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Introduction | ( [1 Introduction] ~D#RF=I X v ) (General comment)
A AP OAE DT 2 AfEIC T % 72912, [1 Introduction | IZ [ Application Papers | In order to clarify the position of this AP, we propose adding the
do not set new standards or expectations. This Paper aims to provide guidance to | following to ‘1 Introduction’:
supervisors.] & Vo XFEREBMTNETH S,
Application Papers do not set new standards or expectations. This
Paper aims to provide guidance to supervisors.

3 [ Z OB CEIT, FITTAIS A v N — BB ERIC B 3 2 SEAS S 1c 32> T | While it is stated that "this Application Paper is largely based on the
3%, | ([this Application Paper is largely based on the results of a survey among | results of a survey among IAIS Members of their supervisory
IAIS Members of their supervisory practices. | ) & & %23, #EHAEOBI RS2 5. | practices.”, from the perspective of transparency, we suggest adding
RO GAEICSIN U 723388 - 4 i ER 2 &) %8529 % Z & | an outline of the survey (e.g., which and how many jurisdictions
ZiR%ET 5, participated in the survey, and over what period of time the survey

was conducted).

5 2% 52T [ICP 3% RM AR E D 7- 0 D k3 2 3% E | ( [the ICPs | While it is stated that "the ICPs establish the minimum
establish the minimum requirements for effective insurance supervision] ) ¥ X | requirements for effective insurance supervision" and "to achieve
YR RTF =P AV P RUPRZ Yy Z—FICHESNZBR%Z#ERK] ( [to | the outcomes stipulated in the Principle Statements and Standards",
achieve the outcomes stipulated in the Principle Statements and Standards| ) & | there are also many parts that refer to ICP Guidance in this AP.
BBV, RAP TR ICP D H A4 XV RS L T 250 B4 BAEET 5, B | For clarification, we propose stating that the minimum
o7z, ICP KB T 5 RIKEMFITFH AT —F AV P BLUORALX v X —F | requirements for ICPs are only the Principle Statements and
DATHY, HAX Y RZEETIIRNW & 2R AP WICHHRT % Z & ##2K | Standards, and that Guidances are not requirements.

35,

9 [Feiltsne L, RERE DI L2 e Aed L, 27 ed 1 AOHAAN% | It is stated that “A control function is considered an independent
Z oM DE L 3%, | ([Acontrol function is considered an independent unit | unit of the insurer with at least one natural person as head of the
of the insurer with at least one natural person as head of the unit. | ) & & Y. | unit”. Although this can be construed to assume that each division
FIBERE D BT 237 L C w0 2 FTR CREE I LT % X 5 ICHE® 523, #-Y | of the control function is independent, our understanding is that
FVRADIEY FIFEBEXIICL > THRAEZ DD LHEEL TW 5, governance practices vary depending by jurisdiction.
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Bl 2 1E H A 35 0 TR RE 02 2 D 8P (Division) I 5 o TERIR &1L
RE L THBREERRIEL T3 7 — 28—k (X)) THYH., DX hifaE
FAFICFF OB IZ 2 W L T B 720, 20X ) AffHlEiEOH v /5
RRINB Z ERERL T2\,

(X)) HARICHBWTIE, Fl 2 1R EE O FHETIC 2 W T [HEREROKE | © [T
RIEDOEE | RSS2 28 3 H Y, -2 B0 HIE TR
M. BHIBHEOHIH I ) X 7 EHEM2ES T2k L, EEOMMICE 2235
THifl T 5 &L 72> T3,

For example, it is common in Japan that an insurer’s actuarial
function is fulfilled collectively across several divisions (*), and we
are aware of no particular problems with this practice. Therefore,
we would like to confirm that such practices are clearly allowed.

(*) In Japan, it is a general practice that control functions are
dispersed across multiple divisions. Taking the valuation of
insurance liabilities as an example, the product divisions are
involved for setting the base rate and reinsurance issues, the
accounting division for accounting related issues, and risk

management division for regulatory issues.

13

X7 13 T THff el 4 0 224 1%: ) ([the adequacy of technical provisions | )
WEIL, AN X 5 et s 2 FEICH W T [assessing| & [reviewing| & \»
O 2O R ZRHSPHA LN TV B2, Wiitd (Z4ME% G (evaluate)
T2L0)) FILEKRTHWOLNTWS Z E#HER LW, RICERZEKT
LT 2a5aI1i3, ZREWAMICL T2 Ewn,

< (%) ~7 13 X hfhik>
There was a consistent view among survey participants that actuaries developing

products and setting prices; and actuaries assessing the adequacy of technical

provisions for those products, should be independent from each other.
There was also agreement among the survey respondents on the need for
independence between those calculating technical provisions and those reviewing
the adequacy of technical provisions.

(FESMEOF T, MHZHELMKLZZOEST 27 27727V -8, Zh
O DA EM S DR U EZ T T2 7 2 F a7 U — LA L TWw 3
RECTHDL LV LA D -7,

Regarding "the adequacy of technical provisions", two different
expressions, "assessing" and "reviewing", are used in the following
sentences. We would like to confirm that they carry the same
meaning (the same as "evaluating the adequacy"). If not, the
difference should be clarified.

(For reference, the following is an excerpt from paragraph 13.)
There was a consistent view among survey participants that
actuaries developing products and setting prices; and actuaries

assessing the adequacy of technical provisions for those products,

should be independent from each other.
There was also agreement among the survey respondents on the
need for independence between those calculating technical

provisions and those reviewing the adequacy of technical provisions.
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/o, HENEE ORI T, By HEfm e 2R3 2% & BiTHyHER 5 D %
MHEEZ BT 25 & O OBV O BBEEICOWTHER G LN, )
B 5 BEEE PR RFL S NG A B L THHIBEE X, Z O BT OHFAMN T, | Itis stated that “If an activity is outsourced, the control functions —
NEBEEE A A = X LN RFE S N EENCEH S T \w» 5 2> & 9 >, I | within the scope of their responsibilities — have the additional tasks
I, ED XS ICHEAIN T L 0% F 2y 7325 BMERA2%FF 5] (I If| to check whether and how internal quality control mechanisms are
an activity is outsourced, the control functions — within the scope of their | applied to the outsourced activity”, and “This includes verifying...
responsibilities — have the additional tasks to check whether and how internal | whether this internal person has the necessary qualifications and
quality control mechanisms are applied to the outsourced activity. | ) & & Y. | seniority for this task”. Since it is not considered appropriate to
it TR —F =D X R 7 ICHBEREKR ETMLZHE L T\ % 2D/ | make uniform judgments regarding qualifications and seniority,
15 kb &FE 5| (I Thisincludes verifying:--whether this internal person has the | depending on the size of the insurance company and the types and
necessary qualifications and seniority for this task. | ) & & %23, &% & BRI | activities of business that are outsourced, we propose adding “as
DWW TR OB CHERFEDIERE - NARIC X o THl—IC i3 % Z | appropriate”, as follows:
LY clE e EzLNE L L, UTOLBVEXZRET S,
“This includes verifying whether an internal person is involved in
<fEZE> assessing if the external provider is carrying out the task properly
This includes verifying whether an internal person is involved in assessing if the | and, as appropriate, whether this internal person has the necessary
external provider is carrying out the task properly and, as appropriate, whether | qualifications and seniority for this task.”
this internal person has the necessary qualifications and seniority for this task.
X7 8 T, WEEHls AT 413 Y A7 o) a v b v — v ZffELR T % 729 @ | In paragraph 8, an internal controls system is defined as a system for
VAT LELTERI N, YT 10 TIIAHIBERE X NEHH > 2 7 LD —58 L 7€ | ensuring adequate control of risks. Also, in paragraph 10, control
EINTwDE, —FHT, Y7 T3V R 7EH & NEFEHI2G51CFH 241 C | functions are defined as part of the internal controls system.
20 W5 e b, AP NICE T 2 NERHEH & v o HEEDE WG 24— 3 2 729 LT | However, in this paragraph, since risk management and internal
DEBYVBEXERET S, (X7 26 bFHER) controls are dealt with in parallel, we propose the following revisions
to unify usage of the term ‘internal controls’ within the AP as follows
<fEXZE> (please also refer to our comments on paragraph 26):
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As noted in ICP 8.3, as part of the effective systems of risk mamagement-and

internal controls, “the supervisor requires the insurer to have effective control

functions with the necessary [-*+] independence---”

As noted in ICP 8.3, as part of an effective system of risk
mramagement—and—internal controls, “the supervisor requires the

insurer to have effective control functions with the necessary [-*-]

independence--+”

21

[EEER YR, PRIEE OBREDMIFRHI & BEA L T2 200 &) » & gHli T X & T
%%, | ([Ithesupervisor should assess how well an insurer’s functions align with
good practices |) & & %73, good practices DE R NAECTH % 729, [align
with good practices and | 1ZHIFRT 22, HEWVIIERZBELT S 2 & 2 RE
5,

<fEXHE>
the supervisor should assess how well an insurer’s functions alignwith—good
practicesand are compliant with governance requirements.

While it is stated that "the supervisor should assess how well an

"o«

insurer’s functions align with good practices", “good practices" are
not clearly defined. Therefore, we suggest deleting "align with good

practices” as below, or adding a definition:

the supervisor should assess how well an insurer’s functions atign

with—good——practices—and are

requirements.

compliant with governance

22

[HEHIBERED ¥ — ¥ —V v OfFdn, ZERGATAR, PRI O 13, RGP 2 X1
B S 2 HUiif 2 DAARE X I DN R L o T B D, | & H 255, HUfifitx
DDOERENRD LN NRF IS LOERICHL Tl h2bD0TH Y,
Bl 2 1ZEFR (the head of a department) AT Offdr, ZERERFAM. HbH S O
ROV THEH DOERE T TIIARETH 5 2 L ZHER L 72\,

With regard to the question, "Are the appointment, performance
assessment, remuneration and dismissal of Key Persons in Control
Functions subject to the approval of, or the consultation with, the
Board or relevant Board Committees?", individuals whose approvals
are required by the Board etc. are determined in consideration with
the practical situation of each company. We would like to confirm
that Board approval is not warranted for the appointment,
performance assessment, remuneration and dismissal of positions

including and below heads of department.

22

[ For example, having time-limited restrictions for when a person responsible for
an operational function (which may involve risk-taking), is able to take over as a
Key Person in Control Function? | I3 ERANHTETH 2 28, [z 1F, FH3EH
HREOEEE A, MAREED ¥ — =Y v & L CEBEIISHCE I, £
DIFHICHAR 2 3% 13 T\ 5 2>, | ( [For example, are there having time-limited

The meaning of the following phrase is not entirely clear. "For
example, having time-limited restrictions for when a person
responsible for an operational function (which may involve risk-
taking), is able to take over as a Key Person in Control Function?"

We would construe the phrase to mean as follows: "For example, are

4
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restrictions for when a person responsible for an operational function (which may
involve risk-taking)ﬁs*a-b’reﬁtakq over as a Key Person in Control Function?] )
LD EREEEL 72,

ZDI AT, APICH T2 A v "=y 7THORERBEICE TS 1H#E» 5
281 - 3EE~D BB LAY T, time-limited restrictions TiZ7 { . HEAD
F—LICT B FEAHE~NOEECE= XY v 7 EBEONNG O )7 TS
5L WEIEINS 2B, [Forexample, -+ | IXHIFREE S o

there having time-limited restrictions forwhen a person responsible
for an operational function (which may involve risk-taking);ts-abte

to-takes over as a Key Person in Control Function?"

Based on the above interpretation, it is a common practice in
Japanese companies for employees to transfer from the first line to
the second or third line. Furthermore, instead of time-limited
restrictions, it is expected that audits and monitoring of the
immediately preceding department may be addressed by modifying
how the task is carried out, such as forming audit and monitoring
teams of multiple people. Therefore, we suggest deleting the
sentence “For example, having time-limited restrictions for when a
person responsible for an operational function (which may involve
risk-taking), is able to take over as a Key Person in Control

Function?”

25

%7 25 Tlk TR OIEHIBERE O ISP 8 7 b 1L 5 AIREME A B 5 Jkfee

( [ Signs that the independence of an insurer’s control functions may be
compromised | ) Offl& LT [HEHIBEEED ¥ — ¥— > vic, Btk e £ 72 13 B
TLHHIRAZARB L UVRERLEREAG L T, ZOEFITOWTHEEGNL
BoBRbNIZNERET 2HEEZ 5200 Twkv, | ([ TheKey Persons
in Controls Functions are not given the opportunity to meet directly with the
Board or the relevant Board committees and committee Chairs to discuss their
work and identify concerns, if any; | ) & DFCEAE D 5 25, HABEHED ¥ — ¥ —
Y Ve ARED 2 L a2y — v a VITOW TR, (RIRS 0 A T 7E L
HoNF v ZADEFNCIE U@ 7 FERAED ONERETHH, UToLsh
BEXZRET 5,

As an example of “Signs that the independence of an insurer’s
control functions may be compromised”, it is stated that “The Key
Persons in Control Functions are not given the opportunity to meet
directly with the Board or the relevant Board committees and
committee Chairs to discuss their work and identify concerns, if
any;”. However, regarding communication between the Key Persons
in Control Functions and the Board, various appropriate means
should be recognized according to the size and location of respective
insurance companies and their governance. Therefore, we propose

adding “or to take alternative ways”, as follows:
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<fEXHE>
The Key Persons in Controls Functions are not given the opportunity to meet

directly or to take alternative ways with the Board or the relevant Board

committees and committee Chairs to discuss their work and identify concerns, if

any;

The Key Persons in Controls Functions are not given the

opportunity to meet directly or to take alternative ways with the

Board or the relevant Board committees and committee Chairs to

discuss their work and identify concerns, if any;

26

7 8T, NEHHly A7 213 ) 27 oY) ha v b e — L ERERT 5200
VAT LELTERI N, YT 10 TIIHHIBERE X NS> 2 7 20 —F8 & E
FEINTWDB, —J7T, YT TIRY R Z7EH L NEHEH 2651 E 2T
Wb ZEhb AP NICE T 2 NER#H & v 5 HEEDOE W T 2ft—3 2 720U
DEBYVEXERET 2, (37 20 bR

<fEXHE>
This can happen when the business line focuses on the performance of the

business and places it above the importance of effective riskmanagementand

internal controls within the insurer.

In paragraph 8, the internal controls system is defined as a system
for ensuring adequate control of risks. Also, in paragraph 10, control
functions are defined as part of the internal controls system.
However, in this paragraph, since risk management and internal
controls are dealt with in parallel, we propose the following revisions
to unify usage of the term ‘internal control’ within the AP as follows

(please also refer to our comments on paragraph 20):

This can happen when the business line focuses on the performance

of the business and places it above the importance of effective risk

mramagementand-internal controls within the insurer.

27

Y R 7 B
( [ For example, the

(BIZIE, T ) R0 7% EOERI D A7 FHTTIC DWW T,
AE & BB BE D BEES M T 2 [ REEL H 5, |
responsibilities of the risk management function and the actuarial function could
conflict as regards quantitative risk assessments, such as model risk.| ) & » %
25, MR 2285 23, BIZITLEFEEE 2 & O & O FRT 2535
ZHhickrdboEZONS, —RNZAHIRE L CITRME 2 < AlREMER & 5
7z, HIBRS 22> AT D X 5 THEEEICBE S 2 SR /SR PN D s H o 7E Y 77
RFETIE] LBELTRETH S,

<EXHE>

While it is stated that "For example, the responsibilities of the risk
management function and the actuarial function could conflict as
regards quantitative risk assessments, such as model risk.", but
whether or not such conflict exists depends on which department is
in charge of the business and which department checks the business.
Since it could be misleading to present it as a general example, it
should be deleted, or the following phrase “depending on the
separation of responsibilities between functions or within a

function” should be added as follows:




For example, depending on the separation of responsibilities between

departments or within a department, the responsibilities of the risk management
function and the actuarial function could conflict as regards quantitative risk

assessments, such as model risk.

RIREEEEEEERE TAIS) [HHIFREEE AP «IcBId 2 ivhinascGE ] o4 2 BRIBAER

For example, depending on the separation of responsibilities

between departments or within a department, the responsibilities of
the risk management function and the actuarial function could

conflict as regards quantitative risk assessments, such as model risk.

33

Mz, RERE IS L BHIBRRED F — ¥ — v v DI D KER 7 2313
DI FEIE WK EETICEEINTWE L 2TRRL T2, | (TA
good practice could also be to suggest insurers that the predominant proportion
of the remuneration of the Key Persons in Control Functions be fixed in order to
prevent them from depending too heavily on variable remuneration tied to
business performance.| ) & DFLHEAH b | HAIBERED ¥ — ¥ — vV v O %
LT 2 L2 Rfle LTwa 23, ZORIWITRIN TR WEEETH 5,
il nptrEpl e T2 2 DRI E R T NETH Y, b LIAMERTAD K
BOEGEICIEEEE D FHIR T RETH D, £, F——Y VOREDEY
WIcZ D 5 NBFIEEZ AT 2 2ticBs it HfilgEO ¥ — =y v o i
B 2 W2 AT 2 C L WEETH B 2 L DRI RE,

It is stated that “A good practice could also be to suggest insurers
that the predominant proportion of the remuneration of the Key
Persons in Control Functions be fixed in order to prevent them from
depending too heavily on variable remuneration tied to business
performance”. Although fixing the remuneration of Key Persons in
Control Functions is seen as good practice, the reason does not seem
to be expressly stated. Therefore, we propose to either state the
reason, or remove the sentence if it cannot be explained. It should
also be recognized that it is difficult to adopt a different
remuneration policy exclusively for Key Persons in Control
Functions for a company that adopts a HR policy in which the

division of duties of Key Persons change periodically.

34

[FEhilbERe ORI 13, Bt £ 72 REGH 2 OBEZ B S0 &R 2T, £
EENL Lk L - ECERINDIXETH S, | ([ thecontrol functions’
remuneration should be defined with the approval of, or after consultation with,
the Board or a relevant committee of the Board. | ) & & % 23, HUfiiEft & D AR
KD LN DI RE I FALOKEEICEL CHBT SN2 b DTH O, Hl 2 135
& (the head of a department) LA T D¥REMIC O\ CTIZEURGB D &R £ TlIAR
WTHD L ZMERAL 2w,

While it is stated that "the control functions' remuneration should
be defined with the approval of, or after consultation with, the Board
or a relevant committee of the Board.", individuals requiring
approval by the Board etc. are determined in consideration with the
practical situation of each company. We would like to confirm that
Board approval is not warranted for remuneration of those in

positions including and below heads of department.

50

23750 TiE ICP 8.3.17 25 L. [&HHIBEREDTRMR 12, B Bk
BRARHAROERE LENMN A6 oKE2R>~ %] ( [the head of each
control function should have the opportunity -+ to meet periodically --- with the

Chair of any relevant Board committee and/or with the Chair of the full Board. | )

Citing ICP 8.3.17, it is stated that “the head of each control function
should have the opportunity - to meet periodically --- with the
Chair of any relevant Board committee and/or with the Chair of the

full Board”. However, regarding communication, various

7
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appropriate means should be recognized according to the size and

location of respective insurance companies and their governance.

68 KHELRREESETH->TD Y V=R - hFEEOB A2 OHELREE Lo — | Even for large insurers, combination may be desirable from the
AbHbLEZLN, BHOFHEEZEEF A CXGEMAED N7 vV A% LS T | perspective of resources and efficiency, and it is important to
ENREELEZ S, XoT [ Forexample, | ZLLTFD X 5 1fEX T3 Z & % | balance classification and combination based on the characteristics
RET 5, of each company. Therefore, we propose revising the sentence

starting with "For example, ..." as follows:
<fEXZHE>
For example, in case of atargeinmsurer-with-a—complexbusimess model,—the | For example, in case of atargeinsurerwith-a—complexbusimess
caseof smalterand less complex insurers, it may be appropriate—acceptable for | functions, whereasinthecaseof smalterand less complex insurers,
one function to be carried out by a single person or organizational unit. it may be appropriate acceptable for one function to be carried out
by a single person or organizational unit.
W%@%@%G\ DOMREE 1 ANDOMRIA E 72 (T HLL CEIMET 2 2 & A%
U hGa0rd 5, )

73 [PRBR &t D P - B he LB G ] ( [ Insurance legal entity’s recovery and | Regarding "Insurance legal entity's recovery and resolution plans",
resolution plans] ) (CEH L. FFEEHE & O WL ETHE] (X ICP16.15, ICP12.3 | recovery plans and resolution plans are stipulated in ICP 16.15, ICP
BEIWCF 1232 KW THEINTEY, RESEMELICOWTIILE RS | 12.3 and CF 12.3.a, and are produced only when necessary for
HICOAFEEI NS /20, lifany] ZBFEL TXE S D individual insurance companies. Therefore, we propose adding "if

any" as follows:
<fEXZE>
Insurance legal entity’s recovery and resolution plans if any. Insurance legal entity’s recovery and resolution plans if any.
84 [ ERBRE IO U, EE AR oW Tid, ZBRHBMERTICEE Y /I | While it is stated to “Require the insurer to report material

%532 X 5 EHBATT %5 ) ([Require the insurer to report material outsourcing
contracts to the supervisor before inception. ]) & & % 25, AR FCHIMEAEHT

outsourcing contracts to the supervisor before inception.”, imposing

a reporting obligation on the supervisor before concluding an

8
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ICEEFE~ORERG 2R T i3, REEFEO AT HENZEREE 2 HE 3 | outsourcing  contract could disturb the insurer's independent
L2BENDDH 570, YiZHB ITEE LoHEFI» OHIFRS 5 2 L #1493 %, | business operations. Therefore, we propose deleting this item from
the examples of supervisory good practice.
<fEX(ZE>
84 ANEREEEICHE S VU 2 7 oFHMICEE L, BB Y m I3 fRFEE O vV v v v —FFlli | While it is stated that "supervisors compare the risk assessment with

(ORSA) LB 24—y aFi - Y2y oBE#ET 2 REHOFHG L. &l
YR 7T & i35 2 & A3% 5, | (Isupervisors compare the risk assessment
with the insurer's assessment of relevant aspects of operational risks in the
insurer’s Own Risk and Solvency Assessment (ORSA)]) & & %23, AMERLIC
5 U X 7 3FfliZ ORSA ICFL#T 2 2 &9 2213, (RSO FHES Y X 7 1)
CCHIIF2d0THY, £9LDH ORSA ICFHHEAH 2 b TEAVWI L ED
MR L7272 % 720,

the insurer's assessment of relevant aspects of operational risks in
the insurer's Own Risk and Solvency Assessment (ORSA)", whether
to include the risk assessment associated with outsourcing in the
ORSA depends on the business and risks of each insurance
company. Therefore, we would take this opportunity to point out

that this will not always be stated in the ORSA.




