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RAA LAW BULLETIN #10-70
FROM: Tracey W. Laws
DATE: May 28, 2010

SUBJECT: Financia Sector Assessment Program - Review of the U.S.
Financial System

The International Monetary Fund recently concluded its first Financial
Sector Assessment Program (FSAP) review of the U.S. financial system. (A
copy of the report is attached). Thisincluded areview of the banking,
securities and insurance sectors. As regards the insurance sector, the FSAP
report stated that state insurance regulation is “generally thorough and
effective, although there are areas where significant development is
needed.” The FSAP report noted that while there was generally a high level
of observance of the Core Principles of the International Association of the
Insurance Supervisors’ Insurance Core Principles, there is a need for
development of the policy framework in relation to insurance financial
stability and insurance issues; and that the approach to supervision of groups
needs significant development (pp 14 — 15).

The expectation is that these reviews will increase pressure on the NAIC to
conform to |AIS standards or be able to defend any deviations.

Accordingly, the FSAP recommendations are likely to influence the NAIC’s
Solvency Modernization Initiative on issues such as group supervision,
corporate governance and capital adequacy.

The report made several interesting observations and recommendations
regarding the U.S. observance of the Insurance Core Principles:
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changes at the group level to rectify any changes. (p. 23).

The IMF is scheduled to release its final Financial System Stability
Assessment Report on the U.S. financial system in early August. The U.S.
will undergo an interim review by the Financial Stability Board in 2012.

The lAlSisrevising the | CPs and establishing international solvency
standards that will be “essential criteria” for compliance with the ICPs. The
2012 FSB interim review will be the first time the state regulatory systemis
assessed for compliance with the revised |CPs and new standards.
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