 

Do you agree with the report’s statement that the ‘‘potential for 
physical and transition risks to pose risks for [the] solvency of indi-
vidual firms, stemming from underwriting and investment activi-
ties’’? 
A.3. U.S. State regulators are continually monitoring solvency 
risks. For example, the NAIC revised its Financial Condition Ex-
aminers Handbook to provide guidance for examiners on what 
questions to ask insurers regarding any potential impact of climate 
change on solvency. 

In addition, insurers do not appear to have material exposure to 
carbon-related investments. In the current Financial Sector Assess-
ment Program being conducted by the IMF in the United States, 
the IMF surveyed 22 life insurers, 21 P&C insurers, and 7 health 
insurers for carbon-related exposures in their investment portfolios. 
The IMF found that less than 1 percent of both their equity invest-
ments and bond investments were carbon-related. 
Q.4. If not, why not? 
A.4. See response above. 
Q.5. Do you believe that further efforts are necessary to quantify 
the potential risks associated with climate change? 
A.5. As part of its statutory mandate, FIO continuously monitors 
the status of the insurance industry. Insurers do not appear to 
have material exposure to carbon-related investments, as noted 
above. More generally, FIO is working with FEMA and the Mitiga-
tion Framework Leadership Group (MitFLG, a national structure 
to coordinate mitigation efforts across the Federal Government and 
with State, local, tribal, and territorial representatives) to improve 
national resilience through the development of the National Mitiga-
tion Investment Strategy. As noted in its 2019 Annual Report, FIO 
continues to support efforts to improve the availability of insurance 
and take-up of insurance. FIO is also engaging with its Federal Ad-
visory Committee on Insurance, which is composed of a variety of 
stakeholders, including industry executives, consumer representa-
tives, State regulators and legislators, and academics. 
Q.6. Would requiring companies to disclose their exposure to green-
house gas emissions and their fossil-fuel related assets help miti-
gate the risk some of these insurers face in their investment activi-
ties? 
A.6. The U.S. States are the primary regulators of insurance in the 
United States, and they are best positioned to assess what disclo-
sures are necessary for the insurance companies doing business in 
their States. For example, the California Department of Insurance 
has previously required all insurers doing business in that State to 
publicly disclose all of the carbon-related investments in their port-
folios. 
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2 See https://home.treasury.gov/system/files/261/Prudential-Financial-Inc-Rescission.pdf, 
https://www.treasury.gov/initiatives/fsoc/designations/Documents/AmericanlInternationall 

Group,lInc.l(Rescission).pdf. 

Q.7. In your written testimony, you stated, ‘‘Treasury supports 
shifting the focus of systemic risk analysis away from individual in-
surance entities and toward the activities of insurers and other 
market participants.’’ You also expressed support for removing the 
FSB annual identification of G–SIIs in the implementation of the 
holistic framework. 

Do you believe that American International Group, Inc., Pruden-
tial Financial, Inc., and MetLife, Inc., have reduced their risk pro-
files sufficiently since the financial crisis? 
A.7. FSOC has the authority to require that a U.S. nonbank finan-
cial company, including an insurance company, be supervised by 
the Board of Governors of the Federal Reserve and subject to pru-
dential standards if FSOC determines that material financial dis-
tress at the U.S. nonbank financial company, or the nature, scope, 
size, scale, concentration, interconnectedness, or mix of activities of 
the U.S. nonbank financial company, could pose a threat to the fi-
nancial stability of the United States. No U.S. nonbank financial 
company is currently subject to such a designation by FSOC. FSOC 
voted to rescind the designations of AIG and Prudential, while 
MetLife successfully contested its designation in Federal court. 
FSOC’s analyses in connection with its rescission of the designa-
tions of AIG and Prudential are available on FSOC’s website.2 
Q.8. Do you believe that an insurance company’s overall risk pro-
file, including its interconnectedness to other institutions and over-
all leverage exposure, should not be considered when determining 
the appropriate regulatory framework for that company? 
A.8. An insurance company’s overall risk profile should be consid-
ered when determining the appropriate regulatory framework for 
the company. 
Q.9. Describe the tools that regulators would have under an activi-
ties-based approach to proactively identify activities that insurance 
companies engage in that are risky and prevent firms from restruc-
turing or renaming those activities? 
A.9. FSOC’s December 2019 final interpretive guidance on nonbank 
financial company determinations sets forth an activities-based ap-
proach for identifying and addressing potential risks to financial 
stability. The activities-based approach consists of two steps: (i) 
identifying and evaluating potential risks to financial stability from 
products, activities, or practices; and (ii) working with regulators to 
address any identified risks to financial stability. In the first step 
of the activities-based approach, FSOC’s work may include efforts 
such as sharing data, research, and analysis among FSOC mem-
bers and member agencies and their staffs; consulting with regu-
lators and other experts regarding the scope of potential risks and 
factors that may mitigate those risks; and collaboratively devel-
oping analyses for consideration by FSOC. If, after engaging with 
relevant financial regulatory agencies, FSOC believes those regu-
lators’ actions are inadequate to address an identified potential 
risk to U.S. financial stability, FSOC has authority to make formal, 
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nonbinding recommendations to primary financial regulatory agen-
cies under section 120 of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SASSE 
FROM STEVEN E. SEITZ 

Q.1. I understand that the International Capital Standard (ICS) 
produced by the International Association of Insurance Supervisors 
(IAIS) is nonbinding to U.S. insurers until it is either adopted by 
regulators or enacted into law by Congress. 

Could you discuss the potential ramifications on U.S. insurers 
operating in markets abroad even if the standards produced 
through IAIS are nonbinding on U.S. insurers? 
A.1. International standards like the ICS are not binding in the 
United States, unless they are adopted as law through domestic 
processes at the State or Federal level. However, if standards de-
veloped in forums such as the IAIS are adopted by non-U.S. juris-
dictions, even if they are not adopted in the United States, they 
could have significant ramifications for U.S. insurers and poten-
tially for our domestic insurance regulatory regime. As U.S. insur-
ers expand into foreign markets, they will have to navigate the su-
pervisory regimes of other jurisdictions that may be influenced by 
international standards. For example, if adopted in other jurisdic-
tions, the ICS could have negative effects on the ability of U.S. in-
surers to provide long-term savings products in those jurisdictions. 
Q.2. What disadvantages or repercussions could our insurers at 
home in the United States face? 
A.2. The Federal Insurance Office (FIO) registered its official objec-
tion to the IAIS’s advancement of version 2.0 of the ICS into a 5- 
year monitoring period. The current form of the ICS could risk lim-
iting U.S. consumers’ access to important long-term savings prod-
ucts and potentially increase costs for U.S. insurers and U.S. con-
sumers. Considering the importance of these issues to the U.S. in-
surance market, FIO is committed to strong and continued engage-
ment at the IAIS during the ICS monitoring period and in other 
important IAIS work streams. FIO will continue to advocate for 
U.S. interests at the IAIS, and push for international standards 
that reflect the U.S. insurance regulatory system. 
Q.3. The United States represents over 40 percent of the world’s 
insurance market and has one of the most robust, well-developed 
insurance regulatory systems in the world. One that both protects 
consumers, but also encourages competition and innovation. With 
this in mind, the Federal Reserve in January of this year at a 
roundtable stated that it would ‘‘continue to advocate for inter-
national insurance standards that promote a global level playing 
field and work well for the U.S. insurance market.’’ 

Is the U.S. insurance industry well-regulated and protecting con-
sumers today? 
A.3. The U.S. insurance sector, which is primarily regulated by the 
U.S. States, plays a critical role in the U.S. economy and ensuring 
the stability of the U.S. financial system. The American people 
count on the insurance industry to help them in times of need. The 
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United States has the largest and most diverse insurance market 
in the world. U.S. insurance premiums were over $2 trillion in 
2018, an amount that exceeds 10 percent of the U.S. gross domestic 
product. 
Q.4. If yes, what is ICS solving for since the ICS as proposed would 
disadvantage U.S. insurers? 
A.4. FIO appreciates—and has contributed to—the work of the 
IAIS on the ICS effort and continues to support its overall objective 
of working to create a common language for supervisory discussion 
of group solvency. However, at the IAIS meetings in Abu Dhabi, 
FIO registered its official objection to the IAIS’s advancement of 
version 2.0 of the ICS into a 5-year monitoring period. The current 
form of the ICS could risk limiting U.S. consumers’ access to impor-
tant long-term savings products and potentially increase costs for 
U.S. insurers and U.S. consumers. Considering the importance of 
these issues to the U.S. insurance market, FIO is committed to 
strong and continued engagement at the IAIS during the ICS moni-
toring period and in other important IAIS work streams. FIO will 
continue to work collaboratively as part of Team USA in our en-
gagement with the IAIS. 
Q.5. Insurance companies in the United States have been regulated 
for over 150 years. We have a marketplace that services consumers 
well and is solvent. Why are we taking direction from Europe on 
how to best regulate our insurance industry? 
A.5. Throughout its engagement at the IAIS and in other inter-
national forums, FIO will continue to strongly advocate for U.S. in-
terests and the U.S. State-based system of insurance regulation. It 
is important for FIO to advocate on these issues because if stand-
ards developed in forums such as the IAIS are adopted by non-U.S. 
jurisdictions, even if they are not adopted in the United States, 
they could have significant ramifications for U.S. insurers, and po-
tentially for our domestic insurance regulatory regime. 
Q.6. Europe has a government-supported retirement system, unlike 
the United States where most retirement is managed in the private 
sector, how could these different systems impact the way capital is 
calculated? 
A.6. The different retirement systems in Europe and the United 
States could affect how each jurisdiction calculates capital for in-
surance companies. For example, the market valuation approach 
used by Europe under Solvency II (and similarly used in the ICS) 
could have negative effects on the ability of insurance companies 
to provide long-term savings products, which are particularly im-
portant to insurers and policyholders in the United States. Depend-
ing on the retirement system of a particular jurisdiction, these 
products may not play as important a role for consumers saving for 
retirement in that jurisdiction. 
Q.7. What is the reason that the United States needs European in-
surance standards imposed on U.S. insurance companies? 
A.7. The United States has the largest and most diverse insurance 
market in the world and does not need to import EU insurance 
standards into the United States. The U.S. States are the primary 
regulators of the business of insurance in the United States, and 
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1 Life and health insurer receivership data is from the National Organization of Life & Health 
Insurance Guaranty Associations (NOLHGA), while the National Conference of Insurance & 
Guaranty Funds (NCIGF) provided data on P&C company insolvencies. NOLHGA receivership 
data includes only companies with operations in at least three States and where NOLHGA was 
involved. NCIGF data only includes insolvencies through the second quarter of 2018. By conven-
tion, companies are organized either as ‘‘life and health’’ (and may be authorized to write life, 
accident, and/or health insurance), ‘‘property and casualty,’’ or ‘‘health’’ (when authorized to 
write only health insurance). 

it is important that international standards are compatible with 
the U.S. insurance regulatory regime. During the recent IAIS meet-
ings in Abu Dhabi, FIO objected to the advance of version 2.0 of 
the ICS into the monitoring period. During these negotiations, FIO 
took positions that were consistent with our objectives of ensuring 
that U.S. insurers remain competitive overseas and not allowing 
international standards to inappropriately harm U.S. insurance 
companies or the U.S. domestic insurance market. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR CORTEZ 
MASTO FROM STEVEN E. SEITZ 

Q.1. How could insurance companies pose a threat to U.S. financial 
stability? 
A.1. As demonstrated during the 2008 financial crisis, an insurance 
company may pose a threat to U.S. financial stability due to the 
nature and extent of its activities (such as engaging in extensive 
capital market activities). 
Q.2. How frequently in the past 15 years did property and casualty 
or life insurers become insolvent? How many of the claims to insol-
vent firms were not covered? How many of the claims to insolvent 
firms were covered by the Guarantee Associations? 
A.2. Since 2005, there have been 22 life and health insurer receiv-
erships and 98 property & casualty (P&C) company insolvencies.1 
While the size of the insurers involved in these insolvencies varied, 
most were relatively small insurers. Average recoveries on life in-
surance policies have generally exceeded 96 cents per dollar, and 
average recoveries on annuity claims have been 95 cents per dollar. 
While recovery rates from P&C insurer insolvencies have been 
lower, they are still substantial. 
Q.3. Are there any insurance companies now—either from their na-
ture, scope, size, scale, concentration, interconnectedness, or mix of 
activities—that could pose a threat to U.S. financial stability? If 
yes, what do you recommend we do about these potential threats? 
A.3. The Financial Stability Oversight Council (FSOC) has the au-
thority to require that a U.S. nonbank financial company, including 
an insurance company, be supervised by the Board of Governors of 
the Federal Reserve System (Federal Reserve) and subject to pru-
dential standards if FSOC determines that material financial dis-
tress at the U.S. nonbank financial company, or the nature, scope, 
size, scale, concentration, interconnectedness, or mix of activities of 
the U.S. nonbank financial company, could pose a threat to the fi-
nancial stability of the United States. No U.S. nonbank financial 
company is currently subject to such a designation by FSOC. 

In December 2019, FSOC published final interpretive guidance 
on nonbank financial company determinations, which describes the 
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approach that FSOC intends to take in prioritizing its work to 
identify and address potential risks to U.S. financial stability using 
an activities-based approach. In order to fulfill its statutory duties, 
FSOC stated that it will monitor the financial services market-
place, including insurance, to identify potential threats to U.S. fi-
nancial stability. Under the recently published guidance, FSOC en-
hanced the analytical rigor and transparency in the processes 
FSOC intends to follow if it were to consider making a determina-
tion to subject a nonbank financial company to supervision by the 
Federal Reserve. 
Q.4. The International Association of Insurance Supervisors (IAIS) 
approved its 2020–2024 Strategic Plan this summer. It also in-
cluded cyber resilience and climate risk. Can you tell me more 
about the goals the IAIS has to reduce risks related to cyber-at-
tacks and climate change? 
A.4. The IAIS Strategic Plan sets out the association’s goals, in-
cluding with respect to reducing cyber-attacks and climate change- 
related risks. Specifically, the Strategic Plan includes as Goal 2: 
‘‘The IAIS sets and maintains globally recognized standards for in-
surance supervision that are effective and proportionate.’’ The Stra-
tegic Plan further explains that, in connection with this goal, the 
IAIS will ‘‘incorporate a more strategic approach to emerging 
trends such as cyber, climate risk, insurtech, etc.’’ The Federal In-
surance Office (FIO) will advance U.S. interests by working with 
the IAIS and its members. 
Q.5. What investment strategies are insurance carriers taking in 
relation to climate risk versus what new policies options or restric-
tions are becoming prevalent to address climate change? 
A.5. In the current Financial Sector Assessment Program being 
conducted by the International Monetary Fund (IMF) in the United 
States, the IMF surveyed 22 life insurers, 21 P&C insurers, and 
seven health insurers for carbon-related exposures in their invest-
ment portfolios. The IMF found that less than 1 percent of both 
their equity investments and bond investments were carbon-re-
lated. In addition, some large insurers have pledged to limit their 
insurance coverage for certain fossil fuel companies. More gen-
erally, FIO is working with Federal Emergency Management Agen-
cy and the Mitigation Framework Leadership Group (MitFLG, a 
national structure to coordinate mitigation efforts across the Fed-
eral Government and with State, local, tribal, and territorial rep-
resentatives) to improve national resilience through the develop-
ment and implementation of the National Mitigation Investment 
Strategy. FIO is also engaging with its Federal Advisory Com-
mittee on Insurance, which is composed of a variety of stake-
holders, including industry executives, consumer representatives, 
State regulators and legislators, and academics. 
Q.6. How are different nations requiring insurance firms to con-
sider the impacts of climate change? 
A.6. In 2018, the IAIS and the Sustainable Insurance Forum (SIF) 
issued a paper ‘‘Climate Change Risks to the Insurance Sector.’’ 
This paper provides an overview of how climate risks are currently 
affecting and may in the future affect the insurance sector. The 
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paper also reviews the relevant supervisory practices in different 
jurisdictions based on responses to a SIF survey. The paper out-
lines case studies highlighting the efforts and key findings in this 
area of nine different jurisdictions, including California and Wash-
ington. As the business of insurance in the United States is pri-
marily regulated by the U.S. States, it is important that the Fed-
eral Government, including FIO, closely coordinate with the U.S. 
States on their respective efforts to require insurance firms to con-
sider the impacts of climate change. The National Association of In-
surance Commissioners (NAIC) also revised its Financial Condition 
Examiners Handbook to provide guidance for examiners on what 
questions to ask insurers regarding any potential impact of climate 
change on solvency. 
Q.7. The International Association of Insurance Supervisors (IAIS) 
is working to evaluate the use of financial technology and insur-
ance. Can you tell me more about issues related to artificial intel-
ligence, the use of algorithms, and data privacy? 
A.7. The IAIS is currently developing an issues paper on the use 
of big data analytics in insurance; a draft of the paper was pub-
lished for public comment in September 2019. The draft paper 
identifies the following as ‘‘supervisory considerations:’’ the suit-
ability, affordability, and availability of insurance coverage; govern-
ance and oversight of algorithms; third-party risk management; 
and issues regarding privacy, ownership, and sources of data. 

FIO has also done extensive work examining insurtech issues 
over the last several years and most recently in its 2019 annual re-
port, including issues related to AI, big data and the use of algo-
rithms, and data privacy. The annual report details how the use of 
big data analytics (including the use of AI and algorithms) can 
present both opportunities and challenges for consumers and insur-
ers, particularly with respect to rate model review. In particular, 
new technologies can change the relative market power of insurers 
and consumers, raise issues with respect to transparency, and cre-
ate new supervisory challenges. FIO intends to continue its work 
with regard to insurtech and expects to continue writing about the 
topic and related issues such as the use of big data, data privacy, 
and others in future annual reports. 
Q.8. How do you monitor the property and casualty insurance com-
panies to ensure fintech and insurtech innovations do not lead to 
discrimination? How do you ensure compliance with the Fair Hous-
ing Act? 
A.8. Among its duties, FIO monitors all aspects of the insurance 
industry, but its role is not to ensure compliance with the Fair 
Housing Act. Through FIO’s research, analysis, and discussions 
with insurance stakeholders (including regulators, insurers, bro-
kers, and consumer representatives), FIO monitors a wide range of 
insurance issues and reports on them through its various reporting 
requirements. FIO’s 2019 annual report discusses insurtech issues 
as well as the Fair Housing Act’s Disparate Impact Rule. 
Q.9. The Nevada Insurance Commissioner told me that the Cov-
ered Agreement standards were developed using banking capital 
standards, rather than insurance capital standards. Can you 
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explain the difference between the controls that banks have in 
place versus the controls that insurers have in place? I’m specifi-
cally interested in the use of the reinsurance tools that insurance 
carriers have available to them that banking systems do not. 
A.9. The two covered agreements, the Bilateral Agreements be-
tween the United States and the European Union (EU) and the 
United States and the United Kingdom on Prudential Measures 
Regarding Insurance and Reinsurance (Covered Agreements), were 
negotiated pursuant to the Federal Insurance Office Act of 2010 
and provide meaningful benefits for the United States, its insur-
ance industry, and their customers. The UK Covered Agreement 
was negotiated in anticipation of Brexit and has not yet entered 
into force. The Covered Agreements were not developed using 
banking capital standards. The Covered Agreements address three 
areas of prudential insurance supervision: group supervision; rein-
surance, including reinsurance collateral; and exchange of informa-
tion between supervisory authorities. Importantly, the agreements 
also protect consumers and affirm the U.S. system of insurance 
regulation, including the role of State insurance regulators as the 
primary supervisors of the business of insurance in the United 
States. 

For example, under the U.S.–EU Covered Agreement, a U.S. in-
surer is able to operate in the European Union without subjecting 
its U.S. parent to potentially costly worldwide group capital re-
quirements (and other group supervision requirements), which may 
otherwise have been applicable under Solvency II. Additionally, 
under the U.S.–EU Covered Agreement, U.S. reinsurers are not re-
quired to establish a local EU presence in order to assume business 
from EU ceding insurers. 
Q.10. Do you think that the international insurance supervisors 
who focus on insurance capital standards are open to alter their 
oversight standards to be considered ‘‘substantially similar’’ to the 
U.S. standards? 
A.10. FIO registered its official objection to the IAIS’s advancement 
of version 2.0 of the insurance capital standard (ICS) into a 5-year 
monitoring period. FIO will continue to advocate that the IAIS in-
crease its focus on the important issues of comparability of out-
comes, in order to enhance comparability of the ICS with the U.S. 
system of insurance regulation. FIO will continue to work collabo-
ratively as part of Team USA in our engagement with the IAIS 
during the ICS monitoring period. FIO, together with the other 
U.S. members of the IAIS—the U.S. States, the NAIC, and the 
Federal Reserve—are collectively known as Team USA. 
Q.11. The European Union established Solvency II. Can you 
describe how the Minimum Capital Requirements work? What is 
considered? What happens when an insurance company falls below 
the Minimum Capital Requirements? 
A.11. Solvency II introduces two tiered capital requirements—a sol-
vency capital requirement and a minimum capital requirement 
(MCR). Solvency II includes a tiered ladder of supervisory interven-
tion that becomes increasingly more severe as the capital of an in-
surance company approaches the MCR. The MCR represents the 
minimum level of capital that firms are required to maintain and 
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the threshold below which a regulator would intervene. Regulators 
in the European Union have a variety of options to address 
breaches of the MCR (including the potential withdrawal of an in-
surer’s authorization). The MCR is calculated as a factor-based lin-
ear formula that is targeted at an 85 percent confidence level. 
Q.12. Solvency II has three pillars. Pillar 3 requires insurers file 
annual reports with their regulator and make them available to the 
public. Have you had any feedback from the public based on one 
of those reports? 
A.12. While FIO routinely reviews these reports, it has not received 
any feedback from the public on these reports. 
Q.13. If the United States did not agree to use the same Solvency 
II standards, and could not get the European Union to agree to an-
other type of solvency oversight convention, would U.S. carriers 
have to pay more for reinsurance products purchased from foreign 
companies? If so, would U.S. carriers be reluctant to buy foreign re-
insurance products that could cost more? 
A.13. The United States is not contemplating application of Sol-
vency II standards with respect to U.S. prudential insurance regu-
lation, nor is the United States seeking to prevent the European 
Union from applying its solvency oversight approach within the 
European Union. Further, under the U.S.–EU Covered Agreement, 
a U.S. insurer is able to operate in the European Union without 
subjecting its U.S. parent to potentially costly worldwide group 
capital requirements (and other group supervision requirements), 
which may otherwise have been applicable under Solvency II. Addi-
tionally, under the U.S.–EU Covered Agreement, U.S. reinsurers 
are not required to establish a local EU presence in order to as-
sume business from EU ceding insurers. 

There are a number of factors that could affect the costs to U.S. 
ceding insurers for reinsurance obtained from assuming insurers 
domiciled in certain jurisdictions. In general, U.S. insurers are like-
ly to prefer to obtain reinsurance from companies that are subject 
to strong and reliable prudential supervisory regimes. 

The United States and the European Union remain the two larg-
est insurance markets in the world. As FIO has noted in recent an-
nual reports, our expectation is that these markets will continue to 
provide shared opportunities for organic growth. U.S. insurers will 
continue to find that EU-based reinsurance is an important compo-
nent of their overall decisions regarding risk diversification. In that 
regard, U.S. insurers may seek to access a variety of risk transfer 
products—including domestic reinsurance, international reinsur-
ance, or various alternatives, such as insurance-linked securities. 
Q.14. Can you explain why some argue that the proposed Solvency 
II standards could place the U.S. insurance carriers at a disadvan-
tage? 
A.14. Various parties have expressed concern that Solvency II’s 
market valuation approach has negative effects on the ability of in-
surance companies to provide long-term savings products. Parties 
have raised similar concerns with the current design of the ICS 
that is being developed by the IAIS. At the IAIS meetings in Abu 
Dhabi, FIO registered its official objection to the IAIS’s advance-
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ment of version 2.0 of the ICS into a 5-year monitoring period. One 
of the reasons for FIO’s objection was that the current form of the 
ICS could risk limiting U.S. consumers’ access to important long- 
term savings products, which are important products to insurers 
and critical for the millions of Americans saving for retirement. 

RESPONSE TO WRITTEN QUESTION OF SENATOR SINEMA 
FROM STEVEN E. SEITZ 

Q.1. Under the new capital standard being developed by the Inter-
national Association of Insurance Supervisors, insurance companies 
would be required to hold short-term assets more than, or instead 
of, long-term assets. If insurance companies are required to do so, 
will this new standard reduce the availability and affordability of 
annuities, which are longer-term products that provide retirement 
security for millions of Americans? 
A.1. The International Association of Insurance Supervisors (IAIS) 
should continue to improve the design of the ICS so that it more 
appropriately reflects the business model of insurers. In particular, 
the IAIS should improve the ICS’s market valuation approach to 
mitigate the negative effects it could have on the ability of insur-
ance companies to provide long-term saving products, which are 
critical to millions of Americans entering retirement. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM THOMAS SULLIVAN 

Q.1. Should the IAIS adjust its International Capital Standards 
(ICS) to comport with the structure of the U.S. insurance market 
prior to adoption for monitoring? 
A.1. Yes, the Federal Reserve Board (Board) advocates at the Inter-
national Association of Insurance Supervisors (IAIS) that the struc-
ture of the International Capital Standard (ICS) should comport 
with the structure of the U.S. insurance market. 
Q.2. How can the operational effectiveness of ICS be properly ex-
amined if it is has identified flaws from the outset? 
A.2. Under its current form, the ICS is unfit for the U.S. market. 
Because of this, the Federal Reserve, Department of the Treasury, 
National Association of Insurance Commissioners (NAIC), and the 
States are pressing hard to structure the monitoring period so that 
further work and revisions will be made. 

An international standard could limit regulatory arbitrage and 
could help provide a level playing field for global insurers. It also 
could help ensure that U.S. companies are not held to unsuitable 
or onerous regulations when they operate abroad. This is why we 
remain committed to working with the IAIS to develop an inter-
national standard that works for the U.S. insurance market. 
Q.3. Specifically, what adjustments to ICS would you like to see 
prior to its adoption? 
A.3. We have concerns that the ICS currently includes a valuation 
method and other requirements that may not be optimal for the 
U.S. insurance market. Insurers generally operate with a buy-and- 
hold, long-term approach to investing, yet the ICS, as proposed, 
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uses a market-based valuation method, whose volatility could ulti-
mately reduce the availability of insurance products with long-term 
guarantees. 

Because of these concerns, the Federal Reserve intends to con-
tinue to advocate internationally for the recognition of the Aggrega-
tion Method (AM) at the IAIS, which in its design will be 
foundationally similar to our domestic approach, the building block 
approach (BBA) and the NAIC’s Group Capital Calculation. The 
IAIS should include a path to determine that the Aggregation 
Method (AM) is an outcome equivalent or ‘‘comparable’’ to the ICS. 

RESPONSE TO WRITTEN QUESTION OF SENATOR MENENDEZ 
FROM THOMAS SULLIVAN 

Q.1. Before the International Association of Insurance Supervisors 
(IAIS) votes on adoption of the new international capital standards, 
there will be two meetings this month and next to lay the ground-
work for the annual General Meeting in November. 

How will each of you approach these meetings and what out-
comes do you hope to achieve? 
A.1. In each of these meetings, the Federal Reserve will collaborate 
with the States, National Association of Insurance Commissioners, 
and Federal Insurance Office to advocate for the best interests of 
the U.S. insurance market. Collectively, we have concerns with sev-
eral aspects of the International Capital Standard (ICS), including 
the ICS’s market-based valuation approach and the standard for 
assessing the comparability of the Aggregation Method. We plan to 
raise these issues at each meeting until there is agreement on how 
to proceed. It is our intention to achieve a suitable agreement that 
addresses our concerns and recognizes the U.S. regulatory system. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARREN 
FROM THOMAS SULLIVAN 

Q.1. In your view, does the capital framework that exists as part 
of the U.S. State-based insurance regulatory regime provide similar 
protections as the proposed ICS Version 2.0 standard? 
A.1. Currently, the U.S. regulatory regime does not include group- 
level capital requirements. The Federal Reserve Board (Board) has 
proposed applying a building block approach (BBA) to the insurers 
we supervise domestically. We believe an approach like the BBA, 
domestically, in the form of the Aggregation Method (AM), inter-
nationally, will provide a comparable outcome to the protections in 
the International Capital Standards 2.0 for the groups to which it 
would be applied. 
Q.2.a. In response to questions from Senator Brown during your 
oral testimony, you indicated that supported FSOC’s de-designation 
of insurance companies, meaning that you did not believe that any 
insurance companies in the United States today would pose a risk 
to the broader economy in the event they experienced material fi-
nancial distress. 

Do you believe that American International Group, Inc., Pruden-
tial Financial, Inc., and MetLife, Inc. have reduced their risk pro-
files sufficiently since the financial crisis? 
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A.2.a. The financial crisis showed that the distress of large and 
systemic nonbank financial companies could imperil the financial 
stability of the United States, ultimately putting the American 
economy at risk. The Dodd-Frank Wall Street Reform and Con-
sumer Protection Act gave regulators new tools to address this 
problem, and in 2013, the Financial Stability Oversight Council 
(FSOC) acted to designate AIG, Prudential, and MetLife for addi-
tional supervisory measures. 

Since the financial crisis, AIG has largely sold off or wound down 
its capital markets businesses, and has become a smaller firm that 
poses less of a threat to financial stability. For example, it has 
reduced its assets by more than $350 billion, wound down its Fi-
nancial Products division, and sold off its mortgage insurance com-
pany. 

The October 2018 decision to rescind Prudential’s designation 
was based upon the FSOC’s reevaluation of the risks posed by the 
firm. The FSOC examined the potential for policyholders to with-
draw cash or surrender their policies from Prudential in the event 
the company experienced material financial distress and concluded 
that a forced liquidation of assets by Prudential to account for pol-
icyholder withdrawals should not be large enough to impair overall 
market functioning or impact the macroeconomy, although it could 
pose challenges to certain market participants. 

In March 2016, the U.S. District Court overturned the FSOC’s 
determination that MetLife poses a threat to U.S. financial sta-
bility. The Government subsequently appealed the District Court’s 
decision. In January 2018, the FSOC and MetLife filed a joint mo-
tion to dismiss the FSOC’s appeal, which was accepted by the U.S. 
Court of Appeals. It should be noted that, in the summer of 2017, 
MetLife shrank substantially by spinning off a portion of its U.S. 
retail life insurance and annuity segment into Brighthouse Finan-
cial. 

It is important to continue to monitor large nonbank financial 
firms to ensure that, should they encounter distress, the func-
tioning of the broader economy is not threatened. The possibility of 
de-designation provides an incentive for designated firms to signifi-
cantly reduce their systemic footprint. 
Q.2.b. Should an insurance company’s overall risk profile, includ-
ing their interconnectedness to other institutions and overall lever-
age exposure no longer be considered when determining the appro-
priate regulatory tools? 
A.2.b. The Board is not the primary regulator for insurance compa-
nies and thus not responsible for establishing the regulations to 
which they are subject. 
Q.2.c. Under an activities-based approach, how would regulators 
proactively identify activities that insurance companies engage in 
that are risky and prevent firms from restructuring or renaming 
those activities? 
A.2.c. FSOC’s proposed nonbank guidance promotes an activities- 
based approach for identifying and mitigating risks to financial sta-
bility. However, it also maintains the tool of designating individual 
entities as systemically important in cases where the activities- 
based approach is either inappropriate or insufficient. 
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The guidance represents a framework that addresses financial 
stability risks that either would not be mitigated by designating 
the largest market participants or would be more efficiently miti-
gated by directly targeting the risky activity. FSOC’s monitoring of 
activities will look for activities that may generate leverage, inter-
connectedness, or run risk and that can generate significant 
spillovers to the economy. In the case of insurance companies, for 
example, it will be important to focus on products that offer protec-
tion and wealth accumulation that could be withdrawn at the dis-
cretion of the policyholder, such as Guaranteed Interest Contracts 
that generated runs in the 1990s.1 

It is important to note that we view the activities-based approach 
described in the proposed amended guidance as a complement to 
entity designations rather than as a substitute for the current enti-
ty-based approach of managing systemic risk. Individual nonbank 
entities can pose systemic risks, and we believe that it is critical 
that FSOC maintains the option to designate these firms when ap-
propriate. 
Q.3. On September 6, 2019, the Federal Reserve issued a Notice of 
Proposed Rulemaking (NPR) that described a building block ap-
proach (BBA) that builds on existing State-based insurance stand-
ards. This approach would result in capital requirements for insur-
ance companies that own a depository institution.2 Does the Fed-
eral Reserve view the capital standard as a tool primarily for pro-
viding stability of the insurance industry within the financial sys-
tem, providing protection to holders of insurance policies, or both? 
A.3. By helping to prevent insolvencies, the BBA would protect the 
U.S. system of deposit insurance and promote financial stability. 
This compliments the work of State insurance regulators to protect 
policyholders. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SASSE 
FROM THOMAS SULLIVAN 

Q.1. I understand that the International Capital Standard (ICS) 
produced by the International Association of Insurance Supervisors 
(IAIS) is nonbinding to U.S. insurers until it is either adopted by 
regulators or enacted into law by Congress. 

• Could you discuss the potential ramifications on U.S. insurers 
operating in markets abroad even if the standards produced 
through IAIS are nonbinding on U.S. insurers? 

• What disadvantages or repercussions could our insurers at 
home in the United States face? 

A.1. The International Capital Standard (ICS) is considered a 
group capital standard. U.S. insurers operating in foreign markets 
that have adopted the ICS would likely be expected by their foreign 
regulators to be capitalized at the group level based on the ICS. If 
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the company is not using the ICS for the entire group (including 
its U.S. business), the local foreign regulators could potentially sub-
ject the firm to enhanced supervisory requirements. 

The Federal Reserve, along with the U.S. Department of the 
Treasury, National Association of Insurance Commissioners, and 
the States remain committed to working with the International As-
sociation of Insurance Supervisors IAIS to develop an international 
standard that is appropriate for the U.S. insurance market. 

An international standard like the ICS could limit regulatory ar-
bitrage and could help provide a level playing field for global insur-
ers. It could also help ensure that U.S. companies are not held to 
unsuitable or onerous regulations when they operate abroad. 
Q.2. The United States represents over 40 percent of the world’s 
insurance market and has one of the most robust, well-developed 
insurance regulatory systems in the world. One which both protects 
consumers and but also encourages competition and innovation. 
With this in mind, the Federal Reserve in January of this year at 
a round table stated that it would ‘‘continue to advocate for inter-
national insurance standards that promote a global level playing 
field and work well for the U.S. insurance market’’. 
Q.2.a. Is the U.S. insurance industry well-regulated and protecting 
consumers today? 
A.2.a. The United States has the largest insurance market in the 
world1 and routinely receives high marks for supervision in assess-
ments by third parties. 
Q.2.b. If yes, what is ICS solving for since the ICS as proposed 
would disadvantage U.S. insurers? 
A.2.b. An appropriate international standard could limit regulatory 
arbitrage and help provide a level playing field for internationally 
active insurance groups. An appropriate international standard 
could also help to ensure that internationally active U.S. companies 
are not held to unsuitable and onerous standards when they oper-
ate in foreign countries. Additionally, it could reduce risk to U.S. 
consumers by ensuring that foreign insurers operating within the 
United States are held to appropriate capital regulation by their 
foreign group-wide supervisor. 
Q.3. In May of this year, a group of bipartisan Senators, including 
myself, sent a letter to Vice Chairman Quarles on this particular 
topic. In this letter we stated that we believe ‘‘the Financial Sta-
bility Board (FSB) should publicly state that aggregation ap-
proaches to group capital as well as other well-developed and prov-
en jurisdictional capital regimes are acceptable methodologies for 
assessing group capital adequacy’’. 

If the Fed and NAIC through their respective proposals, the 
Building Block Approach (BBA) and the Group Capital Calculation, 
are unsuccessful in having one of these accepted by the IAIS both 
of which are more compatible to the U.S. insurance structure, what 
are the next steps that Team USA need to take to ensure that our 
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U.S. insurance companies are not placed on an uneven playing 
field? 
A.3. The Federal Reserve intends to continue to advocate inter-
nationally for the recognition of the Aggregation Method (AM) at 
the IAIS, which in its design will be foundationally similar to our 
domestic approach, the building block approach (BBA) and the 
NAIC’s Group Capital Calculation. Because of the concerns regard-
ing the current design of the ICS, U.S. members also support con-
tinued development of the ICS to accommodate design changes dur-
ing the monitoring period. 
Q.4. You serve in the FSB and have inside knowledge about how 
the process for the ICS is being developed and where the IAIS’s 
mindset is. Can you explain why they will not make this commit-
ment to the United States? 

Why should U.S. insurers go through this process with a group 
that does not show sufficient consideration of U.S. interests? 
A.4. The Federal Reserve believes that it is in our national interest 
to engage in the international insurance standards-development 
process so that it produces standards that are appropriate for the 
U.S. market and U.S. consumers when foreign insurers operate 
here and are suitable for U.S. companies operating abroad. Without 
engagement, even less consideration would be given to U.S. inter-
ests in the development of international standards. Furthermore, 
the ICS, or any standard produced by the IAIS, is a voluntary 
standard that is not binding and would need to be adopted volun-
tarily by each member jurisdiction in accordance with applicable 
domestic laws. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR CORTEZ 
MASTO FROM THOMAS SULLIVAN 

Q.1. How could insurance companies pose a threat to U.S. financial 
stability? 
A.1. Many observers have argued that insurers do not pose sys-
temic risks because such entities have longer-term liabilities than 
banks and are immune to a large influx of demands for funds over 
a short period of time or ‘‘runs.’’ However, history shows that there 
are several examples of runs on large insurance companies that 
threatened the broader financial system and the U.S. economy. 

Insurance products were run upon during the Great Depression, 
leading to withdrawals on certain products being suspended.1 The 
runs on Executive Life in April 1991, followed by those on First 
Capital Life in May 1991 and Mutual Benefit in July 1991, were 
tied to products that offer protection and wealth accumulation that 
could be withdrawn at the discretion of the policyholder, such as 
Guaranteed Interest Contracts.2 

More recently, the near-collapse of AIG during the financial 
crisis showed that the distress of a large and systemic insurance 
company could imperil the financial stability of the United States, 
ultimately putting the American economy at risk. 



52 

3 The Financial Stability—Oversight Council rescinded the designations on Prudential and 
AIG in October 2018 and September 2017, respectively, (see https://www.treasury.gov/initia-
tives/fsoc/designations/Pages/default.aspx for additional detail). 

Insurance companies can also pose risks to the financial system 
through their role as intermediaries with other parts of the finan-
cial system. Among other things, they play a major role in lending 
to nonfinancial companies and in the market for commercial real 
estate financing. For this reason, liquidity problems at life insur-
ance companies can have serious implications for financial markets 
and the broader economy. 
Q.2. How frequently in the past 15 years did property and casualty 
or life insurers become insolvent? How many of the claims to insol-
vent firms were not covered? How many of the claims to insolvent 
firms were covered by the Guarantee Associations? 
A.2. Over 200 licensed insurance companies became insolvent be-
tween 2000 and 2017. Guarantee associations covered most of the 
cost of these insolvencies, but these guarantees are restricted by 
policy type and coverage limit. 
Q.3. Are there any insurance companies now—either from their na-
ture, scope, size, scale, concentration, interconnectedness, or mix of 
activities—that could pose a threat to U.S. financial stability? If 
yes, what do you recommend we do about these potential threats? 
A.3. The financial crisis showed that the distress of large and sys-
temic nonbank financial companies could imperil the financial sta-
bility of the United States, ultimately putting the American econ-
omy at risk, as noted above. The Dodd-Frank Wall Street Reform 
and Consumer Protection Act (Dodd-Frank Act) gave regulators 
new tools to address this problem and in 2013, the Financial Sta-
bility Oversight Council (FSOC) moved to designate AIG, Pruden-
tial, and MetLife for additional supervisory measures. 

Since then, reflecting changes in size and business activities of 
AIG, and a re-evaluation of the risks posed by Prudential, FSOC 
has rescinded the designation of these firms.3 

In March 2016, the U.S. District Court overturned the FSOC’s 
determination that MetLife poses a threat to U.S. financial sta-
bility. The Government subsequently appealed the District Court’s 
decision. In January 2018, FSOC and MetLife filed a joint motion 
to dismiss FSOC’ s appeal, which was accepted by the U.S. Court 
of Appeals. It should be noted that in the summer of 2017, MetLife 
shrank substantially by spinning off a portion of its U.S. retail life 
insurance and annuity segment into Brighthouse Financial. 

It is important for the FSOC to continue to monitor large 
nonbank financial firms to ensure that, should such firms encoun-
ter distress, the functioning of the broader economy is not threat-
ened. The possibility of de-designation provides an incentive for 
designated firms to significantly reduce their systemic footprint. 
Q.4. The International Association of Insurance Supervisors (IAIS) 
approved its 2020–2024 Strategic Plan this summer. It also in-
cluded cyber resilience and climate risk. Can you tell me more 
about the goals the IAIS has to reduce risks related to cyber-at-
tacks and climate change? 
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A.4. The International Association of Insurance Supervisors (IAIS) 
regards both cyber risk and risks from climate change as important 
emerging risks and has prioritized these, along with fintech and 
other issues, in its strategic plan. The IAIS has set up high-level 
groups on these topics. The groups will explore these risks, propose 
any needed revisions to IAIS standards, and produce materials that 
will help supervisors to mitigate these risks. 
Q.5. What investment strategies are insurance carriers taking in 
relation to climate risk versus what new policies options or restric-
tions are becoming prevalent to address climate change? 
A.5. U.S. insurance companies have responded to climate risk in 
various ways, including—by implementing policies that incorporate 
Environmental, Social, and Corporate Governance (ESG) factors 
into their investment strategies. Many large insurers also produce 
an annual sustainability report. 
Q.6. How are different nations requiring insurance firms to con-
sider the impacts of climate change? 
A.6. Regulators in most jurisdictions have not introduced new re-
quirements for insurance firms related to the impacts of climate 
change. However, as with any emerging risk, regulators expect 
firms to include risks related to climate change in their risk identi-
fication and risk management activities, and expect boards to ques-
tion management about the firm’s exposure to climate risk. 
Q.7. The International Association of Insurance Supervisors (IAIS) 
is working to evaluate the use of financial technology and insur-
ance. Can you tell me more about issues related to artificial intel-
ligence, the use of algorithms, and data privacy? 
A.7. The IAIS formed a FinTech Forum (Forum) in 2018 to study 
the possible impact of new technology to the insurance sector. The 
Forum meets approximately six times per year to present on var-
ious topics including artificial intelligence, distributed ledger tech-
nology, and other possible emerging risks. 

The Forum aggregates data from many jurisdictions to under-
stand and assess how these risks are identified, monitored, re-
ported, and controlled. If necessary, risks are escalated to the IAIS 
Executive Committee for better understanding of how the Insur-
ance Core Principles may apply. 
Q.8. How do you monitor the property and casualty insurance com-
panies to ensure fintech and insurtech innovations do not lead to 
discrimination? How do you ensure compliance with the Fair Hous-
ing Act? 
A.8. The important aspects of the actual business of providing in-
surance are the province of the relevant State insurance super-
visors. The Federal Reserve does not regulate the manner in which 
property and casualty insurance is provided by supervised institu-
tions or the types of insurance that they provide. 

The Federal Reserve does supervise all State member banks for 
compliance with the Fair Housing Act, which prohibits discrimina-
tion in residential real-estate-related transactions, including the 
making and purchasing of mortgage loans—on the basis of race, 
color, religion, sex, handicap, familial status, or national origin. 
Our fair lending supervision program includes review of fintech 



54 

4 See https://www.treasury.gov/resource-center/internationa/Documents/cr1590.pdf and 
https://www.treasury.gov/initiatives/fio/reports-and-notices/Documents/2019lFIOlAnnuall 

Report.pdf. 

practices to ensure that the financial institutions under our juris-
diction fully comply with applicable Federal consumer protection 
laws and regulations. 
Q.9. The Nevada Insurance Commissioner told me that the Cov-
ered Agreement standards were developed using banking capital 
standards, rather than insurance capital standards. 

Can you explain the difference between the controls that banks 
have in place versus the controls that insurers have in place? I’m 
specifically interested in the use of the reinsurance tools that in-
surance carriers have available to them that banking systems do 
not. 
A.9. A Covered Agreement is an agreement authorized by the Title 
V of the Dodd-Frank Act related to the recognition of insurance 
prudential standards. The Secretary of the Treasury and U.S. 
Trade Representative must approve covered agreements, and these 
agencies led the negotiation of the U.S.–EU Covered Agreement. 

The U.S.–EU Covered Agreement does not require applying 
banking capital standards to insurers. The U.S.–EU Covered 
Agreement was negotiated in consultation with State insurance 
regulators and reflects insurance-centric concepts. 
Q.10. Do you think that the international insurance supervisors 
who focus on insurance capital standards are open to alter their 
oversight standards to be considered ‘‘substantially similar’’ to the 
U.S. standards? 
A.10. The United States has the largest insurance market in the 
world 4 and routinely receives high marks for supervision in assess-
ments by third parties. Most other jurisdictions aspire to having 
substantially similar protections as the U.S. market. Many jurisdic-
tions are, however, committed to their current approach to assess-
ing insurance capital and would like to avoid significant changes. 
Q.11. The European Union established Solvency II. Can you de-
scribe how the Minimum Capital Requirements work? What is con-
sidered? What happens when an insurance company falls below the 
Minimum Capital Requirements? 
A.11. Under Solvency II, the Minimum Capital Requirement 
(MCR) represents the capital needed to cover (based on an 85 per-
cent confidence interval) the variation over 1 year in the company’s 
‘‘basic own funds’’ (roughly equivalent to shareholders’ equity). The 
MCR considers variation that arises from insurance underwriting 
risk, market risk, counterparty default risk, and operational risk. 
If a company’s capital position falls below the MCR, the supervisor 
may put the company into receivership, require it to stop selling 
new business, and/or revoke its insurance license. There is a higher 
level, called the Solvency Capital Requirement (SCR) which is cali-
brated to a 99.5 percent confidence level. Firms subject to Solvency 
II typically manage to a level above the SCR and supervisors typi-
cally view the SCR as the first point of supervisory intervention. 
Q.12. Solvency II has three pillars. Pillar 3 requires insurers file 
annual reports with their regulator and make them available to the 
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public. Have you had any feedback from the public based on one 
of those reports? 
A.12. At this time, we have not been contacted with feedback on 
Solvency II disclosures. 
Q.13. If the United States did not agree to use the same Solvency 
II standards, and could not get the European Union to agree to an-
other type of solvency oversight convention, would U.S. carriers 
have to pay more for reinsurance products purchased from foreign 
companies? If so, would U.S. carriers be reluctant to buy foreign re-
insurance products that could cost more? 
A.13. This scenario would be a continuation of the status quo and, 
by itself, would not lead to an increase in reinsurance premiums. 
Q.14. Can you explain why some argue that the proposed Solvency 
II standards could place the U.S. insurance carriers at a disadvan-
tage? 
A.14. Solvency II is the regulatory framework applied to insurers 
who operate in the European Union (EU). Foreign subsidiaries of 
U.S. insurance carriers operating in the European Union are sub-
ject to Solvency II just as subsidiaries of foreign insurers operating 
in the United States are subject to the State Risk-Based Capital 
framework applicable in the U.S. Solvency II is a group capital 
standard. Since the United States does not currently have a group 
capital standard, it is possible that foreign regulators could subject 
the EU-based subsidiaries of U.S. insurance carriers to enhanced 
supervisory requirements unless the terms of the Covered Agree-
ment are met. 

RESPONSE TO WRITTEN QUESTION OF SENATOR SINEMA 
FROM THOMAS SULLIVAN 

Q.1. Under the new capital standard being developed by the Inter-
national Association of Insurance Supervisors, insurance companies 
would be required to hold short-term assets more than, or instead 
of, long-term assets. If insurance companies are required to do so, 
will this new standard reduce the availability and affordability of 
annuities, which are longer-term products that provide retirement 
security for millions of Americans? 
A.1. Under its current form, the International Capital Standard 
(ICS) is unfit for the U.S. insurance market, and the Federal Re-
serve is advocating at the International Association of Insurance 
Supervisors that the structure of the ICS should comport with the 
structure of the U.S. insurance market. Adopting the ICS as it is 
currently construed would result in capital requirements for longer 
duration products, like annuities, that are higher than current re-
quirements. This would likely increase the cost of offering these 
products. The higher cost could result in reduced interest by com-
panies in offering these products and/or higher costs for these prod-
ucts for consumers. 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY 
FROM ERIC A. CIOPPA 

Q.1. Should the IAIS adjust its International Capital Standards 
(ICS) to comport with the structure of the U.S. insurance market 
prior to adoption for monitoring? 
A.1. As an international standard-setting body, the IAIS needs to 
accommodate the diversity of practices across the globe, and par-
ticularly as it regards the United States, one of the largest and 
strongly supervised and tested insurance markets in the world. We 
are disappointed at the current state of the ICS discussions. The 
NAIC believes that the IAIS should provide a clear path forward 
in assessing whether the Aggregation Method (AM) provides com-
parable outcomes to the ICS prior to the adoption of the ICS for 
monitoring. We hope the IAIS will develop a definition and over-
arching guidelines for the comparability assessment between the 
reference ICS and the Aggregation Method by the time of the IAIS 
Annual Meeting in Abu Dhabi that will provide us with the cer-
tainty we require. 
Q.2. How can the operational effectiveness of ICS be properly ex-
amined if it is has identified flaws from the outset? 
A.2. The IAIS is in its fifth year of field testing the ICS. This proc-
ess will continue through a 5-year Monitoring Period. The NAIC 
and the other IAIS Members will continue to review the financial 
results submitted during the Monitoring Period. These findings will 
inform our opinions on the appropriateness of the ICS and changes 
that may need to be made. We are encouraging the IAIS to perform 
reasonableness checks of the results against a number of bench-
marks and perspectives. Whether analysis and monitoring leads to 
rectifying the inherent flaws in the ICS remains to be seen, but we 
have stressed that the monitoring period should be approached 
with an open mind and as an opportunity to fix those flaws. 
Q.3. Specifically, what adjustments to ICS would you like to see 
prior to its adoption? 
A.3. The ICS has largely been modeled on Solvency II, which has 
a different valuation and architecture than our U.S. capital frame-
work. It is difficult to merely tweak the ICS in order to make it 
work well in our U.S. system. Thus, we would like to see changes 
in the ICS that allow for more jurisdictional flexibility and national 
discretion in its implementation. 

In terms of specific adjustments, we would like to see changes to 
the criteria for recognition of capital financial instruments. While 
some positive movement has been made to recognize surplus notes 
for mutual insurers and structural subordination of debt, there are 
still significant issues in allowing elements of senior debt recog-
nized as capital resources. 

Another area where we would like to see adjustments relates to 
the treatment of margins over current estimates in reserves. The 
margins we use in the U.S. reserving methodology, together with 
capital, jointly aim to provide for severely adverse scenarios where-
as the IAIS wishes to add additional margins even after a severely 
adverse scenario has been addressed through a capital require-
ment. We think that other elements of our regulatory framework 
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are available to help ensure policyholders are paid should capital 
be depleted. 

Finally, as it relates to matching assets to liabilities, our ap-
proach supports suitably stressed liabilities over the lifetime of the 
liability portfolio with assets that include future premiums and re-
investment of proceeds rather than the ICS’s approach of a year- 
by-year matching with no carry forward of surplus assets that have 
previously been accumulated over the early years of the cash-flow 
testing. In this case, the ICS is in conflict with the way U.S. insur-
ance firms actually manage their business and may create dis-
incentives to offer certain types of products. 

RESPONSE TO WRITTEN QUESTION OF SENATOR MENENDEZ 
FROM ERIC A. CIOPPA 

Q.1. Before the International Association of Insurance Supervisors 
(IAIS) votes on adoption of the new international capital standards, 
there will be two meetings this month and next to lay the ground-
work for the annual General Meeting in November. 

How will each of you approach these meetings and what out-
comes do you hope to achieve? 
A.1. We are working with our Team USA colleagues to provide 
joint views on the issues both in advance of and during the meet-
ings. We have also been reaching out to other jurisdictions to share 
our perspective and obtain a better understanding of views and 
possible ways forward. The outcome we hope to achieve is a clear 
path forward for assessing the comparability of the Aggregation 
Method and for changes to the reference ICS. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARREN 
FROM ERIC A. CIOPPA 

Q.1. The increasing prevalence of big data, artificial intelligence, 
and new innovations in financial technology have wide-reaching 
implications for the insurance industry. 
Q.1.a.i. In response to these trends, NAIC created a Big Data (EX) 
Working Group. On the NAIC webpage for the group, there are 
three ‘‘2019 Charges’’ listed. One of these charges is to ‘‘review cur-
rent regulatory frameworks used to oversee insurers’ use of con-
sumer and non-insurance data. If appropriate, recommend modi-
fications to model laws and/or regulations regarding marketing, 
rating, underwriting and claims, regulation of data vendors and 
brokers, regulatory reporting requirements, and consumer disclo-
sure requirements.’’1 

• When does NAIC anticipate completing that review? 
A.1.a.i. The discussions of the Big Data Working Group will con-
tinue into 2020 and will likely extend beyond next year as the prac-
tices of insurance companies and producers continually evolve. The 
working group continues to focus on marketplace practices of both 
data vendors and insurance companies across multiple lines of au-
thority and multiple business functions. These include rating, un-
derwriting, marketing, and claims settlement. 
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Arising out of these broader discussions, other NAIC committees 
are also focusing on related issues. The NAIC’s Accelerated Under-
writing Working Group is considering the use of external data and 
data analytics in accelerated life underwriting and, if appropriate 
will draft guidance for States. They plan to complete this work by 
the NAIC’s November 2020 national meeting. A new Privacy Pro-
tections Working Group was formed in October 2019 and is di-
rected to complete its work by the August 2020 national meeting. 
The working group is reviewing State insurance privacy protections 
regarding the collection, use, and disclosure of information gath-
ered in connection with insurance transactions. If necessary, they 
will make changes to certain NAIC models, such as the NAIC In-
surance Information and Privacy Protection Model Act (#670) and 
the Privacy of Consumer Financial and Health Information Model 
Regulation (#672). Finally, the Casualty Actuarial and Statistical 
Task Force is completing a white paper on regulatory best practices 
for the review of predictive models and analytics filed by insurers 
to justify rates and provide guidance for the review of rate filings 
based on predictive models. This white paper should be completed 
in 2020. 
Q.1.a.ii. Upon completion, does NAIC intend on making its find-
ings and recommendations public? 
A.1.a.ii. Yes, the NAIC is committed to conducting its business 
openly and transparently. NAIC discussions about the formation of 
its findings are open to the public and all final findings and rec-
ommendations will also be available to the public. 
Q.1.b. What efforts are being taken at NAIC to promote trans-
parency among insurers with respect to the type of data they ob-
tain from their consumers? 
A.1.b. A new Privacy Protections Working Group is reviewing State 
insurance privacy protections regarding the collection, use, and dis-
closure of information gathered in connection with insurance trans-
actions and, if necessary, make recommended changes to certain 
NAIC models, such as the NAIC Insurance Information and Pri-
vacy Protection Model Act (#670) and the Privacy of Consumer Fi-
nancial and Health Information Model Regulation (#672). To sup-
port these efforts, there has been extensive research on State data 
privacy legislation to identify existing State notice and disclosure 
requirements. 
Q.1.c. What efforts are being taken to ensure that the algorithms 
insurers use in their underwriting procedures are not producing 
discriminatory results? 
A.1.c. For property and casualty insurance, the Casualty Actuarial 
and Statistical Task Force is completing a white paper on regu-
latory best practices for the review of predictive models and ana-
lytics filed by insures to justify rates and provide guidance for the 
review of rate filings based on predictive models. To support State 
insurance regulators in their review of rate filings, the NAIC will 
be offering additional assistance for the technical review of filings 
to help document information needed for State insurance regu-
lators to make decisions about unfair discrimination. For life insur-
ance, the Accelerated Underwriting Working Group is considering 
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the use of external data and data analytics in accelerated life un-
derwriting and, if appropriate, will draft guidance for States. 
Q.2. In 2010, the NAIC adopted the Insurer Climate Risk Disclo-
sure Survey to help better understand how climate change is im-
pacting the insurance industry.2 
Q.2.a. How has NAIC used the results of that survey and other re-
search to establish standards and best practices for insurance com-
panies with respect to climate change risk? 
A.2.a. The NAIC Climate Risk Disclosure Survey collects informa-
tion from more than 1,000 insurers capturing more than 70 percent 
of the U.S. insurance market and provides insurance regulators 
with useful insight regulators identify trends, vulnerabilities, and 
industry best practices. Some of these best practices go into how in-
surers assess and manage climate risks. It helps practices include 
engaging policyholders to reduce climate-related risks, including 
monetary incentives for mitigation and resiliency efforts; investing 
in modeling and analytics to better evaluate the impact of climate 
variables; and partnering with organizations to improve sustain-
able infrastructure to help reduce exposure to climate risks. In ad-
dition to the survey, the NAIC developed guidance for financial ex-
aminers on assessing an insurer’s climate risks and the impact on 
how the insurer invests its assets and prices its products. The 
NAIC also incorporated a catastrophe risk charge into the property 
and casualty Risk-Based Capital formula to help ensure insurers 
hold enough capital to remain solvent in the face of extreme weath-
er events. Climate risk and resiliency remains one of the NAIC’s 
strategic priorities and we are pursuing initiatives through our Ca-
tastrophe Insurance Working Group and Climate Risk and Resil-
iency Working Group to improve sustainability and enhance miti-
gation efforts. We are also working to develop a centralized location 
for the collection and sharing of States’ resilience-related resources 
and activities. 
Q.2.b. What are some of the best practices described in the survey 
related to insurers’ responses to climate change? 
A.2.b. The following are some of the best practices described by in-
surers in the survey responses: 

• Incorporate climate risk into comprehensive enterprise-risk 
management. 

• Diversify climate-related risks on both sides of the balance 
sheet. 

• Embed sustainability and climate risk into corporate leader-
ship. 

• Build a culture of sustainability throughout the company by 
setting, measuring, and rewarding sustainability priorities. 

• Align climate risk-related goals with business strategy. 
• Invest in modeling and analytics to better evaluate the impact 

of climate variables on a micro and macro level. 
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• Engage policyholders to reduce climate-related risks, including 
monetary incentives for resilience measures and education. 

• Engage key constituencies on climate change, including mem-
bership/funding/participation in research, education and advo-
cacy organizations, such as the Build Strong Coalition, Insti-
tute for Building and Home Safety (IBHS), international asso-
ciations/initiatives and trade organizations. 

• Build partnerships to support resilience efforts. Some examples 
include Travelers Insurance’s partnership with IBHS to help 
Habitat for Humanity build more resilient homes in coastal 
communities; United Services Automobile Association’s part-
nership with Colorado Springs Fire Department and the non-
profit FIREWISE Organization to underscore the importance of 
fuel reductions and fire mitigation for homeowners and USAA’s 
sponsorship of Wildfire Partners, a public-private partnership 
mitigation program to help homeowners prepare for wildfire. 

Q.2.c. Based on the survey and your interactions with various 
stakeholders at the State level, what conclusions has NAIC drawn 
regarding the impact of climate change on the affordability and 
availability of insurance? 
A.2.c. The Climate Risk Disclosure Survey is intended to provide 
insurance regulators with a window into how insurers assess and 
manage climate risks. It is not specifically designed to measure the 
impact of climate change on affordability and availability of insur-
ance. However, we recognize that the affordability and availability 
of insurance is highly reflective of local market, economic, regu-
latory, and exposure characteristics and can vary widely by line of 
business. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SASSE 
FROM ERIC A. CIOPPA 

Q.1. I understand that the International Capital Standard (ICS) 
produced by the International Association of Insurance Supervisors 
(IAIS) is nonbinding to U.S. insurers until it is either adopted by 
regulators or enacted into law by Congress. 

• Could you discuss the potential ramifications on U.S. insurers 
operating in markets abroad even if the standards produced 
through IAIS are nonbinding on U.S. insurers? 

• What disadvantages or repercussions could our insurers at 
home in the United States face? 

A.1. As noted, IAIS standards are nonbinding on all IAIS members 
and not effective until they are implemented in each jurisdiction. 
However, a number of jurisdictions have already indicated that 
they intend to implement the ICS in their local markets. Subsidi-
aries of U.S. insurers operating in those markets would be required 
to comply with those local requirements potentially including the 
ICS. In theory, these insurers could be required to hold more cap-
ital than is necessary on a worldwide basis, which might discour-
age their offering long-term products such as annuities that help 
individuals better plan for retirement. 
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Q.2. The United States represents over 40 percent of the world’s 
insurance market and has one of the most robust, well-developed 
insurance regulatory systems in the world. One which both protects 
consumers, but also encourages competition and innovation. With 
this in mind, the Federal Reserve in January of this year at a 
round table stated that it would ‘‘continue to advocate for inter-
national insurance standards that promote a global level playing 
field and work well for the U.S. insurance market.’’ 
Q.2.a. Is the U.S. insurance industry well-regulated and protecting 
consumers today? 
Q.2.b. If yes, what is ICS solving for since the ICS as proposed 
would disadvantage U.S. insurers? 
A.2.a.–b. Yes, the U.S. insurance sector is well-regulated and pro-
tects consumers today. The primary purpose of the ICS is to ensure 
that there is sufficient regulation of the group capital position of 
Internationally Active Insurance Groups. A U.S.-based IAIG, by 
definition, does at least 10 percent of its business outside the 
United States. Given the unique challenges of regulating such 
groups, we can understand the IAIS’s desire to develop a capital 
standard for IAIG’s. Our objections have been to the form that the 
ICS has taken on and not the concept of an ICS. A suitable prin-
ciples-based (as opposed to prescriptive) standard that allows regu-
lators to build on our existing regulatory tools would be welcome. 
Unfortunately, that is not the ICS that is being proposed. In the 
United States, there are already numerous tools available for group 
analysis and another one—the Group Capital Calculation (GCC)— 
is being developed. We believe that the GCC should be recognized 
as jurisdictional alternatives to the ICS. 
Q.3. As I understand, the United States is the largest insurance 
market in the world with over 40 percent of the world’s insurance 
premiums. One of the messages that I have heard from stake-
holders is the importance for the IAIS to recognize the U.S. system 
of insurance regulation. 

Given that the United States is one of the most well-regulated 
and developed insurance marketplaces in the world, why are we 
asking for a multilateral standard-setting body and other countries 
to recognize the U.S. system? 
A.3. Some U.S. insurers operate in other countries. It is important 
that those countries recognize relevant aspects of our system to en-
sure that U.S. insurers operating abroad are not subject to addi-
tional requirements in the jurisdictions in which they operate. 

RESPONSES TO WRITTEN QUESTIONS OF SENATOR CORTEZ 
MASTO FROM ERIC A. CIOPPA 

Q.1. How could insurance companies pose a threat to U.S. financial 
stability? 
A.1. It is highly unlikely that an insurance company today could 
pose a threat to U.S. financial stability given the insurance busi-
ness model and its regulation. Property & Casualty companies and 
health insurance companies’ businesses are not correlated with 
broader financial markets. Life insurers do hold investments to 
back their life insurance liabilities. However, regulators require life 
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insurers to engage in asset/liability duration matching and those 
investments tend to be long dated. Further, life insurance liabilities 
are fairly sticky, and therefore, do not present significant asset liq-
uidation risk. By way of comparison, a bank’s liabilities assets and 
liabilities are, by virtue of the business model, mismatched and de-
posits can be withdrawn on demand. 

We did learn from AIG that affiliates of more traditional insurers 
could pose threats to financial stability. To address these potential 
risks, State insurance regulators enhanced its group supervisory 
framework by providing regulators more authorities to identify and 
address risks within a group outside the insurance legal entities. 

In addition, while it is unlikely that legal entity insurers could 
pose a threat to financial stability, like other financial firms, it is 
possible that in a stressed economic environment, the insurance 
sector’s activities, particularly its investment activities, could have 
additive effects to the stresses depending on the conditions and the 
investments at issue. The NAIC has launched a Macroprudential 
Initiative (MPI) designed to identify and address any broader risks 
within the insurance sector. Currently, as part of this initiative, in-
surance regulators are developing a Liquidity Stress test frame-
work for large life insurers. We also believe FSOC’s proposed ac-
tivities-based approaches is particularly suited to address potential 
systemic risks within the insurance sector or across the financial 
system. Like our MPI, it focuses on identifying risks and address-
ing risks in a more holistic manner than the entity-based approach, 
which focuses on a small set of individual firms. 
Q.2. How frequently in the past 15 years did property and casualty 
or life insurers become insolvent? How many of the claims to insol-
vent firms were not covered? How many of the claims to insolvent 
firms were covered by the Guarantee Associations? 
A.2. According to the NAIC’s Global Receivership Information Data 
base (GRID), which is a voluntary reporting database for States, of 
the approximately 6,000 insurers that operate in the United States 
at any given time, 220 property/casualty/title insurance and 110 
life/health insurance legal entities entered receivership for the 15- 
year period between 2004 and 2018. 

In the State insurance regulatory framework, a receivership is 
triggered when a company becomes impaired or insolvent. How-
ever, the term receivership includes liquidation, which means the 
company is no longer viable and is being liquidated, as well as con-
servation and rehabilitation actions, in which the receiver of the 
company, usually the commissioner, works to assist the company in 
improving its financial status. Only a liquidation with a finding of 
insolvency triggers guaranty fund coverage. Most insolvent compa-
nies retain sufficient assets to fund a significant portion of their 
policyholder obligations. Other healthy insurance companies fill the 
gap between the failed insurer’s assets and guaranty association 
protection levels. Historical information on company assessments 
can be found on the National Organization of Life and Health In-
surance Guaranty Associations and National Conference of Insur-
ance Guaranty Funds websites.1 
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The NAIC does not have information regarding the claims of in-
solvent insurers. However, I understand from the guaranty associa-
tions that in the over 40-year history of the insurance guaranty 
system, guaranty funds and associations have protected over 2.6 
million policyholders, paid more than $30 billion in policy benefits, 
and guaranteed another $25 billion in insurance coverage over the 
course of 650+ insolvencies. 
Q.3. Are there any insurance companies now—either from their na-
ture, scope, size, scale, concentration, interconnectedness, or mix of 
activities—that could pose a threat to U.S. financial stability? If 
yes, what do you recommend we do about these potential threats? 
A.3. No, I do not believe that there are currently any insurance 
companies that could by themselves pose a threat to the financial 
stability of the United States. To the extent insurance companies 
may be engaging in particular activities that could potentially raise 
concerns, I think FSOC’s proposal to work with primary regulators 
through an activities-based approach is the appropriate means to 
address such risks. This approach is consistent with our own ef-
forts to address these potential risks through our enhancements to 
the insurance group supervisory framework and our Macropru- 
dential Initiative (MPI), which is designed to identify and address 
broader risks within the insurance sector. 
Q.4. The International Association of Insurance Supervisors (IAIS) 
approved its 2020–2024 Strategic Plan this summer. It also in-
cluded cyber resilience and climate risk. Can you tell me more 
about the goals the IAIS has to reduce risks related to cyber-at-
tacks and climate change? 
A.4. There is a general recognition that as the IAIS finalizes and 
implements its post-financial crisis related reforms (e.g., Holistic 
Framework for Systemic Risk, Insurance Capital Standard (ICS), it 
will be able to pivot and devote more resources to other emerging 
areas, including fintech, cyber risk, climate risk, and the challenge 
of sustainable development. While the post crisis-related work- 
streams only directly impact a relatively small number of IAIS 
members, these emerging issues are relevant to most IAIS mem-
bers, regardless of size. With regard to cyber risk, the IAIS is look-
ing at the issue both from an enterprise cyber resilience perspec-
tive, but also in the context of cyber underwriting activities. The 
IAIS has published an issues paper on cyber risk in the insurance 
sector in 2016 and an application paper relating to the supervision 
of insurer cyber security in 2018. The IAIS has also formed a cyber 
underwriting small group to look specifically at cyber underwriting 
practices. In 2018, the IAIS in coordination with the Sustainable 
Insurance Forum (SIF) (which is a network of insurance super-
visors and regulators from around the world who are working to-
gether on sustainability challenges facing the insurance sector)— 
published an issues paper on climate change risk to the insurance 
sector which addresses the different views and approaches in place. 
Q.5. What investment strategies are insurance carriers taking in 
relation to climate risk versus what new policies options or restric-
tions are becoming prevalent to address climate change? 
A.5. Investment Strategies 
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At this time, I am not aware of any material shifts in portfolio 
composition or investment strategies across the industry directly 
related to climate change. However, I have heard that a few insur-
ers are making changes to their business, including their invest-
ments, to address climate risk. 

Policy Options 
Property and casualty insurers have indicated that they manage 

loss experience on weather-related exposures by use of loss control, 
higher pricing, deductibles, and limited coverage. Loss control ac-
tivities include 1) advice to policyholders to use protective meas-
ures to protect their property from catastrophic weather-related 
events; 2) customer access to safety and disaster preparedness ma-
terials; and 3) financial incentives for policyholders to move covered 
items out of harm’s way during an event. 

Insurers also reported offering discounts and credits for superior 
construction materials used by policyholders to reduce weather-re-
lated event losses. In wind-affected States, discounts are often of-
fered for mitigation devices/techniques, such as storm shutters, in 
addition to pricing incentives for higher deductibles. Several offer 
‘‘Green Coverage’’ options for property insurance policyholders who 
already have green measures in place or wish to upgrade to green 
measures if and after a loss occurs to their property. For some, this 
coverage also provides the ability to replace damaged electronic 
equipment with environmentally friendly equipment. Property and 
casualty insurers also tended to support new International Code 
Council codes that promote sustainable building practices via in-
dustry advocacy groups. 

Climate risk strategies were limited for life insurers and espe-
cially limited for health insurers (who are extremely short-tailed 
and have very limited asset exposure). Some health insurers re-
ported encouraging policyholders to participate in climate conserva-
tion projects, such as prescription medication collection to reduce 
water contamination. Many life and health insurers acknowledged 
the longer-term impacts of climate change, such as disease fre-
quency and severity, have the potential to increase claims or costs. 
However, they felt policyholder engagement specific to climate 
change was premature given the impacts are not yet fully quan-
tified. 
Q.6. How are different nations requiring insurance firms to con-
sider the impacts of climate change? 
A.6. Jurisdictions have different views and approaches to address-
ing climate risk. Many regulatory bodies and organizations are con-
sidering the impact of climate change and there has been an in-
crease in the number of papers issued by regulatory bodies and or-
ganizations on climate risk. The Financial Stability Board (FSB) 
has a task force on Climate-Related Financial Disclosures (TCFD), 
with a goal of making the dangers of climate change more visible. 
The IAIS in coordination with the Sustainable Insurance Forum 
(SIF) (which as of June 2019 has 25 jurisdictions as members) pub-
lished an issues paper on climate change risk to the insurance sec-
tor in 2018 and in March of 2019 the SIF conducted a global survey 
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on TCFD Implementation within the insurance sector, gathering 
responses from nearly 1,200 insurers across 15 jurisdictions. 

In August 2018, the European Insurance and Occupational Pen-
sions Authority (EIOPA) received a request from the European 
Commission for an Opinion on Sustainability within Solvency II, 
with a particular focus on aspects relating to climate change miti-
gation. EIOPA’s Opinion published September 2019 addresses the 
integration of climate-related risks in Solvency II Pillar I require-
ments. The European Commission will take the Opinion into ac-
count in the preparation of its report on Directive 2009/138/EC 
(Solvency II Directive), due by 1 January 2021. 

The Bermuda Monetary Authority (BMA) publishes an annual 
‘‘Catastrophe Risk in Bermuda’’ report. As Bermuda-domiciled in-
surers largely specialize in catastrophe reinsurance, this report in-
cludes a high-level overview of the catastrophe risk stress testing 
and modeling practices in Bermuda. 

Japan’s Financial Services Agency and the Ministry of Economy, 
Trade and Industry have urged businesses to voluntarily disclose 
the risks posed by climate change to their businesses and partici-
pate in a new alliance toward greater transparency. 

It is worth noting that in the United States, the NAIC adopted 
the Insurer Climate Risk Disclosure Survey in 2010. The survey 
questions cover many of the same areas as the FSB’s TCFD, in-
cluding insurers’ strategies and preparedness in investment, miti-
gation, financial solvency, carbon footprint and engagement with 
consumers. The results are intended to provide information relat-
ing to trends, vulnerabilities and best practices on insurers’ re-
sponse to climate change. 

I would note there has been a noted increase in focus on sustain-
ability strategies, particularly amongst larger insurers who must 
adhere to policies or regulations outside the United States. This in-
cludes establishing company executive/officer positions and internal 
task forces related to sustainability, incorporating assessments of 
changing climatic patterns in the underwriting process, improving 
energy efficiency, investing in renewable energies, providing insur-
ance to underserved populations, strengthening business continuity 
plans, launching ESG Funds, new products offering green or har-
dier rebuilding upgrades and the creation of new tracking metrics. 
Q.7. The International Association of Insurance Supervisors (IAIS) 
is working to evaluate the use of financial technology and insur-
ance. Can you tell me more about issues related to artificial intel-
ligence, the use of algorithms, and data privacy? 
A.7. The IAIS recently formed the FinTech Forum to look at 
fintech developments that impact insurance and insurance super-
vision. The Forum’s discussions are designed to raise awareness of 
emerging fintech technologies; share information on technical risks 
relevant to supervisory approaches for fintech; and engage with the 
financial services industry and other stakeholders on the topic of 
fintech. In addition, in 2018 the IAIS published an issues paper on 
digitalization of the insurance business model and an application 
paper on the use of digital technology in inclusive insurance. This 
year, the IAIS is expected to finalize an issues paper on use of big 
data analytics in insurance. Note that there are variety of other 
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international bodies that have been active in this area including 
the OECD (which recently published guidance). Further, as part of 
the U.S.–EU Insurance Dialogue Project U.S. and EU regulators 
are also discussing issues surrounding Big Data and AI publishing 
a paper in November 2018 on developments and regulatory ap-
proaches in the United States and European Union in these areas. 

The uses and benefits of data analytics, more sophisticated algo-
rithms, and artificial intelligence are appealing to all industries 
and the insurance industry is no different. Insurers are leveraging 
these new capabilities in marketing and customer engagement, un-
derwriting, rating, claims processing, and fraud detection. While 
these technological developments have the potential to improve 
how an insurer does business and can benefit policyholders, insur-
ance regulators recognize the complexity of these new processes 
and the need to ensure they comply with State insurance laws and 
regulations designed to protect consumers. Some of these evolving 
techniques have made it challenging for insurance regulators to 
evaluate rating plans that incorporate complex predictive models 
and the NAIC’s Casualty Actuarial and Statistical Task Force is 
developing regulatory best practices for the review of these models. 
We are committed to monitoring any potential for bias in insurers’ 
algorithms used to synthesize big data. The NAIC’s Innovation and 
Technology Task Force and Big Data Working Group are con-
tinuing to explore these regulatory issues. The NAIC also formed 
an Artificial Intelligence Working Group that is developing AI guid-
ing principles for the insurance industry. With regard to data pri-
vacy, the NAIC recently formed a Privacy Protections Working 
Group to review State insurance privacy protections regarding the 
collection, use, and disclosure of information gathered in connection 
with insurance transactions to determine whether updates to our 
models are necessary. 
Q.8. How do you monitor the property and casualty insurance com-
panies to ensure fintech and insurtech innovations do not lead to 
discrimination? How do you ensure compliance with the Fair Hous-
ing Act? 
A.8. State insurance regulators are committed to striking the ap-
propriate balance between encouraging innovation while maintain-
ing the strong consumer protections embedded in our regulatory 
system. To that end, the NAIC established a Big Data Working 
Group and an Innovation and Technology Task Force to facilitate 
greater understanding of these emerging technologies and to iden-
tify regulatory issues that may need to be addressed. Through 
these discussions, regulators are examining how insurers are using 
consumer data and what practices they have in place to prevent 
unfair discrimination in this changing marketplace and ensuring 
that we have the necessary tools to combat any unfair treatment 
of insurance consumers. The NAIC’s Casualty Actuarial and Statis-
tical Task Force is completing a white paper on regulatory best 
practices for the review of predictive models and analytics filed by 
insures to justify rates and provide guidance for the review of rate 
filings based on predictive models. To support State insurance reg-
ulators in their review of rate filings, the NAIC will be offering 
additional assistance for the technical review of filings to help 
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document information needed for State insurance regulators to 
make decisions about unfair discrimination. 

With regard to ensuring compliance with the Fair Housing Act 
(FHA), the U.S. Department Housing and Urban Development has 
sole enforcement authority over the FHA, which prohibits discrimi-
nation in housing transactions. While State insurance regulators do 
not have enforcement authority over the FHA, they do have au-
thority to enforce State insurance laws prohibiting discrimination 
by insurance companies. Those laws typically apply not only to 
companies providing homeowners insurance, as addressed by the 
FHA, but to all insurers in the context of rating, underwriting, and 
other insurance practices. In fact, as early as 1946, the NAIC 
adopted model laws prohibiting ‘‘unfair discrimination’’ in property 
and casualty rating.2 Today, those model laws specifically ban in-
surers from basing risk classification upon ‘‘race, creed, national or-
igin or the religion of the insured.’’3 Additionally, the NAIC Unfair 
Trade Practices Act (#880) inhibits insurers from ‘‘[r]efusing to in-
sure, refusing to continue to insure, or limiting the amount of cov-
erage available to an individual because of the sex, marital status, 
race, religion or national origin of the individual.’’4 
Q.9. The Nevada Insurance Commissioner told me that the Cov-
ered Agreement standards were developed using banking capital 
standards, rather than insurance capital standards. Can you ex-
plain the difference between the controls that banks have in place 
versus the controls that insurers have in place? I’m specifically in-
terested in the use of the reinsurance tools that insurance carriers 
have available to them that banking systems do not. 
A.9. The 2017 Covered Agreement with the European Union, which 
was negotiated by the U.S. Treasury Department and the U.S. 
Trade Representative, requires a group capital assessment to be 
developed for insurance groups based in the United States. Since 
2015 State insurance regulators, through the NAIC, have been 
working on a Group Capital calculation. Once completed, that work 
should satisfy the obligation under the Covered Agreement. I can-
not speak to the controls banks have in place, but it is true that 
insurers carriers are able to utilize risk mitigations strategies, such 
as reinsurance, as a means of minimizing risks that could come to 
fruition even under the extreme scenarios that tend to be a focal 
point of bank capital standards. 
Q.10. Do you think that the international insurance supervisors 
who focus on insurance capital standards are open to alter their 
oversight standards to be considered ‘‘substantially similar’’ to the 
U.S. standards? 
A.10. As an international standard, the ICS is not binding on the 
States or the Federal Government, but it is the first attempt at a 
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globally harmonized approach to capital for insurance groups and 
many jurisdictions around the globe could consider adopting it. The 
NAIC has no intention of taking on board any international stand-
ard that does not fit with and add value to the U.S. State-based 
system of regulation. Bearing this in mind, the NAIC is trying to 
embed as much as possible our approach to capital regulation in 
the ICS. This has been difficult as elements of the ICS largely mir-
ror a European Solvency II approach. Furthermore, we are trying 
to ensure that a jurisdictional alternative to the ICS that is based 
on a U.S. aggregation approach and compatible with the Federal 
Reserve’s BBA and the NAIC’s GCC, will be accepted as com-
parable. Other countries may also consider adopting an aggregation 
approach similar to our model; however, we are not seeking to im-
pose our standards on any other jurisdiction. We are also seeking 
the necessary jurisdictional flexibility in order to minimize the risk 
of duplicative regulation or pressure on U.S. firms. 
Q.11. The European Union established Solvency II. Can you de-
scribe how the Minimum Capital Requirements work? What is con-
sidered? What happens when an insurance company falls below the 
Minimum Capital Requirements? 
A.11. This question is best answered by European insurance regu-
lators, but based on my understanding, Solvency II established two 
intervention levels, ‘‘solvency capital requirement’’ (SCR) and the 
‘‘minimum capital requirement’’ (MCR). For regulatory purposes, 
the SCR and MCR should be regarded as ‘‘soft’’ and ‘‘hard’’ floors, 
respectively. 

Solvency Capital Requirement (SCR) is the (economic) capital 
that should be held to ensure that the insurance company can meet 
its obligations to policyholders and beneficiaries with certain prob-
ability and should be set to a confidence level of 99.5 percent over 
a 1-year period, which limits the chance of breaching that thresh-
old to a less than one in 200 year event. Minimum Capital Require-
ment (MCR), represents an 85 percent confidence level instead of 
99.5 percent over a 1-year period. Underlying both requirements 
are ‘‘market consistent principles’’ for the valuation of assets and 
liabilities. The excess of assets over liabilities (plus any recognized 
subordinated debt) is referred to as ‘‘own funds’’. Regulators begin 
to intervene when ‘‘own funds’’ fall below the SCR. If ‘‘own funds’’ 
fall below the MCR, then the Solvency II Directive provides Euro-
pean regulators with several options to address breaches of the 
MCR, including the complete withdrawal of authorization from sell-
ing new policies and forced closure of the company. 
Q.12. Solvency II has three pillars. Pillar 3 requires insurers file 
annual reports with their regulator and make them available to the 
public. Have you had any feedback from the public based on one 
of those reports? 
A.12. Again, this is best answered by European regulators, but 
based on my conversations with European insurers and regulators, 
reactions to Pillar 3 have been more positive. The Pillar 3 reporting 
requirements have expanded the availability of information on Eu-
ropean insurers that is available to the public. One key piece of re-
porting is the ‘‘Solvency and Financial Condition Report’’ (SFCR) 
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which is analogous to the NAIC Annual Statement that U.S. legal 
entities make available to the public. 
Q.13. If the United States did not agree to use the same Solvency 
II standards, and could not get the European Union to agree to an-
other type of solvency oversight convention, would U.S. carriers 
have to pay more for reinsurance products purchased from foreign 
companies? If so, would U.S. carriers be reluctant to buy foreign re-
insurance products that could cost more? 
A.13. Many factors influence the pricing of reinsurance including 
the nature of the risks being reinsured, the competitive landscape 
and, in certain instances, regulatory requirements. If the ICS re-
mains as currently constructed and foreign jurisdictions adopt it or 
other Solvency II—like standards, it is possible that pricing could 
be impacted. However, it is difficult to know the extent of such im-
pact and how U.S. ceding insurers may respond. 
Q.14. Can you explain why some argue that the proposed Solvency 
II standards could place the U.S. insurance carriers at a disadvan-
tage? 
A.14. Based on my understanding, a few issues stand out. First, 
the Solvency II construct is quite volatile because of its market con-
sistent principles which can lead to an over-reaction to short-term 
market movements and reduces the availability of long-term prod-
ucts. The life insurance business is based on buying-and-holding in-
vestments through the economic cycle. Market-based approaches 
provide incentives to sell investments at market lows and buy at 
market highs. Many U.S. retirees depend on the protections offered 
by long-term life insurance products with options and guarantees. 
We understand that the availability of these products declined as 
a result of the introduction of Solvency II in Europe. We would not 
want a similar impact on the U.S. life insurance market. 

Second, Solvency II is overly complex and costly to comply with. 
Much of this complexity arises from attempts to address the (1) ex-
cess volatility and/or (2) overly conservative requirements. Exam-
ples of requirements designed to address excess volatility are the 
‘‘matching adjustment’’ and ‘‘volatility adjustment’’ which are 
meant to reduce the sensitivity of long-term products to market 
movements. Examples of requirements meant to address conserv-
atism include various incentives to use internal capital models in-
stead of the Solvency II Standard formula. Internal capital models 
are costly for companies to create and costly for supervisors to 
review. 

Third, Solvency II is built for different legal systems with dif-
ferent regulatory tools. For example, while guaranty funds are a 
critical component of our solvency framework in the United States, 
they are found in just a few European countries. Thus, the Sol-
vency II framework has to ignore the protections that guaranty 
funds would otherwise provide and, instead, imposes additional 
regulatory requirements in their place. 
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RESPONSE TO WRITTEN QUESTION OF SENATOR SINEMA 
FROM ERIC A. CIOPPA 

Q.1. Under the new capital standard being developed by the Inter-
national Association of Insurance Supervisors, insurance companies 
would be required to hold short-term assets more than, or instead 
of, long-term assets. If insurance companies are required to do so, 
will this new standard reduce the availability and affordability of 
annuities, which are longer-term products that provide retirement 
security for millions of Americans? 
A.1. The ICS, like our system, encourages asset-liability matching. 
However, the ICS requires higher capital requirements for invest-
ments that aren’t perfectly matched to the liabilities being backed. 
Since it will sometimes be difficult to find investments that per-
fectly and precisely match long-term products with guarantees, 
firms will be subject to higher capital requirements. That will lead 
to reluctance among firms to offer these products, which are impor-
tant retirement security product offerings. 
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD 
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