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The Father of American Life Insurance

In 1858, the first Mass.
Commissioner of Ins.,
Elizur Wright,

...contended that the
gross premium
method was not a
sound test of
solvency

... legislature adopted
the net level premium
method as the legal

: standard.



“More than any other corporations life insurance

companies should be held to exact and strict
accounting rules. The entry into a life insurance
contract is an act of self-denial and an example of
the noblest love of spouse or child. Often the
policy is the only inheritance and the sole
resource of widows and orphans. Since life
Insurance institutions draw in a considerable
portion of the savings of thousands of
policyholders on the basis of contracts several of
which will not expire before a half or sometimes
almost a whole century. Therefore, their solidity
and solvency must be mathematically
provable and indisputable...”




Quoted by Dr. August Zillmer in 1863

“... These undeniably true words which
were spoken by the New York State
Insurance Commissioner when he
withdrew the license of the American
Mutual Life Insurance Company of
New Haven, Connecticut, to do
business In the State of New York.”




Association Blank (1874 Edition)

[Form of blank adepied by the Kntiona! Insurance Oonvendon for the Annual Etmternent of Lifa
Insurancs Qompanies, to be nsed aefier end of year 1874.]

ANNUAL STATEMENT
FOR THE YEAR ENDING DECEMBER 8lst, A.D. 187-.

Of the Condition of the wm Life Tnsurance Company organized
under the lows of the Stata of mads to the Commissioner of

Insurance of the State of pursuant fo the Laws of said
Stats.

PRESIDENT, —— VicE PRESIDENT,
SECRETARY, ACTUARY,

INCORPORATED, 18—. Comuencep Busixess, 18—,
PrivcipaL OFFICE ——




Association Blank (1874 Edition)

“While the present format of
the Association Blank was
adopted In 1951, some of

the unigue terminology
found In the current blank

was originally developed
between 1849 and 1875.”




A Surplus of Principles

1. Statutory Accounting
Principles (SAP)

2. Generally Accepted
Accounting Principles
(GAAP)

3. Principles-Based Reserves
(AVAVAY)

4. Solvency Il Principles
(European Commission)

5. International Assoc. of Ins.
Supervisors (IAIS)
Principles



A Surplus of Principles

6. International Accounting
Standards Board (IASB)
— Insurance Contracts

(Phase II)

/. CFO Forum - IFRS
Principles

8. CFO Forum - EEV
Principles

9. Financial Services
Authority (UK) —
Principles-Based
Regulation

10. Basel Committee on
Banking Supervision —
g Principles



NAIC Accounting Practices and Procedures Manual

“SAP Is conservative in some respects

but not unreasonably conservative over
the span of economic cycles, or

In recognition of the primary statutory
responsibility to requlate for financial
solvency.

SAP attempts to determine at the
financial statement date an insurer's
ability to satisfy its obligation to its
policyholders and creditors."




Typical Independent Auditor Disclaimer

SAP versus GAAP

10

In our opinion, ... the [SAP]
financial statements referred to do
not present fairly, in conformity
with U.S. generally accepted
accounting principles, the financial
position of the Company as of
December 31, , orthe results

of Its operations or its cash flows
for the years then ended.”




Principles-Based Reserves (AAA)

« Company specific modeling
framework
 Reserve is greater of
— Deterministic reserve, on a seriatim
basis, based on a gross premium
valuation with a cash value floor;
and
— Stochastic reserve, of aggregated
cash flows, based on the greatest
PV of deficiencies at any duration
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Principles-Based Reserves (AAA) [cont.]
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e Prospective only

o Certification by Qualified Actuary, with
review by independent actuary
regarding methodology and
assumptions (not reserve adequacy)

 Prudent best estimate assumptions
are unlocked whenever necessary to
reflect changes in anticipated
experience




Solvency Il Principles
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“The European Commission,
jointly with Member States, Is
carrying out a fundamental review
of the requlatory capital regime
of the insurance industry (the
Solvency |l project).




Solvency Il Principles

Its objective Is to establish a solvency
system that is better matched to the
true risks of insurers enabling
supervisors to protect policyholders'
Interests as effectively as possible
and in accordance with common
principles across the EU.”
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International Association of Insurance Supervisors

(IAIS) Principles

Supporting Principles 8 states:

“The purpose of capital is to ensure
that, despite adverse conditions,
policy claims and obligations
will still be met as they fall due
and the required technical
provisions* remain covered over
a predefined period, to a required
level of safety.”
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Financial Services Authority (UK)

“It marks the welcome much

closer alignment of economic
and regulatory capital and
emphasizes the importance we
place on senior management

for taking responsibility for
their firms' financial

soundness and treatment of
customers.”
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Basel Committee on Banking Supervision —

Basel Il Principles

1. Banks should have a process

for assessing their overall
capital adequacy In relation
to their risk profile and a
strateqgy for maintaining
their capital levels.
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Basel Committee on Banking Supervision —

Basel Il Principles (cont.)

2. Supervisors should review and
evaluate banks’ internal capital
adequacy assessments and strategies,
as well as their ability to monitor and
ensure their compliance with
requlatory capital ratios. Supervisors
should take appropriate supervisory
action if they are not satisfied with the
result of this process.
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Basel Committee on Banking Supervision —
Basel Il Principles (cont.)

3. Supervisors should expect
banks to operate above the
minimum regulatory capital
ratios and should have the
ability to require banks to hold

capital in excess of the
minimum.
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Basel Committee on Banking Supervision —

Basel Il Principles (cont.)

4. Supervisors should seek to
Intervene at an early stage to
prevent capital from falling below
the minimum levels required to
support the risk characteristics of a
particular bank and should require
rapid remedial action If capital is
not maintained or restored.
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An lllustration of Capital and Reserve Requirements
Under Different Accounting Views

(Typical) Statutory
Balance Sheet IFRS Balance Sheet Economic Balance Sheet

Free
Capital Free

Frge Capital
Capital
Required
Capital Required
Assets Capital Required
Capital

Assets I



Sustaining New York’s and the US’ Global Financial

Services Leadership - Recommendations

#3: Develop a shared vision for
financial services and a set of
supporting reqgulatory principles.

#5. Recognize IFRS without
reconciliation and promote the
convergence of accounting and
auditing standards.

#8: Modernize financial services
charters.
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Sustaining New York’s and the US’ Global Financial

Services Leadership (cont.)
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“An optional national insurance charter
would ... give US companies a uniform
requlatory platform from which to
operate and serve their customers more
efficiently nationwide as well as
globally. It would remove arbitrary
pricing and product constraints that

exist in many of the 50 state regimes,
lower their duplicated requlatory

costs....”




The insurance industry needs a
modern accounting regime
reflecting principles-based

regulation of capital adequacy...

that makes sense on a local &
global basis
and allows competition with other
financial institutions.
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Thank you for your attention!
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