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The National Association of Mutual Insurance Companies (NAMIC) is pleased to 
provide comments to the House Financial Services Committee on international 
insurance regulatory issues and the impact on U.S. insurers.  
 
NAMIC is the largest property/casualty insurance trade association in the U.S.A., 
serving regional and local mutual insurance companies on main streets across America 
as well as many of the country’s largest national insurers. NAMIC’s 1,400 member 
companies serve more than 135 million auto, home and business policyholders, and 
write more than $196 billion in annual premiums.  
__________________________________________________ 
 
Introduction 
 
NAMIC believes the current U.S. state-based insurance regulatory system is robust and 
well-positioned to meet the needs of the nation’s insurance marketplace.  While most of 
our members do business exclusively in the United States, we also believe that 
American insurers should be well-positioned to compete in the international insurance 
market as well.  However, NAMIC has serious concerns about recent efforts to set 
international regulatory standards, being justified by the globalization of insurance 
markets. All of our members, domestically and internationally active, have the potential 
to feel the impact of international standards being imported to the U.S.  
 
International decisions influence regulation in the United States, influence the 
assessment of U.S. regulation, and impact the reinsurance market. While a small 
number of our members meet the definition of internationally active insurance groups, 
over 650 of our members are part of registered holding companies. Global insurance 
regulatory standards, such as a new group capital standard, would have significant 
impacts on many of these holding companies if it were ever adopted under state 
insurance laws in the United States.  
 
The International Association of Insurance Supervisors (IAIS) is the organization at the 
center of many of these discussions.  It is charged with establishing Insurance Core 
Principles (ICPs) that represent the international standards for insurance regulation. 
After the financial crisis the IAIS began work on a Common Framework for the 
Supervision of Internationally Active Insurance Groups (IAIGs), also known as 
ComFrame. This new framework, which started as new standards for cooperation and 
coordination among insurance supervisors, became a series of new requirements for 
these IAIGS, including a planned global capital standard.  
 
NAMIC believes the chief mission of the IAIS ought to be to facilitate a stronger global 
insurance regulatory environment through cooperation and coordination rather than 
attempting to create one-size-fits-all requirements for every country in the world.  If it is 
determined that the development of a capital standard should proceed, the various 
representatives of the U.S. that engage in these international fora, must speak with one 
voice.  And that voice must speak in defense of the U.S. market, existing regulatory 
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structure, insurers, and especially policyholders.  Finally, in order to ensure that state 
regulators, the insurance industry, and Congress all have an appropriate say in this 
debate, a transparent process should at all times be considered of paramount 
importance. 
 
The Development of an International Capital Standard 
 
A current and powerful example of the issues at stake when discussing international 
standards for insurance, is the development of a global capital standard by the IAIS.  On 
October 9, 2013, the IAIS announced it would develop a risk-based International Capital 
Standard (ICS) by the end of 2016 for all IAIGs.  Since its inception, ComFrame has 
included a capital component – this will be the starting point for the ICS (when complete 
the ICS will act as the ComFrame capital component).  The ICS is scheduled to be 
implemented beginning in 2019.  NAMIC remains concerned both with the timeframe of 
this project as well as some of the inherent assumptions about global uniformity that 
inform the project. 
 
The application of the same capital standard to unique companies that come from very 
different regulatory environments with very different economic and political goals will not 
produce comparable conclusions about capital or solvency.  Every country has a unique 
regulatory system with unique features that influence the solvency of the companies 
doing business in that regulatory environment.  
 
For instance, U.S. companies are subject to rate regulation, legal entity risk-based 
capital requirements, financial statement filing requirements, regulatory financial 
analysis, periodic risk-focused financial examinations, market conduct examinations, 
guaranty fund assessments, Enterprise Risk Reports, Own Risk Solvency Assessment 
filings, and a highly litigious environment.  This system is based upon an economic and 
political philosophy that supports limited barriers to entry and exit, and a competitive 
insurance market with protection of policyholders the primary role of the regulator.  
Many of these features of the U.S. system result in higher levels of solvency, a stronger 
more competitive system, and earlier identification of hazardous conditions that are not 
provided in all regulatory systems.  At a minimum the features of the U.S. system are 
different from those of other countries.  
 
The U.S. environment differs from that of Europe or China for example. The proliferation 
of state-based insurance entities in China, monthly financial reporting requirements and 
the percentage of companies below 100% solvency reported in their 2011 FSAP are 
features of the unique Chinese environment.  In the EU the future implementation of 
Solvency II with its very high capital requirements and desired protection of creditors 
and investors poses another unique regulatory and political environment. None of these 
systems are right or wrong, they are just different.  The level of supervision of insurers is 
sound and while the means are different, they have all found effective ways to supervise 
their insurance industry. But it is important to recognize that these are not comparable 
systems – the companies from these countries do not have comparable regulatory 
oversight. Any effort to create one capital standard should be principle-based, 



Comments of the National Association of Mutual Insurance Companies  Page 4 
The Impact of International Regulatory Standards on the Competitiveness of U.S. Insurers, II  
November 18, 2014 
outcomes-focused and fluid enough to recognize these very major differences in 
approach.       
 
In addition to regulatory environment and economic/political philosophy, unique 
characteristics from company to company will also affect any effort at comparability as 
all differing characteristics cannot be measured fully in a single capital formula. 
Companies could have the same level of “written premium” but very different levels of 
volatility due to differing concentrations of catastrophe risk or terrorism risk, for example. 
Companies could have the same amount invested in “derivatives” with one engaged 
only in simple interest rate swaps and the other invested in highly complex, multiple 
level derivatives similar to those that were related to the financial crisis.  Companies 
could have the same Enterprise Risk Management framework, but the incorporation of 
an ERM risk and capital analysis throughout the enterprise in all decision-making could 
be quite varied.  These are just a few of the examples of the very significant differences 
between different insurance groups that are not “comparable.”  These variations will 
result in very different solvency concerns and capital needs.  
 
The specific direction that the IAIS has taken is generally too prescriptive and formulaic 
and has some specific features of concern: 
 

• Legal Entity Regulation – The U.S. system of insurance regulation operates 
under the assumption that a legal entity capital system is stronger and more 
protective of policyholders who rely on contractual commitments from the 
individual legal entity.  The idea that group supervision and a capital requirement 
at the group level will create more sound regulatory protections ignores the 
impact on policyholders who rely on the legal entity from whom they decided to 
purchase insurance. The group level contagion risk from one troubled legal entity 
to a sound legal entity is not what that policyholder bargained for. While the legal 
contractual implications may vary between jurisdictions, this is a very important 
concept in the U.S. The recognition of the need for legal entity capital protection 
is critical and is something the IAIS seems to lack in its deliberations over the 
ICS.  
 

• Fungibility of capital – The movement away from the focus on supervision and 
capital requirements at the legal entity level raises questions about a supervisor 
requiring movement of capital between legal entities, also known as “‘fungibility” 
of capital.  This is of considerable concern for companies that operate with a 
business model based on legal entities.  One need go no further than imagining 
what might have happened in the case of AIG if regulators or the subsidiary 
entities with all of the contagion risk had been allowed to simply raid the healthy 
subsidiaries to try and address the problem.  Legal entity supervision obviates 
the need for fungible capital at the group level, a fact that supporters of an ICS 
seem to simply ignore.     
 

• Accounting Standards – NAMIC has advocated for a flexible, principle-based 
approach that considers the regulatory outcomes of each jurisdiction. The IAIS 
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seems to be committed to producing a prescriptive capital formula based on the 
same accounting information. U.S. companies rely on Statutory Accounting and 
U.S. GAAP, which is not consistent globally. Changes in accounting standards 
would be very disruptive.  If the U.S. supervisory, corporate law, and accounting 
systems are required to change significantly to accommodate the new group 
capital requirements that are more consistent with existing European standards, 
this will create a significant competitive disadvantage for U.S. insurers.  

 
A successful global effort would not create unnecessary competitive issues for 
companies domiciled in one well-supervised jurisdiction over companies from another. 
Instead, a flexible and dynamic capital assessment that would recognize and improve 
understanding of diverse, successful approaches to solvency regulation and would 
create a principle-based, outcomes-focused approach is needed.  Using this approach 
would help supervisors achieve the desired goals of policyholder protection and insurer 
solvency. In short we favor a dynamic solvency assessment process that will 
continuously improve.  
 
Unfortunately, the IAIS does not seem to be heading in this direction and 
implementation may require adopting different accounting standards and the global 
capital requirement may favor the local approach of one jurisdiction over another 
creating further disproportionate costs between companies similarly situated. The 
potential market disruptions could be unintended, but very significant.  Additionally, it 
appears that the IAIS is moving forward without a full assessment of the impact on U.S. 
consumers and insurance markets.   
 
One Voice – Team U.S.A. 
 
If the U.S. regulatory system, risks, and legal environment are not the same as many of 
the other jurisdictions pushing prescriptive capital calculations in the case of the ICS, it 
stands to reason that the U.S. would want to advocate on behalf of its own system in 
these discussions.  At the very least, the U.S. should be pursuing an outcomes-based 
approach, which would ultimately serve the global economy better than a presumption 
that all companies can be compared on an equal footing.  As this is the case, the U.S. is 
in need of a clear and coherent position from which to negotiate internationally on 
insurance regulation and congressional leadership and oversight in helping develop that 
may be necessary.   
 
Currently, many decisions on international financial services are being made by the G-
20 entity known as the Financial Stability Board (FSB).  It was the FSB that tasked the 
IAIS with developing the capital standards for both Global Systemically Important 
Insurers as well as IAIGs.  The U.S. is represented on the FSB by the Treasury 
Department, the Federal Reserve, and the Securities and Exchange Commission (there 
are no U.S. state insurance regulators or legislators on or represented at the FSB).  At 
the IAIS, the U.S. is represented by the Treasury Department through the Federal 
Insurance Office, the Federal Reserve, and state insurance commissioners.  NAMIC 
believes it is important to ensure that our federal agencies representing the U.S. at the 
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IAIS are advancing policy positions that represent the best interests of U.S. insurance 
consumers, the insurance markets, the insurance regulators, and the U.S. economy in 
general.  It is important that “Team U.S.A.” speak with one voice.      
 
To the extent that any of the U.S. representatives are pushing, or even simply 
acquiescing to, these new standards, it seems clear they would be working in direct 
contravention of the direction of Congress to support the existing state-based insurance 
regulatory system in international negotiations.  The various policymakers engaged in 
these discussions have been taking clear steps to coordinate the industry and U.S. 
regulators on policy positions.  This is all to the good and must continue.  However, 
NAMIC believes Congress must continue to play a key role in helping to ensure that our 
Federal representatives and state regulators are communicating and uniting to advocate 
on behalf of the U.S. insurance market and the regulatory system that protects its 
policyholders.     
  
Transparency  
 
At the same time they are moving down a path with significant ramifications, the IAIS is 
moving toward a less transparent deliberative process – the exact opposite of what 
should be taking place.  Until this year, IAIS allowed participation in its meetings by 
interested parties known as “Observers.” Observers paid significant fees to participate 
in the policy discussions, draft reviews and to have access to the materials produced by 
the IAIS. The organization was primarily funded through these fees. 
 
As a result of questions about this industry funding mechanism as well as a concern 
that allowing observers complicated deliberations, the decision was made in 2014 to 
eliminate the “Observer” status. Beginning in 2015 all IAIS materials will be public and 
all stakeholders will have the same access to consultation drafts.  However, as part of 
the elimination of Observers, additional changes were proposed that would essentially 
close most IAIS committee meetings to all interested parties/stakeholders. They have 
also proposed that they will invite select stakeholders to attend committee meetings 
when they want to hear their perspective. The National Association of Insurance 
Commissioners, the National Association of Insurance Legislators, the insurance 
industry, and consumer groups strongly oppose the closed process, and both the House 
and Senate have resolutions introduced in opposition to the change in transparency.     
      
NAMIC believes that the growing importance of the IAIS and the need for “efficiency” 
require more, not less transparency.  The importance of the issues requires the 
meaningful input of interested parties now more than ever.  The proposed changes 
would ensure that the IAIS hear from only selected portions of the industry which may 
unintentionally create unworkable policies for many market players or unlevel playing 
fields with potentially disastrous results. The benefits of broad public participation 
include:  learning from the expertise of impacted companies, balancing opposing views, 
identifying unintended consequences and practicalities, providing a cost/benefit 
analyses and identifying overlapping and interactive regulations.  Transparency and 
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meaningful participation will also ensure that any proposed international standards are 
properly vetted.     
 
NAMIC opposes efforts to reduce access to negotiations for outside stakeholders at the 
IAIS and supports efforts to encourage the U.S. representatives to fight to increase 
transparency and provide for full stakeholder participation.   
 
Conclusion 
 
It is NAMIC’s view that the chief mission of the IAIS ought to be to facilitate a stronger 
global insurance regulatory environment through cooperation and coordination rather 
than attempting to create one-size-fits-all requirements for every country in the world.  
The development of the ICS points to many concerns including an over-reliance on 
uniformity, disregard for fundamentally different regulatory and legal systems, and a 
lack of a true consideration of potential costs.  Meanwhile, the IAIS is moving away from 
an open deliberative process and while the various U.S. representatives are attempting 
to coordinate, a demonstrated track record of a coherent and consistent position and 
message is needed.   
 
Congress has a critically important role to play as these international discussions 
continue.  Through oversight and awareness, along with the possibility of legislation to 
address a needed course correction if and when the time comes, lawmakers can help 
protect the robustly competitive insurance market in this country.   
 

 

 


